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NATURAL GAS ACT 


(Regulation of Producers’ Prices) 


TUESDAY, MAY 21, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND Foreign COMMERCE, 
Washington, D.C. 
The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Oren Harris (chairman) presiding. 
The Cuarrman. The committee will come to order. 5 
The Chair has a wire from Edward Wert, mayor of Marion, Ind., 
which will be included in the record. 
(The telegram is as follows: ) 
MaARIon, IND., May 20, 1957. 


Congressman OrEN Harris, 
House Office Building, Washington, D. C.: 
Hope you can support bill H. R. 6790, to amend Natural Gas Act. We think 
it will help our people. 


Epwarp WERT, 
Mayor, Marion, Ind. 
The Cuarrman. The Chair has a wire from Mr. John R. Schroder, 
mayor of the city of Hannibal, Mo., commending the bill and urging 
its favorable consideration, which will be included in the record. 
(The telegram is as follows: ) 
HANNIBAL, Mo., May 17, 1957. 
Hon. OREN Harris, 
House of Representatives, Washington, D.C.: 


I commend the Harris (H. R. 6790) bill for your favorable consideration. We 
are users of natural gas furnished by the Panhandle Eastern Pipeline Co. I be- 
lieve the principles of this bill to be for the good of the Nation. 

JOHN R. ScHRODER, 
Mayor, City of Hannibal, Mo. 


The Cuarrman. The Chair has a letter from George M. Pendell, 
executive secretary of the Mattoon Association of Commerce, Mattoon, 
Ill., endorsing the bill, which will be included in the record. 

(The letter is as follows: ) 


MATTOON ASSOCIATION OF COMMERCE, 
Mattoon, Ill., May 13, 1957. 
Re House bill 6790, natural gas legislation. 
Congressman OREN HARRIS, 
House Office Building, Washington, D. C. 

DearR CONGRESSMAN Harris: This letter is written in endorsement of your 
bill, 6790 (without amendments), which is of vital importance to the future 
growth of our economy and a step that will insure us of a fair competitive chance 
to procure needed new industries to furnish payroll dollars, tax income, and 
an opportunity to provide employment for an ever-increasing labor pool. 
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The writer, secretary of the association of commerce representing 1,200 busi- 
ness people, is also a commission member of Governor Stratton’s industrial 
development and planning commission, a member of the industrial survey com- 
mittee of the Llinois Chamber of Commerce executives, and has appeared, by 
invitation, before industrial clinics in 11 States on problems confronting cities 
handicapped by lack of industrial development. 

New industries interested in industrial expansion are interested in locating 
plants where they can procure noninterrupted gas service. They will not make 
unnecessary expenditures for standby equipment in localities that will shut off 
their productive and heating gas, due to limited supplies during the winter 
months. 

If the States and the United States Government are willing to spend untold 
millions of dollars trying to help industry move into distress areas needing em- 
ployment for its citizens, why does the Government restrict development of 
additional gas supplies by refusing to enact sensible legislation (such as H. R. 
6790) that will encourage exploration by the producers to increase the supply 

of gas and meet the constant growing demand. 

Here in Mattoon alone our local source of natural gas has a constant waiting 
list of over 600 applicants for service. Prospective new industries lose their 
enthusiasm for our area when informed of our limited supply of natural gas 
for their production and heating needs. 

We have a manufacturer producing equipment for gas usage; their produc- 
tion of equipment is restricted because their ultimate users will not make capital 
investments for equipment that uses a commodity (like natural gas) which has 
a limited production due to governmental restrictions. 

The whole structure of our economy has been built on a free enterprise com- 
petitive system. When we have a competitive market we do not have shortages 
and we do not have unfair prices. Under regulatory methods there is no incen- 
tive for exploration and increased production. 

It’s time we started to cut down on regulations and let business operate 
to meet supply and demand. Passage of H. R. 6790, without amendments, is 
important to the future industrial development of this country. 

We earnestly hope it has the full support and endorsement of all our Congress- 
men and Senators. 

Submitted by : 

GrorGE M. PENDELL, Hwecutive Secretary. 


The Cuatrrman. The Chair has a wire from George K. Schubert, 
executive secretary of the Pennsylvania chapter, Investors League, 
Inc., with a resolution with regard to enforcement of the bill ‘and 
with reference to that. 

That will be included in the record. 

(The telegram is as follows:) 

PHILADELPHIA, Pa., May 14, 1957. 
Congressman OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C.: 

The Pennsylvania chapter of the Investors League, Inc., at its monthly lunch- 
eon meeting held in the Women’s City Club of Philadelphia on May 14, 1957, 
unanimously adopted the following resolution : 

Be it resolved, That the honorable mayor of Philadelphia, Richardson Dil- 
worth, scheduled to testify before your committee in opposition to H. R. 6790 
as a representative of the mayor’s committee on natural gas legislation, did not 
obtain a mandate from the people of Philadelphia prior to his testimony; be it 
further 

Resolved, That in view of this fact, said mayor is not necessarily representing 
the views of the people of Philadelphia on this issue. Members present were 
citizens of Philadelphia and environs, all consumers of natural gas. 

It is respectfully requested that his testimony be considered in this light. 

GEORGE K. SCHUBERT, 
Executive Secretary, Pennsylvania Chapter, Investors League, Inc. 


The Cuarrman. The first witness this morning will be Mr. Charl- 
ton H. Lyons, Sr. 
Mr. Lyons, you may come around. 
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Mr. Charlton Lyons is president of the Mid-Continent Oil & Gas 
Association of Shreveport, La. 

We are very glad to have you with us this morning and I know 
you have been around some days waiting for your time. It is needless 
to say that I for one and other members of the committee regret that 
it is necessary for those who are anxious to present their views either 
for or against to have to wait so long until their time comes. 


STATEMENT OF CHARLTON H. LYONS, SR., PRESIDENT, 
MID-CONTINENT OIL & GAS ASSOCIATION 


Mr. Lyons. Thank you, Mr. Chairman. When I testified before, 
the few times that I have before « ‘ongressional committees in the past, 
I have done so with mixed feelings of both desire and reluctance and 
such is the case today. 

But I view testifyi ing before a committee of Congress as no ordinary 
matter. I think that it is an unusual and unique matter of extreme 
importance because Congressmen are elected to represent the will of 
the people on the national level and I believe it can be demonstrated 
that there is rarely a case if ever, that Congress takes action that it 
does not do so at the request of the people. 

The President himself pointed out in one of his first messages to 
the Congress that it was the duty under our system of government 
for the people to present their views to the Congress in the light of 
their own self-interest and then it became a responsibility of Con- 
gress to resolve those conflicting views in the national interest. 

So I appear here today in that light. And in doing so I believe 
that I am carrying out the intentment of the Constitution and taking 
part in the Government of a democratic republic. 

I am also particularly grateful to be here for another reason: 

As you know, when the Harris bill was vetoed more than a year 
ago the oil and gas industry was harshly criticized. I believe that 
criticism stemmed largely from the fact that the critics do not under- 
stand the factors that are fundamental in finding oil and gas. 

The facts are fundamental in trying to introduce gas. 

[ can illustrate that with a personal experience. At the time the 
Harris bill was vetoed I was very critical of the distributors. How- 
ever, | came to learn that they had problems in their business that 
gave them a solid ground for making some of the objections they did 
regarding regulation at that time. 

And in my capacity as president of the Mid-Continent Oil & Gas 
Association and also as past president of the Independent Petroleum 
Association of America, I have had an opportunity to visit with oil 
and gas pe 9 nationwide, from the smallest producer in the smallest 
field of the Nation to the executive in their New York offices. 

And, knowing them as I do, it is with great pride that I appear 
today on behalf of a large segment of the gas producers of the Nation. 

There are several points that I would like to make. I will attempt 
to prove that the business of finding and producing gas is not a mo- 
nopoly. It is not a monopoly because it is both competitive and 
involves high cost and loss factors. And for that reason there is no 
basis for regulating the price of gas. 
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I will further show that it is an utter impossibility to ascertain the 
price of finding a unit of oil for gas. It simply cannot be done. 

To attempt to regulate the gas- -produci ing industry of this Nation 
on the basis of cost will only result in stifling their operations and in 
reducing supply and increasing costs to consumers. There is no other 
result that can come about. 

To begin with, I wish to point out that the Harris-O’Hara bill, in 
my judgment, conforms fully and comes within the framework of 
the Cabinet Committee, and also the statements that the President has 
made regarding a bill of this type. 

I refer to these statements on page 2 of my prepared statement. As 
you are familiar with them, I will not read them. 

(Page 2 follows:) 

In 1954 President Eisenhower appointed the Advisory Committee on Energy 
Supplies and Resources Policy. That Committee, among other things, was 
directed to consider “what degree and kind of public regulation is appropriate 
to the present situation and future outlook” of the natural-gas industry. 

On February 26, 1955, the Committee reported to the President that “the Fed- 
eral Government should not control the production, gathering, processing, or sale 
of natural gas prior to its entry into an interstate tr ansmission line.” 

The Committee also reported to the President: “In considering the certifica- 
tion of new lines and applications for increased rates based on new or renego- 
tiated purchase contracts, the Commission (Federal Power Commission) should 
consider, in order to provide protection for the consumer, not only the assurance 
of supply but also whether the contract prices of the natural gas that the 
applicant has contracted to buy are competitively arrived at and represent the 
reasonable market field price, giving due consideration, in the interest of com- 
petition, to the reasonableness and appropriateness of contract provisions as 
they relate to existing or future market field prices.” 

You are aware, of course, that the President has made known his views on 
this subject. First, on the occasion of his veto message during the 84th Con- 
gress, and again in submitting his budget message to this Congréss. In both 
instances the President made it clear that legislation of the type now before 
you is essential in the public interest. 

Mr. Lyons. An analysis of some of the basic provisions of the Har- 
ris-O’Hara bills will show that they not only fall within the frame- 
work of the requirements of the President and the Cabinet Committee 
but that they are also in the public interest. 

First, to encourage producers to find and produce ever-increasing 
quantities of gas, the Harris-O’Hara bills provide: 

1. That the statutory definition of “natural gas companies” shall not 
apply to producers of natur al gas, thereby making inapplicable to 
producers the certificate provisions, the utility rate provisions and 
the abandonment provisions of the Natural Gas Act. 

2. That the definite pricing clauses and tax reimbursement clauses 
of existing contracts shall not be subject to Federal jurisdiction. 

3. That gas producers may receive up to, but not in excess of 
reasonable market price for their gas, as determined by the Federa 
Power Commission. 

4. That gas producers may cease deliveries under new contracts, if 
those contracts are not approved by the Commission, and also that gas 
producers may cease deliveries upon termination of all contracts. 

To protect consumers against unreasonable prices, these bills con- 
tain the following restr ictive provisions regarding producers 

1. The second and third party favored nations clauses, the better 
market clause and the spiral escalation clause are outlawed in future 
contracts. 
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These are the clauses to which the distributors have so strenuously 
objected. And, I might add that I have come to realize that those 
objections were ‘not without merit. 

2. The bills prohibit producers from canceling contracts or pos 
deliveries because of the assertion of Federal jurisdiction over such 
contracts. 

3. With only two exceptions, the bills subject all gas sales con- 
tracts—new and old—to Federal control. The two exceptions are the 
specific pricing provisions and the tax reimbursement provisions of 
existing contracts only 

4. The bills further provide that when a producer and an interstate 
pipeline company enter into a new gas sales contract or renegotiate an 
existing contract, the pipeline company must file a copy thereof with 
the Federal Power Commission and mail a summary of the contract 
to all affected persons who have advised the Commission that they de- 
sire to receive such summaries. 

Any person who has requested such summaries, or the Commission 
itself, may challenge any contract filed with it. In such event, the 
Commission is required, after notice and hearing, to determine: 

a) Whether the duration of a gas sales contract is shortened. 

(b) Whether the contract contains an indefinite pricing clause that 
is contrary to public policy. 

(c) Whether the definite clauses of the contract result in a price 
that exceeds the reasonable market price, as determined by the Esme 
mission. 

If the Commission finds that the gas sales contract fails to com- 
ply with any of the standards outlined above, the contract shall there- 
upon be null and void. 

However, if the Commission finds that the gas sales contract ac- 
cords with these standards, the contract shall continue in full force 
and effect, except that price increases thereafter sought under the 
permitted indefinite pr icing provisions of the approved contract shall 
be subjected by the Commission to the reasonable market price deter- 
mination. 

And if the Commission finds that such requested price increase ex- 
ceeds the reasonable market price, such price shall be reduced to that 
level and the contract shall otherwise remain in full force and effect. 

The burden of proof in all hearings rests on the producer or the 
pipeline company. 

The reasonable market. price test shall likewise be applied to any 
price increase sought under indefinite pricing provisions of existing 
contracts. 

The bills set out standards to be used by the Commission in de- 
termining “reasonable market price,” but prohibits the Commission 
from using cost or the utility rate base concept in making such deter- 
mination. 

It is thus apparent, I believe, that the provisions of the Harris- 
O’Hara bills adequately carry out the recommendations of the Cabi- 
net Committee and the President to safeguard the public interest. 

In fact, it would be impossible for the bills to go any farther in 
applying controls to gas producers without placing the gas-produe- 
ing industry in a straitjacket of public utility oper ‘ation, which both 
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the Cabinet Committee and the President said was definitely not in 
the public interest. 

The Phillips case: On June 6, 1954, the Supreme Court held, in 
the Phillips case, that the Natural Gas Act required the Federal 
Power Commission to regulate the price received by producers who 
sell gas in interstate commerce. ; ; 

The Supreme Court made a public utility out of the gas-producing 
business. 

Today every gas producer, from the largest company to the small- 
est individual produe er, is under Federal ¢ ontrol. 

In justification of its decision, the Supreme Court said that the 
primary purpose of the Natural Gas Act was to protect consumers 
against exploitation. This is also the reasoning of those who contend 
that the natural- gas producing industry should be regulated as a pub- 
lic utility. 

The fallacy in this reasoning is that to exploit consumers, monop- 
oly must exist. 

But the gas-producing industry does not have a monopoly. Gas 
producers do not function in sheltered markets. They are not pro- 
tected against competitors. 

On the contrary, thousands of producers keenly compete with each 
other 1 in explor atory work, buying leases and in finding and produe- 
ing gas. No one is prohibited from entering the business, and cer- 
tainly not those that criticize the industry. Anyone may enter the 
business at any time and many do so, resulting in intensified com- 
petition. 

Gas samaog tig not only compete in finding and produei ing gas: thev 
also compete in selling gas. When interstate or intrastate pipelines 
are being organized, they are free to select the particular fields from 
which to purchase gas and they bargain with producers in those fields. 

This bargaining “takes place before any final commitment is made 
to purchase gas from any producer, and after the gas pipeline com- 
panies go into operation, the pipeline companies continue to select 
fields for the purchase of additional gas, and to bargain with pro- 
ducers in those fields. 

The argument is made that the long pipelines are stationary and 
cannot be moved about like garden hose in seeking additional sup- 
plies. 

True these pipelines are stationary, but every pipeline that exists, 
those serving the gulf coast, the Panhandle, Hugoton, San Juan 
Basin fields and all other areas of gas supply are being constantly 
extended by sending out feeder lines in many different directions, 
to areas of new supply. 

As a consequence, gas-producing areas and fields strongly compete 
with each other for pipeline outlets. 

As long as thousands of gas producers, situated in many different 
areas, compete vigorously (with each other) in supplying many pipe- 
lines and millions of consumers, we can be certain that no producer 
or group of producers can gain sufficient reserves to control or ap- 
preciably influence gas prices. 

There is no evidence whatsoever of collusion between owners of 
gas reserves. Each is anxious to sell his product competitively. 
All are highly conscious of the antitrust laws. 


hh 
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And, I add with a great sense of pride, gas and oil producers, 
generally, have a deep sense of public responsibility. \ 

Further proof that the business of producing natural gas is keenly 
competitive lies in the fact that the price of gas has been, and is, 
consistently less on a comparative basis than the price of competitive 
fuels. 

It is doubtful that any other major commodity has undergone so 
small an increase in price as has natural gas. 

Over the years the gas and oil industry has provided consumers 
with abundant supplies of gas and oil at reasonable prices. Yet no 
edicts have been issued by a planning authority. 

Competition among producers accomplished these results. Com- 
petition in a competitive economy accomplishes what the planning 
board is supposed to do in a planned economy. 

Some may ask: “Won’t gas producers exploit consumers unless 
they are regulated ?” 

The answer is: “They are regulated. Competition is the regu- 
lator.” 

The American public has greatly benefited by the competition that 
has prevailed in the gas and oil industry. 

My point is that the gas-producing industry should not be regu- 
lated as a utility because it is highly competitive. 

In another respect, the business of finding and producing gas dif- 
fers from a public utility. It involves abnormal risk and loss. 

One can build a powerplant at any designated location to produce 
any given amount of electricity, and the cost of the plant and the 
cost of the electricity per kilowatt-hour can be determined in advance. 

This is also true of many other installations, such as transportation 
and communication systems, manufacturing plants, and pipeline, and 
distribution systems of natural-gas companies. 

But no one can produce a given quantity of natural gas at any 
given time or place, much less at predetermined cost. A given quan- 
tity of gas can only be found by conducting a painstaking and aggres- 
sive search for deposits of gas, and only then after diligent. effort, 
much delay, and many discouraging losses. 

This is true because, contrary to popular belief, gas and oil do not 
occur in underground lakes or pools. Gas and oil occur in porous 
sections of sandstone and limestone rocks which are found in geologic 
structures. 

These structures are not laid down in uniform patter>s; they lie 
interspersed in various sizes and shapes, and at. various depths in the 
earth’s crust, ranging from a few hundred feet to more than 4 miles 
in depth. 

These structures are extremely small in comparison to the vast 
area in which they are situated, and only a small percentage contain 
gas or oil, and of these only a few prove to be unusually productive. 

Scientific instruments and techniques aid in locating geologic struc- 
tures but they cannot point out the exact location, nor can they dis- 
tinguish between the structures which contain gas or oil and those 
which do not. 

There is only one method by which gas- and oil-bearing strata can 
be located and that is by drilling a constant and unremitting stream 
of wells until a deposit of gas or oil is penetrated, identified, and 
brought under control. 
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_ As gas and oil are discovered they become the underground work- 
ng stocks—reserves—of the petroleum industry. 

Jecause of these factors, the odds are very high against success in 
drilling for gas and oil. For example, only 1 out of every 9 wildcat 
wells drilled in search of new fields finds some gas or oil. 

But even more significant, only 1 of 44 of such wildcat wells drilled 
discovers a profitable field. Nearly 98 percent of all new field wildcat. 
wells drilled are failures in that they discover reserves too small, on 
the average, to be profitable. Moreover, more than 40 percent of all 
wells drilled result in failure. 

And when the producer drills and completes productive wells, he 
almost at once faces the compelling necessity of replacement. Wells 
begin to deplete themselves as soon as they are placed on production. 

But the most obvious and shallow structures have been explored. 
To replace gas or oil reserves as depleted, the producer must extend 
his search into more remote areas and to greater depths than ever 
before; he must therefore again hazard large sums in exploration, 
drilling, and production operations, if he is to continue in business. 

My second point is that the gas-producing industry should not be 
regulated as a utility because it involves abnormal risk and loss. 

Since the gas-producing industry is not only keenly competitive, 
but also involves abnormal risk and loss, there can be no reason or 
basis for regulating producers, unless the price of gas is to be regu- 
lated simply because it is sold to a regulated company. 

This doctrine would open new and revolutionary fields to Federal 
jurisdiction, and if followed with consistency, would result in the 
institution of price controls over many other industries, through the 
guise of consumer protection. 

Regulated companies buy a wide variety of commodities and goods 
that affect their costs and rates. For example, many gas-distribution 
companies manufacture gas from coal; others mix manufactured gas 
with natural gas. 

In both cases, the price of coal becomes a major factor in deter- 
mining the price of gas to consumers. 

Again, telephone companies purchase vast quantities of commodi- 
ties, such as poles, steel, copper, and electrical appliances. Should 
the prices of these competitively produced commodities be federally 
regulated simply because they are sold to a regulated utility ¢ 

Obviously, the answer is “No”—unless consumers are to explott 
producers. This is true because competition assures both supply 
and a reasonable price. 

If gas producers are regulated on a cost utility basis, the result 
would not only be the stagnation of gas supply but also the stagnation 
of competition, and no better method could be devised for exploiting 
consumers. 

The Supreme Court has given the Federal Power Commission a 
mandate to regulate gas producers on a public-utility basis. I do 
not believe this can be done, for it requires that the Commission regu- 
late an industry as a public utility when that industry has none of 
the characteristics of a public utility. 

The sheer physical chore of regulating gas producers has already 
proved an overwhelming task. Accounting procedure alone is a 
burdensome, time-consuming and costly nightmare, not only to both 
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large and small producers, but also to the Commission. The Com- 
mission has become involved in an impossible regulatory morass. 

And as the Commission moves deeper into utility-type regulation 
and begins to examine the books of the thousands of gas producers to 
make cost determinations and establish prices for gas in the field. 
its task will indeed prove insurmountable. 

This state of affairs is frustrating and stifling to producers. Each 
time a producer completes a new gas well he must obtain a certificate 
from the Commission before he can connect the well to an interstate 
pipeline. 

The Commission is so overloaded with applications and admin- 
istrative problems that its decisions are necessarily delayed. As a 
result, wells must be shutin for considerable periods after comple- 
tion, awaiting permission to deliver gas to the pipelines. 

However, [ would like to refer to two personal experiences under 
Federal Power Commission jurisdiction that obtain today. 

Last year, for example, my firm, Lyons & Logan, completed its C. A. 
Loftis unit No. 1, South Hallsville field, Harrison County, Tex., as a 
gas-distillate well. In order to prevent the lease from lapsing, it was 
necessary that the well be placed on production. 

We promptly received permission from the Railroad Commission 
of Texas to produce and sell the liquids. In producing liquids, the 
well also produced a considerable amount of gas—within the conserva- 
tion requirements of the Texas Railroad Commission. 

At the time we applied for permission to sell the liquids we also 
applied to the Federal Power Commission for permission to deliver 
the gas to an interstate pipeline company that was ready and willing to 
buy the gas. 

But, although we repeatedly advised the FPC that we were being 
forced to wastefully flare the gas, more than 3 months elapsed before 
we received a permit to sell the gas, 

This is not said in criticism of the FPC. The Commission’s task js 
insurmountable. 

Some of the recent rules and regulations of the Federal] Power Com- 
mission forecast what is certain to happen if gas producers are regu- 
lated on a public-utility basis, 

When new gus wells are completed, producers must also obtain FPC 
approval of gas sales contracts. This frequently calls for involved, 
lengthy, and costly hearings. Suspension of prices involves similar 
procedure. 

Again, as the Commission goes deeper into utility regulation, hear- 
ings will become more involved and complex; costs, both for pro- 
ducers and the Commission wil] greatly increase. Interminable liti- 
gation is certain to result. 

The tremendous cost that the Commission will ineur in attempting 
fo regulate the gas-producing industry as a utility will be paid by tax- 
payers ; costs incurred by producers will be included in their rate base 
and ultimately will be paid by consumers in the form of increased gas 
prices. 

Each gas producer is required to file annual statements listing any 
changes that have taken place in the ownership of producing gas leases 
ewned by him. This rule was issued in September 1956, 
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Heretofore, reports of a statistical nature have not been required. 
But a regulation (docket No. R-162) is now pending before the Com- 
mission that would require all gas producers to file a long and compli- 

cated statement of sales and revenue for the year ending December 31, 
1956. 

This will add an additional burden on gas producers, and undoubt- 
edly, prove the opening wedge for annual reports of a similar but more 
complic ated and lengthy nature. 

The proposed regulation would be highly objectionable to gas pro- 
ducers, as it would to other business, for under this regulation gas 
producers would be required to file a statement of their financial con- 
dition, which would, of course, become a matter of public record. 
Heretofore, financial condition was a private matter. 

What is the underlying reason for requiring statements of the finan- 
cial condition of producers ¢ 

What is the relevancy between financial condition and cost or mar- 
ket: price ? 

An examination of some of the imponderables that will confront 
the FPC as it attempts to apply utility-type regulation to the gas- 
yroducing industry will further demonstrate that the industry cannot 
be successfully regulated on that basis. 

1. If gas prices are to be regulated on a utility basis, should aver- 
age costs be determined for the entire industry, for each producing 
area, for each producing field, or for each produci ing property? If 
for each property, prices will vary greatly between producers in the 
same field. 

In either of these events, should historic cost, current cost, o1 
replacement cost, or all of such costs be taken into account? 

If historic cost were to be considered, should the price of gas pro- 
duced from wells completed 5, 10, 20, or 30 years ago—when costs 
were much less than today—be based on original cost? If original 
cost has been returned, would the price be zero ? 

If historic cost or current cost, or a combination of such costs, were 
to be used, should replacement cost be taken into account? Would it 
not be contrary to the public interest if consideration were not given 
to adequate replacement cost? Or if gas deliverability were impaired 
to gain lower rates? 

The owner of producing gas properties would never be able to 
replace properties if regulated on a utility basis; hence he would ulti- 
mately be forced out of business. 

Should costs, however ascertained, be related to gas reserves? 
If so, should a cost determination be made when a discovery well is 
completed, and price fixed on the basis of the Commission’s estimate 
of reserves at that time, or should cost determination and price await 
the full development of the field ? 

In either case, would, or could, producers develop the field? What 
price action should the Commission ultimately take if it estimated 
reserves and fixed prices at the time a discovery well was completed 
and it later developed that the Commission’s estimate of reserves was 
too hieh? Too low? 

4. Should, or could, gas finding and producing costs be separated 
from oil finding and producing costs? A gas “producer drills for 
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gas and discovers oil; an oil producer drills for oil and discovers gas; 
and both gas and oil are frequently produced from the same well. 

Furthermore, costs of individual producers do not remain constant; 
they vary from well to well, lease to lease, and from year to year. 
Costs also vary greatly from producer to producer. 

5. In determining “cost” of a productive property purchased by a 
producer, would ¢ ost be based on the purchase price or on the basis of 
the seller’s cost? If the latter, how would such costs be ascertained ¢ 

6. On what basis should costs be allocated between that part of a 
producer’s business that functions interstate and is federally con- 
trolled and that part which functions intrastate and is not federally 
ese olled ¢ 

. Should one price be established for the entire industry or for 
eac th individual producer? If for each individual producer, prices 
will again vary greatly between producers in the same field and from 
property to property. 

If on an individual-producer basis, should prices for each pro- 
ducer be based on that producer’s average cost for the Nation, for 
each area, for each field or for each property ¢ 

8. In making cost and price determinations, what consideration 
should be given to the most. successful, the least successful producer ? 
The most. efficient producer, the least efficient producer / 

9. Which interstate pipeline companies should be required to buy 
the high cost gas, which should be permitted to buy the low cost ? 

10. When gas is selling at a relatively low price in relation to cost, 
should the price be raised to properly and equitably relate to cost 
oe of the provisions of the contract. concerning price ? 

Regulation on a utility basis does not reward efficient operations. 
eae regulation of the gas-producing industry on that basis would 
encourage unsound and extr avagant exploration ventures, resulting 
in high cost gas in the field and higher rates to consumers. There is 
no practical way in which the Commission could determine whether 
gas producers were following prudent exploration, development and 
operating practices. 

When the factors outlined above are objectively considered, it be- 
comes clear that there is no realistic way in which the overall costs 
incurred in finding and producing gas and oil can be separated be- 
tween gas and oil production. 

Such costs can only be separated on an arbitrary basis. Further- 
more, there is no way in which the cost of a barrel of oil or cubic foot 
of gas can be determined. Hence, regulating gas producers on a 
utility basis is an utter impossibility. 

Now if any member of this committee, or any group of them, will 
come with me to Shreveport, La., they can examine every tr ansaction, 
every item on my books, that occurred over the last 30 years or more 
that I have been in business, or the last 20 years, or the last 10 years, 
or the last 5 years, or the last year, or the last well, and they will not 
be able, regardless of how hard they may try, to determine what a 
unit of oil or gas cost that I produce today. 

Regulation on the basis of cost is a complete and utter impossibility. 
And that is the basic reason that utility-type regulation 1s unsound 
for the gas-producing industry. 


92196—57—pt. 2—— 
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There is another fundamental reason why regulation of the gas- 
producing industry under present methods is unworkable in practice. 
It is unworkable in practice because it is wrong in principle. 

There are additional factors that should be taken into account in 
evaluating the pending bills. The demand for gas is increasing at 
2 rapid rate. In fact, the demand for gas is so great today that if 
producers did not constantly find more gas than is consumed, the 
supply would wither away and consumers would be forced to use 
more costly fuels. 

Gas consumers live on discovery. 

Consumer interest is a two-edged sword. It is just as necessary in 
the consumer interest that prices be reasonable as that supply be ade- 
quate, or in reverse that supply be adequate and prices be reasonable. 

This raises the question: From what sources will the demand for 
gas be met? Definitely it will not be supplied by oil wells. 

There was a time when oil operators searched primarily for oil. 
At that time, wells were drilled to relatively shallow depths. Such 
wells, when productive, usually produced oil, not gas. 

The ratio of gas—casinghead gas—to crude oil in shallow oil wells, 
is extremely low. Hence wells drilled in former years were drilled 
primarily for oil. 

In recent years, however, wells have necessarily been drilled to 
deeper depths. And the ratio of gas to oil in oil wells increases with 
depth at a very rapid rate. The same is true of gas wells. 

At depths of, say, 12,000 feet and deeper, a very high percentage 
of all productive wells contain extremely high gas production in rela- 
tion to liquids. 

This means that the greatest return from deep wells comes from 
gas, not liquids. Hence producers are primarily drilling for gas when 
they drill deep wells today. 

A significant change has thus taken place in the gas-producing busi- 
ness. 

Gas for the future will increasingly depend on deep, costly, and 
hazardous exploration and development, especially in the Rocky 
Mountain area, in south Louisiana, and in the tidelands. 

The future availability of gas to interstate users will be directly 
affected by the action that Congress takes, or fails to take, on the 
pending bills. 

If these bills are not enacted, gas producers will not refuse to sell 
gas interstate. On the contrary, they will still desire to sell gas inter- 
state. Only about one-half of current supply is used locally. 

However, producers will undoubtedly sell gas in the most attractive 
end convenient market. If present regulatory methods are continued 
in effect, the interstate market will be less desirable than the intra- 
state market. Today the producer does not know whether the price 
he has negotiated in arm’s length bargaining will be approved, rolled 
back, or disallowed. 

But he does know that regardless of the action taken by the Com- 
mission, gas now being sold by him in interstate commerce will remain 
dedicated to that market. 

He also knows that if he is to sell newly discovered gas in inter- 
state commerce, in practically all cases, he must incur the cost and 
inconvenience of prolonged hearings. 
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This poses the question: Should he proceed to develop his property 
or delay development pending definitive action by the Tesituloniela or 
the Congress. 

Involved in this decision are also offset obligations, lease for- 
feitures, and even more importantly, his ability to finance develop- 
ment in the face of an uncertain price. 

Confronted with these artificial barriers to the interstate market, 
the producer would naturally look to the intrastate market. Intra- 
state buyers are now attempting to preempt future gas supply. New 
intrastate pipelines are in the making. 

Intrastate pipeline companies are paying higher prices and making 
longer term contracts than formerly. Many producers will sell gas 
intrastate. They will know that price and terms are immediately 
binding. They can then proceed to finance and develop their prop- 
erties in an orderly manner. 

Thus high cost gas would find its way into interstate commerce; 
low cost would remain intrastate. This would be true because greater 
quantities would be offered intrastate. 

Thus interstate pipeline companies must now compete with intra- 
state pipeline companies and this competition will establish a mar- 
ket price for gas in the field, regardless of cost determinations. 

Let me cite another personal example. My firm, Lyons & Logan, 
has recently developed a deep gas reserve in the swampland of south 
Louisiana. This gas has not been committed. 

Several interstate pipelines and one intrastate pipeline are inter- 
ested in buying our gas. However, other owners of gas in the gen- 
eral area also desire to sell gas to these pipelines. We believe we can 
obtain a slightly higher price from the interstate market than the 
intrastate. We are perplexed as to which course to pursue. 

The regulated interstate pipeline companies are being called on by 
consumers to supply greater and greater quantities of gas. But none 
of these companies owns or produces any significant portion of the 
gas transported by it. 

The exploratory and drilling programs of the interstate pipeline 
companies have been limited, due to the lack of risk capital. This, in 
turn, has been due to the fundamental error or regulating the com- 
petitive gas-finding and production activities of these companies on 
a public-utility basis. 

The ratio of gas produced to gas purchased by the interstate pipe- 
line companies has steadily declined since utility regulation was 
instituted. Prior to the adoption of that method, the unregulated 
interstate pipeline companies developed substantial gas reserves of 
their own. 

The regulation of gas finding and production operations of the 
interstate pipelines on a utility “basis has forced these companies to 
depend on the unregulated gas and oil industry for the m: jor portion 
of their gas requirements, and this dependence is certain to increase, 
if present regulatory methods are continued. And if the Harris- 
O’Hara bills are not enacted, the gas-producing industry will become 
a less and less dependable source of supply. 

Dependence of the interstate pipeline companies on others for a 
high percentage of gas supply is not in the public interest. If these 
companies owned substantial supplies, they would be in a stronger 
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bargaining position in purchasing gas. An improved bargaining 
position would ultimately redound to the benefit of consumers in in- 
creased supply and decreased cost. 

If the present method of regulating the gas-finding and production 
activities of the interstate pipeline companies is not supplanted by a 
more realistic method, the gas reserves of these companies will inevi- 
tably decline. The resultant shortage of supply, coupled with in- 
creased demand would result in further increases in prices to con- 
sumers. 

Shortage of supply would increase prices in another way. Income 
would be reduced but investment and operating charges would remain 
constant. 

Hence unit costs would be increased. Thus the continued use of the 
rate-base formula would, in time, defeat the alleged purpose of. regu- 
lation, namely, the protection of consumers. 

If given proper encouragement, such as that provided in the Harris- 
O’Hara bills, the interstate pipeline companies will expand and in- 
tensify gas finding and production. Today they are penalized for 
doing so. 

It may be argued that since some of the interstate pipeline com- 
panies still produce e part of their own gas requirements, and are still 
expending funds on exploration and drilling, there must be adequate 
incentive. 

The interstate pipeline companies have had an incentive in recent 
years. The incentive has been the expectation that all gas finders and 
producers would be released from utility regulation. 

It may also be contended that the interstate pipeline companies 
have already charged off and recovered from consumers all costs in- 
curred by them for exploration, drilling and production operations, 
including losses, and hence, if the Harris-O’Hara bills are enacted 
these companies should not be permitted to charge to cost the reason- 
able market price of the gas produced by them, as this would result 
in a double charge to consumers for the same gas. 

The Federal Power Commission answered this contention in Opin- 
ion 269 (the Panhandle case) in these words: 

Strictly speaking, and to achieve complete theoretical equity, Panhandle’s 
customers might be said to be entitled to some slight downward adjustment of 
the rates herein prescribed on account of these past items. To do so, however, 
would require a retroactive determination of the fairness of past net earnings 
under rates prescribed by this Commission, as well as an assumption of precise 
accuracy in ratemaking which would be widely contrary to fact. 

Even if we were to attempt an adjustment of such doubtful character, any 
impact which it would have on present rates would be insignificant. 

In the circumstances this must be regarded as incidental consequence of the 


Commission’s transition to a more realistic approach to the pricing of pipeline- 
produced gas than it has taken in the past. 


The petroleum industry has made gas and oil available in ever- 
increasing quantities in the past because our political and economic 
system has provided the three cornerstones that are fundamental to 
finding and producing oil and gas in vast quantities, namely : 

The private ownership of land; 
The right and incentive to earn and accumulate capital; and 

3. The freedom to use creative ability. 

The development and availability of gas and oil is therefore depend- 
ent upon freedom and incentive, ‘rather than on the mere physical 
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existence of those natural resources. The great oil reserves of old 
Persia physically existed through the ages but the freedom and incen- 
tive to find and develop them was lacking. 

Thus as a practical matter, is it not much sounder from the stand- 
point of consumer interest and national security that the Federal Gov- 
ernment consider the most important factor in providing the Nation 
with adequate supplies of gas and oil, to be the human institutions— 
the organizations of all types—the machines, the plants, the refineries, 
the pipelines, the managers, the technicians—rather than controls 
that will stifle these vital institutions 4 

Consequently, is it not more important that the Federal Government 
adopt the realistic restraints that are embraced in the Harris-O’Hara 
bills rather than to impose interfering and withering controls on the 
gas-producing industry ¢ 

The factor to be emphasized is freedom and incentive. When gas 
and oil operators have freedom and incentive, their minds will “be 
directed toward improving methods and techniques in finding more 
and more gas and oil. That is the most important factor in the 
future availability of gas and oil. 

In concluding, I wish to again endorse the Harris-O’Hara bills. 

The bills bring gas producers under Federal regulation, but they 
also recognize that gas producers should not be regulated on a public- 
utility basis; that regulation should be on the basis of reasonable 
market price. 

The bills would provide some freedom and incentive for producers, 
give assurance of increased supply, and also safeguard consumers 
against unreasonable prices. Thus the Harris-O’Hara bills are in the 
public interest. 

Since preparing my statement, the General Counsel of the Office of 
Defense Mobilization has made several proposals that relate to the 
Harris-O’ Hara bills. 

I am opposed to these proposals for the following reasons: 

The first proposal is: That price increases under definite pricing 
clauses of existing contracts be subject to Commission review. This 
proposal, if adopted, would be unfair, discriminatory, and contrary to 
i al 

In rather recent years, gas reserves were developed to the extent 
that supply greatly exceeded local demand. At the same time, a tre- 
mendous demand developed for gas in the heavily populated areas, 
particularly in the East and the Middle West. To bring gas from the 
producing areas to the areas of heavy demand required the building 
of long, large, and costly interstate pipelines. But these pipelines 
could not be built without the prior approval of the Federal Power 
Commission. The Commission, of course, would not approve the 
building of the pipelines unless they not only had an assured source 
of supply, for a long period of years, usually 20, but were also ade- 
quately financed. 

Due to the fact that the capital expenditures required would be 
enormous, and also that such expenditures could only be liquidated 
out of gas sales, it was necessary that the pipelines be financed on a 
long-term basis. Financiers were willing to finance the pipelines on 
this basis, provided the pipelines had an assured source of supply, for 
the full term of the loan, or longer. It was on this basis that the 
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natural-gas companies approached the owners of gas supply, and on 
which gas-sales contracts were negotiated and interstate pipelines were 
built. “Obviously there was an impelling reason for the natural-gas 
companies to buy gas at the lowest possible price. The producer, with 
an excess supply on hand, was rather at a disadvantage. 

However, contracts were negotiated in arm’s-length bargaining, 
for long terms, at specific level prices, for the life of the contract. 
However, the owners of gas supplies, finding it necessary to support 
the natural- -gas companies in their financing « operations, agreed to ac- 
cept less than the specific price initially, provided the price were peri- 
odically increased in such amounts that the average price would coin- 
cide with and be equal to the specific price originally agreed on by the 
parties. 

This graduated method of pricing was also beneficial to producers. 
It provided higher prices at a time that production was declining and 
unit costs increasing. Most contracts executed since the interstate 
pipelines were built were also made on the basis outlined above, for 
the economic factors have not changed. 

Contracts between gas owners and gas transporters have provided 
the foundation for the building of a vast network of interstate pipe- 
lines, resulting in the movement of ever-greater quantities of gas to 
the consuming public. Thus in making gas-sales contracts providing 
for definite periodic step-ups in prices, producers were acting in the 
public interest. 

From 1938, when the Natural Gas Act was enacted, until 1954, 
when the Phillips case was decided—a period of 16 years—gas pro- 
ducers had a solid and official reason for believing that the Federal 
Government would not annul foundamental provisions of their gas- 
sales contracts. The Natural Gas Act itself stipulated that the pro- 
duction and gathering of gas was not subject to Federal jurisdiction. 
For 16 years, the Federal Power Commission, acting under the 1938 
statute, and with the approval of the courts, refused to regulate the 
price of gas in the field. 

Relying on these official assurances, assuming that they had the 
right to contract competitively, producers entered into a high per- 
centage of the contracts that are in existence today. Many of these 
contracts provided that the producer may withdraw if Federal juris- 
diction were asserted. However, under conditions that exist today, 
these clauses are no longer effective; producers can neither discon- 
tinue deliveries nor shorten the term of contracts. Thus, if the pro- 
posal were adopted, which was made by Mr. Kendall, producers would 
be entrapped by Federal regulation. 

If, in addition to these controls, and the other controls provided in 
the Harris-O’Hara bills, the Federal Government were to subject the 
definite pricing provisions of existing contracts to Federal control, it 
would not only be acting unfairly and unjustly, but would also penal- 
ize producers for having acted in the public interest. It is in the 
interest of the consumer as well as the producer that the definite 
pricing provisions of existing contracts be free of Federal control. 

Producers have largely financed their drilling operations on the 
basis of existing contracts containing these pricing provisions. If 
these provisions are changed or uncertainty arises as to their effective- 
ness, not only will repayment of loans be more difficult but more 











NATURAL GAS ACT 857 


future drilling operations will be seriously affected. Furthermore, 
few, if any, of the step-up prices would be above prices currently 
payable under contracts recently approved by the Commission. 

The Government does not have the legal right to annul any funda- 
mental provision of an existing contract involving a competitively 
produced commodity. Such action, in my opinion, “would violate the 
Constitution of the United States. But, assuming that the Govern- 
ment has that right, and annuls a fundamental provision of an existing 
competitively executed contract, wouldn’t it follow that the contract 
should become null and void for all purposes? If not, shouldn’t the 
producer have the corresponding right to avail himself of another 
fundamental provision of the contr: act—the ese ape clause—and cease 
deliveries under the contract ? 

If the producer does not have such right, and the Government alters 
the contract and reduces fixed prices to the “reasonable level,” should 
it not also raise those prices to the same level, if they fall below the 
reasonable market price? Otherwise, those who sell gas today would 
be accorded better treatment than those who sold gas in the past. 
Prices currently approved are above most step-up prices. 

The sec a proposal is that the three words, “consider costs of” in 
line 24, page 14, be deleted. 

This proposal, if adopted, would completely reverse one of the car- 
dinal principles of the Harris-O’Hara bills. There is evidently a 
basic reason for the proposal that the Commission be permitted to 
consider cost in determining reasonable market price. 

I believe that reason is made clear in the proposal itself : 

While it is expected that more appropriate regulation will result from the 
abandonment of the public-utility, rate-base formula, it is not inconceivable 
that the Power Commission may, in some cases, feel the need of cost data in 
the process of exercising its judgment and discretion. 

In other words, the Commission may feel that the public-utility, 
rate-base formula should be used in some cases. For what purpose 
would “cost” be used in some cases? The only purpose for which it 
could be used would be to relate cost to price; that is, fixing price at 
some percentage of cost, the very heart of public-utility regulation. 
If that is not the purpoes, why object to the prohibition against the 
use of cost ? 

I have already shown why regulation of the gas-producing industry 
on a cost-utility basis has not worked, is not working, and cannot work. 
But let us further analyze the proposal regarding the use of cost. 

It may be urged that regulation on a cost-utility basis would only 
occur in exceptional cases. If so, what standards would be used in 
deciding whether a case were exceptional ? 

ut if the Commission regulated one producer on a cost-utility basis, 
and another producer on some other basis, would not the action of the 
Commission be arbitrary and, hence, illegal ? 

If the Commission regulated some producers on a cost-utility basis, 
would not consistency and legality require that all producers be regu- 
lated either on that basis or on some other uniform basis ? 

The uniform method adopted may be the cost-utility formula. But 
sponsors of the amendments have stated that regulation of all pro- 
ducers on that basis would not be in the public interest. 

The Harris-O’ Hara bills provide : 
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The Commission shall recognize the fact that natural gas is a commodity, and 
shall not consider costs or use the public utility rate base cost-of-service concept 
or formula. 

If the words “consider costs or,” or just the word “cost” itself, were 
removed from the above sentence, a basis would be laid for the 
Supreme Court to again hold that cost of production must be used as 
au point of departure in regulating gas producers 

“Cost” in regulatory jurisprudence may have an entirely different 
meaning than “public utility rate base cost-of-service concept” as these 
terms are used in the Harris-O’Hara bills. 

I do not know. But I do know that the courts can give strange 
and perplexing meaning to words and phrases. I observed that in the 
Phillips, and other cases. 

Hence, if the Harris-O’Hara bills were to be enacted, with the word 
“cost” deleted, the court may well hold, especially w ith the legislative 
history that has now been built as to the meaning of that word, that 
the Commission must regulate, or begin to regul: ite, producers on the 
basis of the cost of their productive wells and related facilities, and 
I believe I have proved that cannot be done. 

The third proposal: That industrial sales on an interruptible basis 
at less than cost be prohibited. 

I know of no case in which natural gas is sold at a lesser price, on a 
comparative basis, than competitive fuels. 

However, if such cases do exist, I would answer that the right of the 
buyer to select the commodities he wishes to buy at the price he is 
willing to pay is the time-honored American way. This way has 
brought high productivity and has led us through progress to the 
economic well-being we know today. 

The basic argument in favor of the third proposal is that the demand 
for gas is great: gas supply may be less than the supply of other fuels 
such as oil and co: a hence, in the interest of conservation, gas should 
be used only for “superior” purposes, such as residential and com- 
mercial purposes; that it should not be used for “inferior” purposes, 
such as industrial use, which ean be served just as well by coal or oil. 
Sounds reasonable. 

But the unreasonableness of the argument becomes apparent with 
the question: On what basis would the FPC decide who should use 

gas, how, when, where, to what end, how much, and at what price? 

If natural gas were to be excluded from industrial markets, thereby 
creating a monopoly for some other fuel, such as oil or coal, would it 
not also be necessary to regulate the price of the monopoly fuel in the 
public interest? 

“End use” regulation would inevitably result in arbitrary decisions 

and political maneuvering among sellers of competing fuels. 

Furthermore, supply would increase to preferred uses and price 
would tend to decline—temporarily. But ultimately, utility regula- 
tion would restrict supply, and prices would rise. 

The best regulator of the use of gas is competition. Competition, 
if not strangled by Government in the name of protection, would 
decide which is “superi ior” and which is “inferior” use, and the ques- 
tion of “end use” control would disappear 

Mr. Macdonald, I would now like to comment on your bill, sir. 


[Laughter. ] 
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Mr. Macponatp. You just change the tenor. [Laughter.] 

Mr. Lyons. The bill you have offered, Mr. Macdonald, would ex- 
empt any gas producer, except natural gas companies, as I understand 
it, from regulation, when the interstate gas sales of such producer 
aggregate less than 2 billion cubic feet in a calendar year. 

As an independent gas producer, I could not support the proposed 
bill. 

Fundamentally, the bill would be “class legislation.” 

The bill is based on the assumption that “bigness” and “monopoly” 
are synonymous; that “bigness” is inherently evil. 

But monopoly is a fact, not a theory. What is sacrosanct about the 
figure “2 billion”? Is a gas producer competitive when his sales are 
below 2 billion cubic feet per year, but monopolistic when that figure 
is exceeded? And does he again become competitive as sales fall below 
that 2 billion cubic foot figure ? 

Three huge corporations manufacture and sell practically all auto- 
mobiles. But who would contend that the automobile business is not 
keenly competitive? Or that any of the few large corporations that 
sell steel has a monopoly on that commodity ? 

Two billion cubic feet of gas per year is not as significant as it 
sounds. Two billion cubic feet per year amounts to less than 6 million 
cubic feet per day. One producer could produce 6 million cubic feet 
per day from 2 or 3 wells. 

Thus, the mere fact that a gas producer could live outside the zone 
of Federal regulation, provided his production was small enough, 
would be of little importance to him. 

The exemption would be of even less importance to producers if the 
2 billion cubic feet per year were to be computed on the basis of a 
oy apa net interest in total production creditable to wells operated 

"y him. Leases always provide for royalty payments and frequently 
provide for overriding royalty payments. 

Also, gas wells are frequently drilled on “pooled units”—that is, 
units composed of a number of different leases. Each productive unit 
is operated by an interested producer owner, and such operator is 
credited with total production from the unit; but receipts are distrib- 
uted to the various lease owners, royalty and overriding royalty owners 
affected. 

The bill is unsound from another standpoint. It would discourage 
the development of additional gas reserves. This is demonstrated by 
the experience of producers who have been regulated in the past. 
These producers supply only a small percentage of the gas they sell. 
The ratio of gas produced by regulated producers to total gas trans- 
ported by them has declined markedly in recent years. 

These facts are significant when considering that the bill would bring 
come 90 percent of total interstate sales under Federal control. Fur- 
thermore, in the American tradition, almost everyone seeks to improve 
his position. But under the Macdonald bill, the moment a gas pro- 
ducer increased his production to 2 billion cubie feet, he would come 
under Federal regulation. Thus the gas producer would be penalized 
for finding more gas. 

Mr. Chairman, that concludes my statement. I want to thank 
vou for the privilege of testifying today. I said in the beginning, and 
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I would like to again say, that it is indeed a privilege to testify before 
the Congress. 

In the final analysis, and I believe that is particularly true today, 
there is only one place that the people of this Nation can come 
to for redress, and that is the Congress of the United States. 

The Congress of the United States today is the bulwark of tie 
people’s independence. If the time ever comes when the people can- 
not come. before the Congress and lay their problenis before them and 
have Congress consider those problems with an open mind and in an 
objective way, and without preconceived convictions, if that time ever 
happens, we will indeed have disappeared as a democratic republic 
of free people. 

Thank you, sir. 

The Cuarrman. Mr. Lyons, let me thank you for the very fine ana 
comprehensive statement which you have prepared for the considera- 
tion of this committee, pinpointing and outlining not only the prin- 
ciples you have mentioned here, but some of the operations of the in- 
dustry of which you are a part. 

Mr. Alger? You may proceed, Mr. Alger. 

Mr. Atcer. Thank you, Mr. Chairman. 

Mr. Lyons, I have enjoyed your statement, and I have a feeling 
that those members who were not here, as those who were here when 
you started your statement, would agree about the fine things you said 
in the preamble which is not included in your paper here, as well as 
your conclusion in which we are objectively trying to find a solution. 

I regret to observe, many times we do close our minds to facts. 
I am trying to learn some facts myself; so on that basis I want 
to tell you, you have answered most of the questions which I will 
only mention to you in passing. 

I have tried to ask many of the opponents of the bill if they thought 
gas production was a monopoly, because I reasoned in my mind if it 
could be established it was not a monopoly, then price control was not 
needed. 

No. 2, I asked them, if they thought costs ought to be used as a 
basis for arriving at a just and fair gas price, how would they evalu- 
ate the risk factor? You have answered that one. 

But over and beyond that, and I have said this several times in this 
committee, I have asked the opponents of the bill, and those who want 
complete regulation, if they thought the most reasonable price to the 
consumer could be obtained by Government regulation or by com- 
petition; and their answer was, there is no competition in gas. You 
have answered that. There is no sense in running over it again. 

I have listened carefully, and I could give back to you most of 
anything you have said today. 

I am going to be critical, however, and go right back to the first 
page, and you keep repeating this over and over again. At the top 
of page 28, you say, “Producers would become captives of Federal 
regulation.” 

You say further on the page there, existing contracts should be free 
of Federal control. 

Earlier in your statement, on page 16, you say you believe that the 
results of higher costs in gas in the field will result in higher prices 
to consumers. You say that is tied to regulation. 
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On page 11, you say that “If gas producers are regulated on a cost- 
utility basis, the result would not only be the stagnation of gas sup- 
ply but also the stagnation of competition, and no better method 
could be devised for exploiting consumers.” 

Then I go back—you said this several times in other places—I go 
back to the first page here, where you say: 

The bill that would best serve the public interest would be one that unequivo- 
cally released gas producers from all Federal control. 


Then you say: 


Recognizing that a bill of this type is not likely to be adopted, I am sup 
porting the pending legislation. 

With that preamble, my question to you is this: All of the argu- 
ments you have given are against regulation, and yet you have capitu- 
lated to the premise we are going to have regulation. How do you 
think the Commission is going to establish, then, what you say you 
agree with, and that is reasonable market price ? 

Mr. Lyons. By the standards that are set out in the Harris-O’Hara 
bill. 

Mr. Areer. But you have already said that you think it would be 
to the best interests of the public to be relieved from Federal control. 
You are not maintaining that the Harris-O’Hara bill is not Federal 
control, are you ¢ 

Mr. Lyons. No, I am not. The Harris-O’Hara bill is a limited 
type of control. 

Now, I definitely and fundamentally believe that it is in the best 
interests of the public that no competitively produced and sold com- 
modity be regulated. That is my belief. 

Mr. Axcer. Well, where is the degree of regulation that would im- 
prove the situation, then, and help this—— 

The Cuairman. I think you had better let him finish his statement. 

Mr. Aucer. Excuse me, Mr. Chairman, I am trying to use my five 
minutes as best I can. 

Mr. Lyons. As I say, this bill establishes a limited regulation. 
And under the conditions that exist today, I recognize that, and I 
may be wrong in thinking that, the public doesn’t have, maybe, a 
real interest in gas. But the bill does establish a limited regulation. 
It is the regulation of the reasonable market price; the method of 
determining reasonable market price is set out in the bill. 

Now, I do have, under the Harris-O’Hara bill, the freedom of sell- 
ing my product at the reasonable market price, although there is a 
ceiling. That price will not be determined by the competitive forces 
in a free market, but by the Federal Power Commission, what it 
determines those forces to be. 

Mr. Arerr. Is that the reasonable market price, what the Federal 
Power Commission determines them ? 

Mr. Lyons. That is the reasonable market price. That is the 
standard as set forth in the bill. 

So, you see, I have the leeway, the freedom, between regulating 
my price on the basis of the cost of my productive well—if I am 
regulated on that basis, I am certain to become bankrupt. 

Now, I have a choice, and that is the condition I am living under 
today: That is, on a strictly utility-type cost-regulated basis, I have 
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the choice of either living under that method or of adopting the 
method that is proposed in the Harris-O’ Hara bill. 

I choose the later method, because it does give me the freedom to 
operate in, up to the point of the reasonable market price as deter- 
mined by the Commission. 

The Cuareman. If I might suggest, if the gentleman will permit, 
if you could keep your responses as short as possible and give the 
members an opportunity to ask questions they have in their mind. 

Mr. Atcer. We know that is a tough one, but we each have 5 min- 
utes, and then we are done. 

I have taken your arguments at face value. I am trying to under- 
stand the logic of your position. ‘To me, you destroy your position 
by having established the fact that regulation is bad, and then you 
turn around and say you will accept regulation. 

Mr. Lyons. I have got to admit I am inconsistent there. But, Mr. 
Alger, I am not only in jail; I am in a straitjacket, and what am | 
going to do? 

Mr. Arcer. In other words, this is the lesser evil of the two alter 
natives, the one being complete regulation of the utility type- 

Mr. Lyons. That is right. I recognize—— 

Mr. Axcer. Let me continue. 

Mr. Lyons. I recognize I also must be objective. I have a sincere 
desire to be objective. If there is any factor about the oil industry 
that is unfair and unjust, I want to recognize it. 

Mr. Arcrr. I want to ask you something—— 

The CuatrmMan. The time of the gentleman has expired. 

Mr. Moss passed up his time. Dr. Neal? 

Mr. Neat. I will not ask for time; thank you. 

The Cratrman. Mr. Dies was here, but he had to leave. Mr. 
Springer had to leave. Mr. Jarman had to leave. 

Mr. Staggers? 

Mr. Sracorrs. I believe Mr. Macdonald was ahead of me. 

The CHarrmMan. You came in first. You had to go out, and you 
came back later. 

Mr. Sraccers. Mr. Lyons, I am very much interested, too, in this 
very same principle that Mr. Alger proposed, that you say one thing 
you believe in, and then you come around and advocate something 
else. 

I do not see how, as a matter of principle, you can do that. 

Another thing is that I believe you, at the end of your statement, 
accept the premise in talking of automobiles and other commodities, 
that natural gas could be likened to those in any way. You classify 
them together; is that right? 

Mr. Lyons. In the sense in which I referred, I do. Of course, they 
are entirely different commodities. 

Mr. Sraccrrs. They certainly are, and they could have no connec- 
tion whatsoever. 

Mr. Lyons. But the method in which they are produced and sold 
is identical with the method by which gas is produced and sold, sir. 
They are both produced and sold competitively. That is my point. 

Mr. Sraccrrs. Well, that is the premise you are going on. I do not 
go on that premise at all, because 





Mr. Lyons. Well, sir, T would like—— 
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Mr. Sraccers (continuing). Because you are only looking at it 
from one angle of it, from the start. You are not taking it from the 
end product as it comes out, and how it has to be distributed. It has 
to go into a pipeline. You cannot sell gas otherwise, can you? 

Mr. Lyons. No; not in any appreciable quantities except through 
pipelines. ak 

Mr. Sraccers. You do not run an automobile into a pipeline; you 
can go to any place you want to. I will not pursue that. I think 
you are on a false premise. 

Mr. Lyons. We just basically disagree on facts. 

The Cuarrman. Each of you is entitled to his opinion. 

Mr. Sraccers. That is right. That is the premise. 

Now, you come along and say you disagree with the Macdonald 
bill, end. you disagree with my bill. Yet you say you are for freeing 
the producers, and you do not mention anything about that in my 
bill, but you do mention the fact about the third thing which is recom- 
mended by the Office of Defense Mobilization. My “pill does free all 
producers. Have you read my bill? 

Mr. Lyons. I don’t believe I have, sir. 

Mr. Sraccers. That is what I thought. 

And you come along, then, with this other premise about regula- 


tion of the interstate or direct sales. Have you read the President? s 
Advisory C ge ag report on that ? 


Mr. Lyons. I did, some time ago; yes. 

Mr. Sraccrrs. Well, would you agree, then, that the President took 
the best men he could and he pic ked all of the Departments of his 

Cabinet, such as the Department of the Treasury, Department of In- 
ae Department of Commerce, and Department of Labor ? 

Mr. Lyons. He picked the best men. Of course, I don’t know 

Mr. Sraccers. They then, in turn, with the President, selected a 
panel of experts and made the recommendations for the best interests 
of America, 

Do you think those men, chosen by the President of the United 
States, have the public welfare at heart ? 

Mr. Lyons. Obviously they do. 

Mr. Sraccers. Then you are just in disagreement with them; is 
that it? 

Mr. Lyons. Not at all. 

Mr. Sraccers. You are not? 

Mr. Lyons. Not at all. It has been some time since I read that 
report; but, as I recall it, and if you will read it all the way. through 


and analyze it, I don’t believe it will say the things that you interpret 
it as saying. 





Mr. Stacerrs. Let me read you the part, the only part, that has 
anything to do with this. W ill you let me read this? 

Mr. Lyons. Oh, certainly. 

Mr. Sraccers. The only part. It says: 

The basic principle regarding the regulation of natural gas and the use of 
alternative energy resources should be as far as possible that of free choice by 
the consumer and free and fair competition among suppliers. This, it is con- 
fidently thought, will provide most effectively for the assurance and flexibility 
of energy supply both for the economic growth and strong security readiness. 


There are those things. I do not think—whether you have taken 
them into consideration, they took them into consideration. They 
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have to think about long term, not today or tomorrow or 20 years from 
now. 

But sales (either for resale or direct consumption) below actual cost plus a 
fair proportion of fixed charges which drive out competing fuels constitute un- 
fair competition and are inimical to a sound fuels economy of this Nation. 

Now, that is the only part that has to do with these direct. sales, and 
it recommends that they be regulated, after these men had taken every- 
thing into consideration they say they have in their report, of the 
future of the Nation and the public welfare and the public interest, 
and all of the other fuels, and so forth. 

You talk about conditions, too. I noticed in your statement 

Mr. Lyons. Are you leaving that question now, sir, because I would 
like to answer it. 

Mr. Sraccers. I just read it to you. You said you wanted me to 
read it. 

The Cuarrman. What was the question ? 

Mr. Sraccers. I have no question. I asked him if he had read the 
report, and I just read it. 

Mr. Lyons. I want to answer the question, sir, if I may. 

Mr. Sraccers. That will be fine; sure. 

Mr. Lyons. I can’t answer—you asked me what that provision 
meant—I can’t answer it out of context. But as I recall that report 
that I read some time ago, it will not support the argument you are 
making. I will be glad to get the report, read it again, and point out 
wherein I think it does not agree with your position. 

Mr. Sraccrers. Would you let he have one-half minute more, Mr. 
Chairman ? 

The Cuarrman. Yes. 

Mr. Sraccers. Here is the rest of the statement : 





The committee recommends, therefore, that appropriate action be taken 
that will prohibit sales by interstate pipelines either for resale or for direct 
consumption which drive out competing fuels because the charges are below 
actual cost plus a fair proportion of fixed charges. 

Mr. Lyons. Mr. Staggers, I can’t interpret just one part of that. 

Mr. Sraccers. I will let on have this. 

Mr. Lyons. As I say, I would like to read it, and I have no doubt 
I can point out to you provisions in that report that do not support 
the position you take on it. 

Mr. Sraccers. Mr. Chairman, may I give it to him this afternoon ; 
and then you can answer it. I will bring it to you. 

The Cuarrman. Mr. Heselton ? 

Mr. Heseiton. Mr. Lyons, I read the first statement you submitted, 
and when I came in today I find a rather more extensive statement, 
so I may not quite be correct in my interpretation of that second 
statement. 

I notice in your original statement, on the third page, you say: 

The bill would require the Federal Power Commission, in regulating the rates 
and charges of natural gas companies, to consider the value of the gas produced 
by them and their affiliates on the basis of the reasonable market price as de- 
termined by the Commission. 

Did you in this statement this morning discuss that ? 

Mr. Lyons. I did, sir. 
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Mr. Hesevron. In what part of your statement, if you can refer to 
it quickly ¢ 

Mr. Lyons. Yes; I can. 

Mr. Hesevron. I would like to read it more caréfully, and we can 
pass that by. 

Mr. Lyons. You will find it beginning on page 20, sir. 

Mr. Hesevron. Just one further question on that. 

That refers, does it not, to section 13F of the bill before us, be- 
ginning at page 17? 

Mr. Lyons. As I recall the section, that is correct. 

Mr. Hesevron. On page 22 of the statement you submitted this 
morning, you referred to the Panhandle case, opinion 269 of the Fed- 
eral Power Commission, with reference to the question of whether or 
not the consumers in the rates they have been paid have already paid 
for exploration, drilling, and production operations, including losses, 
and so forth. 

Is that the Panhandle Eastern Pipe Line Co. matter that was docket 
G-1116? 

Mr. Lyons. I am uncertain about the number, sir. 

Mr. Heseiron. Perhaps I can identify it a little further. 

Do you recall whether that is the opinion in which Commissioner 
Draper dissented ¢ 

Mr. Lyons. I think so. I could check that to be certain, but I 
believe that is right. 

Mr. Hesetron. Then in this 5-minute limitation, just let me ask 
you this. If you do not know it, will you look at the record during 
the recess ¢ 

Mr. Lyons. Yes; I would be glad to. 

Mr. Hesetron. His first sentence is: “I dissent”—this is Commis- 
sioner Draper—“I dissent from the action of the majority in granting 
Panhandle Eastern Pipe Line Co. an annual increase in rates of 
$12,778,864, a large portion of which is, in my opinion, wholly 
unjustified.” 

Does that refresh your recollection as to the issues that were in- 
volved, whether there were 

Mr. Lyons. No; it does not, Mr. Heselton. I read the Panhandle 
case some time ago, and made some notes from it. 

Mr. Hesrevron. Yes, sir. 

Mr. Lyons. This is one of the notes that I made. 

Mr. Heseiron. Yes, sir. 

Mr. Lyons. I will be very glad, though, to check it an answer later 
on that point. 

Mr. Hesevron. Did I understand you to say you think that is not 
the Panhandle case—— 

Mr. Lyons. I believe it is. 

Mr. Hrsevron. You believe it is? 

Mr. Lyons. I believe it is. 

Mr. Heseiron. I want to talk to you further about it, then, this 
afternoon, if I may. 

Let me ask you one further question in the time I have. 

It is my recollection that in the data which were furnished in 1955 
to me at my request by the Federal Power Commission as to the 
reserves an indication was made that there was no information avail- 
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able, or words to that effect, at the Federal Power Commission with 
reference to, and I think they called it C. H. Lyons et al. I assume 
that is your firm of Lyons and— 

Mr. Lyons. Lyons & Logan; that is correct. 

Mr. Hesevron. Was that your firm? 

Mr. Lyons. Yes, sir. 

Mr. Heseiron. Can you state now how much in reserves your firm 
has ¢ 

Mr. Lyons. No; I cannot. 

Mr. Heseriron. Can you give us any idea? 

Mr. Lyons. No. It would be 

Mr. Heseiron. Let me say this, if I may: It is indicated some- 
where, and I cannot recall where, that you were among the larger 
group. 

Mr. Lyons. We are listed in a list published by the Commission. 
I believe I have that list in my room. 

Mr. Hesretron. Yes, sir. 

Mr. Lyons. That list shows that for that year, which I believe was 
1955, we produced about 40 billion cubic feet of gas. 

Mr. Heseiron. Produced 40 billion? 

Mr. Lyons. Yes, sir. However, you have got to bear this in mind, 
Mr. Heselton, when you look at that list regarding any producer. It 
mey be you or Mr. Harris or a half- dozen of us m: iy own different 
leases, and we put them in a pooled unit. We drill a well. I become 
the operator or you become the operator of that unit, and I report to 
the Commission the total gas produced from that unit, and yet I 
may not have but a quarter or a half interest in it. So those reserves 
will not necessarily—I mean those figures will not necessarily reflect 
the production creditable to any individual producer. 

Mr. Hesston. I am interested in that, Mr. Lyons, but one of the 
difficulties we work under here is, we ask a question, and we never 
‘an control the time a witness takes to answer. 

I asked you if you know what your reserves are, if you can tell us. 
You cannot tell us. 

Mr. Lyons. We do not compute our reserves. I will say that we are 
one of the—probably we are between a small and the middle high 
producers. We are just average producers, 5 or 6 partners in our 
firm. Iam the only old man in the group. 

Mr. Macponatp. What is the name of the company, Mr. Heselton ? 

Mr. Lyons. Lyons & Logan. 

Mr. Macponarp. Yes. 

The Cuatrman. Your time has expired. 

Mr. Hesetron. Am I through? 

The CHarrMan. Yes. 

Mr. Lyons. Thank you, Mr. Heselton. 

The Cuamman. Mr. Younger, I believe, had to leave. 

Mr. Dingell? 

Mr. Dincetn. Thank you, Mr. Chairman. 

I enjoyed your statement very much. You and I probably do not 
agree on most of what is in it, but I believe you made a very forceful 
and very fine presentation. 

I would like to return with you, if I may, to the thing that you and 
my good friend from Texas were discussing. 
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You state throughout in your statement here that you do not like 
regulation; that you feel that this industry is competitive, and that 
free competition ‘will protect the interest of the consumer. 

Now, assuming that that be so, you find this bill a satisfactory com- 
promise to you; 1s that correct, sir? 

Mr. Lyons. That is correct. 

Mr. Dixceyi. Well, would it be fair enough to say that this bill pro- 
vides only, then, for a modicum of control by the Federal Govern- 
ment? Would that be a fair statement ? 

Mr. Lyons. Let’s put it like it is, I guess: It prohibits a utility- 
type control, which I understand to be earnings fixed at a percentage 
of cost. Instead of that, it bases prices at the reasonable market price, 
and standards are set out in the bill. 

Mr. Dinceii. It would be fair, on the basis of this, then, to say 
that the control is light enough to satisfy you as an independent 
producer ¢ 

Mr. Lyons. I am willing to try to live under it, sir. 

Mr. Dineen... And it would be fair enough to say, then, that actually 
the control is so light as to, for all intents and purposes, permit you 
to do just about what you want with your gas; would that not be a fair 
statement, sir? 

Mr. Lyons. That would not be a fair statement. 

Mr. Dinceit. What would be a fair statement on that, then? 

Mr. Lyons. As to what I could do? 

Mr. Dinceti. Yes, sir. 

Mr. Lyons. I can operate within the framework of the price that 
the Commission may decide from time to time is reasonable. I will 
have to wait until those facts occur, until I know exactly what the 
impact is going to be on me and my business. That is why, t though, 
I am willing to try to live under the bill. But, if we find that it be- 
comes onerous, we will be right back here petitioning Congress for 
redress again. 

Mr. Dinceii. Let me rephrase that question and say this, then: 
This bill provides regulation which is light enough that you, as one 
who opposes regulation, find it satisfactory to yourself, and you think 
you can live under it; is that correct ? 

Mr. Lyons. That I am willing to try to live under it. 

Mr. Dincety. Tell me this: Do you conceive this reasonable market 
price to be the same in every area ¢ 

Mr. Lyons. I just don’t ‘know what that—that, of course, would be 
a matter for the Commission to determine. 

Mr. Dincet.. Well, do you consider it to be the same for every well 
in an area, then? 

Mr. Lyons. Again, that would be a matter for the Commission to 
determine. Many imponderables exist a would be taken into ac- 
count in making that determination. I do not know what the facts 
are, and; therefore, I cannot pass on it. 

Mr. Dinceii. Do you not think it is a bad thing for us to lecis!ate 
on something when we do not know what it is going to be? 

Mr. Lyons. As I said in the beginning, I think you should not be 
legislating on this. The producers should be exempt. But I am 
w illing to live under the type of bill that is proposed. 

Mr. Dinceut. Tell me this: Let us say you are a small producer, 
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and you can conceive, I am sure, of a situation which could take place 
where your cost of production would be higher than the reasonable 
market price; am I correct in that? 

Mr. Lyons. I do not know what my costs of production are, Mr. 
Dingell. There is just no way on earth by which I can determine such 
costs. I can only do this: I can only know when I get in a given 
volume of money, what I can do with that money; what the costs of a 
particular cubic foot of gas or barrel of oil is, I cannot determine. 

Mr. Dincexw. I do not want to foreclose you, sir, but I want to get 
down to a specific instance, and I have a very definite reason in mind. 

Mr. Lyons. All right. 

Mr. Dincext. I do not think you understood the question. The 
question I asked is this: Is it not possible for a situation to arise where 
costs of producing would be higher than the reasonable market price 
under this bill? 

Mr. Lyons. Well, again, I just don’t know. I have no way on earth 
of figuring what the cost is, so I can’t compare it to the reasonable 
market price. There is just no way to figure costs. 

Mr. Dincetu. I am not trying to trap you; I really am not. 

Mr. Lyons. I know you are not, and I want to answer, too. 

Mr. Dincett. Let’s say this: Let’s take a situation where costs of 
production are higher than reasonable market price. 

Mr. Lyons. You want to take a particular well, you mean? 

Mr. Drncetu. Let’s just take this particular well. 

Mr. Lyons. A barrel of oil or a cubic foot of gas. 

Mr. Divncexu. And let us say that cost of production is higher than 
reasonable market price. Now, if you happen to be the owner of 
that well, what are you going to do? 

Mr. Lyons. If I can’t determine, Mr. Dingell, what my cost is, I 
don’t know whether it is higher or lower than reasonable market 
price. I just don’t know how to relate the two; I really don’t. And 
I want to give you, I have a sincere desire to give you, the fullest pos- 
sible answer to any questions you can ask. There is just no way on 
earth that I can relate those two. 

Mr. Dineett. All right. Let me ask you this: You make a balance 
sheet at the end of the year, do you not ? 

Mr. Lyons. Certainly. We show what our cost-assets are, and how 
much we owe. 

Mr. Drncett. And you show your drilling costs, and you show your 
leases, and you show all those figures; is that right? And you also, 
from time to time, more or less compute what your reserves are and 
what your income is, and how you are doing, so that you can figure 
out how much to pay yourself in salary and how much you can pay 
to your creditors, and how much you can pay to your shareholders; am 
I right? 

Mr. Lyons. Well, actually, we are a partnership, so we have no 
shareholders. 

The CuatrmMan. The gentleman has consumed his time. 

Mr. Drneett. Thank you, Mr. Chairman. I hope we will have a 
chance to get into this, this afternoon. 

The Cuarrman. Mr. Derounian is gone; Mr. Schenck. 

Mr. Macdonald? 
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Mr. Macponap. Sir, just to start off, I would like to state, in an- 
swer to Mr. Heselton’s question, that the records of the Federal 
Power Commission show in 1955, anyway, you put out 17 billion 
cubic feet in interstate commerce. 

Mr. Lyons. Is it listed there; is it not under three different items? 

Mr. Macpona.p. Yes, sir. 

Mr. Lyons. Don’t they total about 40? 

Mr. Macponaxp. Total what? 

Mr. Lyons. Forty billion? Aren’t there three items under that 
heading? If it is the same statement I saw, we are given credit for 
three different 

Mr. Macponarp. At any rate, I think, Mr. Chairman, I would like 
to ask permission to put into the record at this point the report fur- 
nished by the Federal Power Commission, an official document which 
records many things, including the direct sales by producers of nat- 
ural gas, to natural-gas pipeline companies, the direct sales and per- 
centage figures, and so forth. It is an official Federal Power Com- 
mission report which was identified by Mr. Kuykendall in the early 
days of the hearing. 

The CHarrman. Very well. It may be some of the same informa- 
tion, Mr. Heselton, that you had in a report of the Federal Power 
Commission. Let it be received. 

Mr. Macponaxp. I hope that is not on my time, Mr. Chairman. 

(The report referred to is as follows :) 





FEDERAL PowER CoMMISSION 


Direct SALES ry Propccers or NAturAL GAs To Reportrina INTERSTATE 
NATURAL Gas PIPELINE COMPANIES, 1955 


During 1955 interstate natural gas pipeline companies reporting to the 
Federal Power Commission purchased directly from approximately 5,000 natural- 
gas producers 5,518,299,774 thousand cubie feet of natural gas at a cost of 
$586,635,042. Nine of the producers, alone or as the first named in combination 
with others, supplied more than one-third of the total amount of natural gas 
secured from producers. Seventy-two or 1.6 percent of the producers, alone or 
as the first named in combination with others, supplied 79 percent of such natural- 
gas purchases. 

Purchases of natural gas by interstate natural gas pipeline companies from 
producers were made in 19 States. Purchases from producers in Texas were 
52.4 percent and in Louisiana 22.6 percent of the total. Producers in the 4 West 
South Central States (Arkansas, Louisiana, Oklahoma, and Texas) supplied 80.6 
percent of the natural gas purchased directly from suppliers by interstate natural 
gas pipeline companies. 

Summary data for these purchases for 1955, presented as direct sales by nat- 
ural-gas producers to reporting interstate natural gas pipeline companies, are 
shown in the following tables: 


Table 1. Sales by size groups. 


Table 2. Sales by States. 

Tables. Sales by producers with sales of 2 million M ¢. f. or more by States. 
Table 4. Producers whose combined sales were 2 million M ec. f. or more. 

Table 5. Sales by producers with sales of 10 million M ec. f. or more by purchasers. 


Table 6. Natural gas pipeline companies reporting direct purchases of natural 
gus from producers. 


All average prices per thousand cubic feet shown, particularly those in tables 
4 and 5, are subject to refinements such as measuring the quantities of natural 
gas at a uniform pressure base and adjusting the British thermal unit or the 
hydrocarbon content of the gas to a standard amount. Also, information on some 
overall costs or revenues reported as single items such as production and gather- 
ing taxes, contingency reserves, payments for services, recovery of hydrocarbons, 
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and related adjustments was insufficient for appropriate allocation to individual 
purchased gas contracts and is not included. 


SOURCE OF DATA AND NUMBER OF PRODUCERS 


Data summarized are from the annual reports of natural-gas companies to 
the Federal Power Commission for 1955 in which a schedule provides for report- 
ing in some detail all gas purchases of 100,000 M ec. f. and more annually. Pur- 
chases of less than 100,000 M ec. f. during the year may be combined by type of 
delivery for each field or supply area. 

The total number of producers reported by the natural gas pipeline companies 
listed in table 6 was 5,052. Of these 2,112 were reported by name and 2,920 were 
reported in combinations as “various” producers each furnishing individual 
respondent pipeline companies with less than 100,000 M ec. f. of natural gas during 
1955. For size groups, data for 215 multiple name producers were grouped with 
data for the first named producer. Considering multiple combinations as “one,” 
the number of suppliers becomes 4,817 ; 1,897 named and 2,290 “various” for which 
combinations, if any, could not be made. 


Direct SALES BY PRopucERS oF NatuRAL GAs TO NATURAL GaAs PIPELINE 
CoMPANIES, 1955! 


TABLE 1.—Sales by size groups 


Producers Sales, thousand Revenues 

cubic feet 

Size interval (thousand cubic feet of ahs heen i : a2. h | 
natural gas) 





Number | Per- Volume Per- Amount Per- 

| cent cent | , cent 
Over 100,000,000__ 4 0.2 '2,005, 474, 795 36.4 | $200, 389,380 | 34.2 
50,000,000 to 100,000,000__- | 19 | . 4 |1, 299, 057, 862 23.6 133, 245, 794 22.8 
25,000,000 to 50,000,000 ___ } 18 .4;} 629, 190,095 11.4 | 68, 752, 208 11.7 
10,000,000 to 25,000,000___ 26 6 420, 745, 933 7.6 | 51, 153, 034 | ' 8.7 
5,000,000 to 10,000,000__....___._- JA 1.1 373, 003, O87 6.8 | 40, 864, 485 7.0 
2,000,000 to 5,000,000 __- a } 93 | 1.9 290, 710, 119 5.3 31, 817, 039 | 5.4 
1,000,000 to 2,000,000 __- 135 | 2.8 192, 145, 230 3.5 | 23, 037, 271 3.9 
500,000 to 1,000,000... _- a 139 | 2.9 | 98, 893, 830 | 1.8 | 10, 838, 640 | 1.8 
250,000 to 500,000_____- 204 | 4.2| 75, 102,332 | 1.3 | 9,051,907; 1.5 
100,000 to 250,000. __-..__._- 299 6.2 50, 487, 774 .9 | 5, 870, 243 1.0 
Under 100,000_...........--- 73,821 | 79.3 78,488,717 | 1.4) 11,615,041 2.0 
Pak pice niisen naan f 4, 817 100.0 \5, 513, 299,774 | 100.0 586, 635,042 | 100.0 


| 


! Data from reported purchases by interestate natural gas pipeline companies. Direct sales by pro- 
ducers of natural gas includes deliveries from wells, at specified points in field, from gathering lines, from 
gasoline plants, from local nonjurisdictional pipelines, or from processors where the revenues covered both 
the gas‘and the services to the point of delivery. 

2 Includes 2,920 producers whose revenues and sales were generally combined with others supplying less 
than 100,000 thousand cubic feet annually and reported as various.”’ 
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TABLE 2.—Sales by States 





Sales (thousand Revenues 

cubie feet) | 

| 

State Producers | 

| Per thou- 
> | Volume | Percent Amount Percent | sand cubic 
| | | | | feet 
= —— == - er " = — x — —— = | 7 a 
Cents 
Arkansas... 28 8, 958, 865 0.2 | $845, 646 | 0.1 | 9.4 
Colorado.... ; 46 40, 385, 098 7 5, 228, 264 9 | 12.9 
Kansas - - . bate 27 | 364. 765, 408 6.6 | 40,842, 064 | 6.9 | 11.2 
Kentucky 236 | 23, 486, 852 4 | 4, 687,713 | 8) 20.0 
Louisiana.. 261 |1, 248, 010, 810 22.6 | 139, 627,615 | 23.8 | 11.2 
Maryland. _. Shawls 10 2, 795, 622 ae 5, 120 aa 22.4 
Mississipp1. : 42 | 155, 963, 939 2.8 | 3, 268 3.7 | 10.0 
Montana | 49 | 1, 601, 233 (1) , 905 Q) | 6. 6 
Nebraska 10 7, 901, 858 -1| 58, 596 -2 | 13. 5 
New Mexico-- 334 | 312, 603, 132 5.7 599, 054 5.2 | 9.8 
New York ; 10 302, 150 3) , 644 (1) 32.3 
North Dakota. ____. | 1 106,758; (i) = | 5, 046 Q) | 14.1 
Ohio_- | 84 11, 018, 317 2 | 3, 593 4) 20.2 
Oklahoma 306 298, 218, 789 5.4 , 241 | 5.2 10.2 
Pennsylvania | 877 31, 165, 463 6 | , 582, 992 1.5 | 27.5 
Texas_. in 1, 044 |2, 891, 298, 548 52.4 | 287, 529, 986 49.0 | 9.9 
Virginia 1 816, 784 () 227, 812 (4) 27.9 
West Virginia___ 1, 458 69, 998, 546 1.3 14, 620, 112 2.5 | 20.9 
Wvyoming__. . eae 19 43, 901, 602 .8 3, 620, 371 6 | 8.2 
EP his ancknnens 25,243 (5, 513, 299, 77 100.0 586, 635, 042 100.0 10.6 
| 


1 Less than 0.05 percent. 
2 Includes duplications for producers operating in more than 1 State. 


TaBLe 3.—Sales by producers with sales of 2 million M c. f. or more, by States 


























| | 
| Sales (thousand Revenues 
| cubic feet) 
State | Producers | 

| | Per thou- 

| Volume Percent Amount Percent | sand cubic 

| feet 
Arkansas 7 6, 163, 567 | 0.1 $640, 764 0.1 10.4 
Colorado.......... hdttniin darhacall 12 36, 611, 029 a | 4, 734, 637 | .9 12.9 
FESS ae 39 | 326,788, 902 | 6.5 37, 012, 486 | 7.0 11.3 
0 pe pel 3 | 13, 625, 514 | -3 | 2, 954, 295 .6 21.7 
Louisiana...........- oe 75 |1, 190, 734, 969 23.7 133, 705, 037 25.4 11.2 
DNS 6 cndovdiaecame ; 1 | 1, 696, 153 | (4) | 340, 834 | wl 20. 1 
Mississippi. ..........-.-- 15 | 150, 198, 270 | 3.0 | 14,842, 682 | 2.8 9.9 
Montana_-.-___- . guides 1 69, 327 (1) 5, 546 | () 8.0 
eae f 4 | 6, 406, 715 1 | 895, 903 .2 14.0 
New Mexico_____-_- ie 37 264, 511, 850 | 5.3 | 25,797,390 | 4.9 | 9.8 
North Dakota. .........- 1 106, 758 | (4) | 15, 046 | (‘) | 14.1 
Oklahoma Sade ileiae ate 42 270, 776, 447 | 5.4 27, 614, 820 | 5.2 | 10.2 
Pennsylvania.._........- . 4 5, 740, 244 | a 1, 603, 930 3 | 27.9 
Texas pnd cinctniaeasaod 157 (2, 67 53.4 266, 661, 793 50.7 | 10.0 
Virginia pac alebigescs 1 (4) 227,812 ) | 27.9 
West Virginia..........- ‘ 6 K 5 5, 908, 125 1.1] 24.8 
Wyoming....._._- ; 7 40, 340, 585 » 3, 260, 840 64 8.1 

All States_. — 2412 5,018, 181,891 | 100. 0 526, 221, 940 100.0 10.5 


1 Less than 0.05 percent. 
2 Includes duplications for producers operating in more than 1 State. 
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ACT 


TaBLE 4.—Producers whose combined sales were | 





Name of producer 





Phillins Petroleum Co.? 

Stanolind Oil & Gas Co.? 

Humble Oi] & Refining Co.? _ 
Union Producing Co 

Shell Oil Co.? 

Magnolia Petroleum Co.?- 

The Chicago Corp 

The Texas Co.? 

The Atlantic Refining Co. 

The Shamrock Oil & Gas é orp... 
Gulf Oil Corp 

The Pure Oi] Co 

Sun Oil Co. 

Ohio Oil Co.2 

Tidewater Associated Oil Co.2 

Cities Service Gas Development Co.2 
Cities Service Gas Producing Co 
Sunray Mid-Continent Oil Co 
Skelly Oil Co.? 
Southern Production Co., Inc.? 
The Superior Oil Co.? 
Western Natural Gas Co.2 

Warren Petroleum Corp.? 
Republic Natural Gas Co.?_- 

Gulf Refining Co_- 

Sinclair Oil & Gas Co.? 

Pan American Production Co 
Carthage Corp. ; 

Union Oil Company of C alifornia ? 
RN TR ciicereternnnienisescuienenins suabteusiobianas 
Cities Service Oil Co.?- 

The California Co.?_- i 
Union Oil & Gas Corpor: _ of Louisiana. 
Southwest Gas Products Cx 
Delhi Taylor Oil — 

United Carbon Co____- 

Continental Oii Co.?- : 

Lone Star Producing Co.?__- 
Northern Natural Gas Production Co 
Texas Gas Products Corp 

Sid Richardson Gasoline Co 
Columbian Fuel Corp.?_-- 

La Gloria Corp.’ 

Hunt Oil Co.* 

Union Sulphar & Oil Cc orp- 
Sohio Petroleum Co. 4 
Hugoton Production C ans 
Hugoton Plains Gas & Oil Co 
United Producing Co., Inc.?- 
Texas Gulf Producing Co.?__- 
Cities Production Corp. et al.? 
Glassell & Glassell 
The Marine Gathering Co 
La Gloria Oil & Gas Co_- 
J. M. Huber Corp 

Lyons McCord & Logan, et al 
Arkansas Fuel Oil Corp 
Lacy Rogers, Ine., et al 2 
Columbian Carbon Co___- 
Amerada Petroleum Corp 
Lion Of! Co, 2 
Southern Union Gath Co 
Champlin Refining Co. ? 
Aztec Oil & Gas Co. 2 

Brown, Joe W 
Texas Eastern Production Corp 
ne, Ne Oil Corp-- ; 
Hunt, H. 

Signal Oil t ‘Gas Co. 
Cullen, H. R., et al 2 
The Carter Oil Co.? 

Houston Oil Company of Texas 
Texas Pacific Gas & Oil Corp 
Pecos Co 

Deerfield Kearney Gas Production 


See footnotes at end of table, p. 874. 
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TABLE 4.—Producers whose combined sales were 2 million m. c. f. or more—Con. 


Revenues 


| Sales (thou- 




















Name of producer | sand eubie | 
feet) | Per thou- 
Amount sand cubie 
feet ! 
| Cents 

Lyman C. V___. ; , ; 9, 015, 030 1, 019, 939. 63 11.3 
Goidston, W. L., et al.?__._- yon Siig cgedeteie 8, 930, 141 | 629, 381. 55 7.0 
Plymouth Oil Co__- 2 ‘ sana acura 8, 862, 357 1, 046, 538. 54 11.8 
Texas Gas Corp_.-.---- ise 8, 821, 126 1, 355, 782. 85 15.4 
Hassie Hunt Trust---..- ; Jamnhasns 8, 601, 996 1, 069, 387.19 12.4 
Hewit & Dougherty -- e aT de teat Saat 8, 561, 349 543, 362. 40 6.3 
White Eagle Oi] Co.?_..___...__---- pee eee 8, 561, 311 956, 477. 37 11.2 
Sklar, Sam 2__ seat siiaabeeirbbaeed 8, 522, 746 | 755, 475. 63 8.9 
Seaboard Oil Company of Delaware- -. aalaten 8, 377, 77 661, 158. 04 7.9 
Standard Oil Company of Ohio__...............-.-.------...- 8, 147, 009 852, 686. 31 10.5 
en Sr ae adaniobeaell 8, 123,859 | 1,039, 077.05 12.8 
Pun Ue eS ee andes naeaeeeeaee 7, 823, 785 957, 662. 15 12.2 
Natural Gas Distributing Cc orp- ; eae 7, 774, 135 804, 891. 38 10.4 
SG a ee cubuenneue mamenaean 7, 624, 033 762, 403. 30 10.0 
I ee ccuiieunucwaeeeaueaee 7, 617, 603 962, 778. 27 12.6 
Hydrocarbon Production C 02__ a 7, 521, 592 | 541, 754. 00 7.2 
General American Oil Company ae eae 5. 7, 497, 907 | 834, 694. 82 11.1 
R. Olsen Oil Co.2 ; ‘ | 7, 391, 223 | 713, 328. 17 9.7 
Mound Co., et al.? : en 6, 756, 884 843, 165. 77 12.5 
Anderson Prich: urd O11 C orp. a icxd caterer narnia nominates 6, 715, 114 684, 825. 59 | 10.2 
Cabot Carbon Co - idea ence ieee 6, 711, 735 | 878, 074. 89 | 13.1 
Kerr McGee Oil] Industries, Inc___-.-- aimeowiewil 6, 701,629 | 1, 045, 207. 13 15.6 
een GR PO Oe en name unnanmineanmameunaie 6, 620, 934 | 718, 666. 27 10.9 
Gillring Oil Co-_--.-- | 6, 603, 408 7286, 028. 10 | 11.9 
Standard Oil Company of Te XE AS } 6, 466, 192 704, 086. 81 10.9 
Cities Service Production C orp.? ; une 6, 462, 904 670, 747.21 | 10.4 
Hudson, E. J., et al.?_-_- : snp ahiemnetcalypenen sane tatis } 6, 418, 408 697, 415. 56 10.9 
Texas Natur a Gas Corp. a ioe = 6, 405, 301 674, 736. 51 10. 5 
Cook, Tom, Jr.?__- mee aneciits es 6, 394, 225 | 674, 182. 02 10.5 
Texas Gas Exp oration Corp : | 6, 381, 889 | 845, 274. 80 13.2 
British American Oil Production Co ‘ ae 6, 300, 319 | 519, 398. 86 | 8.2 
Oi] & Gas Property Management, Inc____..-.....------- 6, 257, 362 | 839, 710. 24 13.4 
Trahan, J. C., et al.? on : : at 6, 232, 517 | 716, 074. 68 11.5 
Stevens County Oil & Gas Co., et al.?__- ; Seen 6, 104, 012 671, 439. 00 | 11.0 
Midstates Oil Corp.? # . ;. a oan 6, 038, 309 603, 079. 89 | 10.0 
Midland Gasoline Co : eee 6, 030, 220 | 631, 382.11 | 10.5 
Universal Gasoline Co d 5, 803, 045 580, 304. 50 10.0 
Pubco Development, Ine.2. _. + 5, 648, 885 | 618, 581. 53 11.0 
Cc hristie VV it chell, Mitchell 2 5, 521, 548 | 691, 448. 69 12.5 
sert Field A ‘ a aan ente } 5, 485, 923 550, 134. 35 | 19.0 
w podiawn processing Corp. _- ; ite eee 5, 440, 426 | 745, 990. 00 | 13.7 
Union Pacific Railroad Co os accelerate 5, 417, 957 721, 692.75 | 13.3 
Murphy Corp.? s. See SSS 5, 408, 078 12.3 
Honolulu Oil Corp ; 5 een -| 5, 393, 085 | 10.1 
Le Cuno Oil Co ; —_ 5, 381, 437 | 33, 34 | 13.6 
Altex Corp neck alstagiamnaanaaaatan wal 5, 374, 590 | 654, 051. 22 | 10.3 
Alaska Steamship Corp 7 ; | 5, 335, 089 621, 584. 47 11.7 
Reef Fiek is Gasoline Corp-- 5, 331, 552 | 494, 402.75 9.3 
Grubb & Hawkins ? 5, 309, 502 | 494, 447. 20 9.3 
Ginther, N. C.2 5, 240, 067 570, 824. 53 10.9 
Moshacher, Robert et al.? 5, 152, ¢ 632, 777. 26 | 12.3 
South Tex Corp 4,¢ 591, 900.91 | 11.9 
Adams & Haggarty et al.2 4, ¢ 631, 100. 98 | 2.3 
McConnell, D. B., et al.2 4, 9.4 
Associated Oil & Gas Co 4, 11.4 
Salt Dome Production Co 4, 12.5 
Monterey Oil Co 4 9.5 
Martin, O. G., et al.? 4.7 9.4 
The Nueces Co 4, 11.9 
West, J. M.2 4, 11.2 
Forest Oil Corn.2 4.6 15,2 
Barbara Oil Co 4.5 8.7 
aturn Oil & Gas Co 4, : 11.0 
Hudgins, T. J., trustee 4, : 6.3 
Bel Oil Corp | 4, § 15.2 
Barnhardt Hydrocarbon Co 4, 10.4 
Callery, Francis A.2._.. 3, 10.1 
Burnett & Cornelius 3, § 5.2 
Natural Gasoline Corp., et al 3,8 re 
Oklahoma Natural Gas Co 3, 14.8 
Wilson Sam FE. Jr., et al.2 3, 7.7 
Josey, R. A., Inc., et al.? 3, 6.9 
Orange Grove Oil & Gas Corp a 10.3 
Delta Drilling Co.? 3, 697, 833 15. 2 
B.B = Drilling Co 3, 656, 368 14.3 
Chavanne, H. J., et al.2 3. 647, 289 12.8 





See footnotes at end of table, p. 874. 
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TABLE 4.—Producers whose combined sales were 2 million 


Name of producer 
feet) 


| Sales (the 
sand cubic 


u- 














m. 


idelity Oil & Royalty 2 3, 565, 585 
Kansas Natural Gas, Inc.? 3, 560, 542 
Heep Oil Corp.? 3, » 1a2 
Gasoline Production Corp.? 3, 547, 652 
Barnsdall Oil Co., et al.2 3, 524, 214 | 
Osborn, W. B.2 3, 474, 682 
Blackwood Nichols Co., et al.2 3, 410, 277 
Texas Consolidated Oils 3, 398, 618 
Terminal Facilities, Inc 3, 397, 436 | 
Cotton Valley Operators Co 3, 369, 209 | 
Gas Gathering Co i a 
Llano Grande Corp 3, 32 
Hansbro, M. G. & Rade C.2 5 | 
Colorato Oil & Gas Corp 3, 2 
Keta Gas & Oil Co.2 ‘ 3, 267, 963 | 
Carter Gragg Oil Co.? 3, 215, 890 | 
Smith, R. E. 3, 182, 393 
Kirby Petroleum Co.? 3, 050, 478 
Rock Hill Oil Co.2 2, 997, 446 
South Texas Oil & Gas Co 2, 958, 466 
Morgan, Arnold O . ; 4 2, 907, 675 
A. J. Hodges Industries, Inc 2, 898, 105 | 
Oil Drilling, Inc.?__._- 2, 895, 615 
Benson & Montin et al. 2, 893, 884 | 
Graridge Corp_- 2, 890, 024 | 
Engineering Development Co., Inc., et al.? 2, 863, 739 | 
Richardson, 8. W., et al.? 2, 849, 563 | 
Davidor & Davidor . 2, 840, 120 | 
Imperial Production Corp Seca : aa 2, 778, 408 
Beaver Lodge Oil Corp.?. nl 2, 760, pe | 
San Salvador Developme nt Co., Inc 2, 723, O5! 
McBride, W. C., Inc.? ‘ 2, 705, 798 
Housh, C. iw et al.2___ _ > 2, 705, 644 | 
Gilster, Ralph R., et al.?__ 2, 688, 873 | 
American Republics Corp etal 3 2, 635, 018 | 
Wunderlich Development Co-__-- ee eS | 2, 630, 808 | 
Waskom Natural Gas Corp 2, 610, 382 | 
Bridwell Oil Co___- a . és 2, 602, 283 | 
Hamon, Jake L.? _. sig ati palais ated y ea 2, 573, 579 | 
Natural Gas Producers, Inc . 2, 559, 463 | 
Greenbrier Oil Co.” 2, 428, 739 | 
Rushing, J. 8 2, 407, 983 | 
Haw -_ H. L.? 2, 390, 505 | 
Olsen, R.?__ 2, 370, 256 | 
Orange Beas Gas Gathering Co 2, 317, 183 
MeCarthy Oil & Gas Co 2, 283, 191 | 
Mobil Producing Co 2, 275, 155 | 
Piper, R. G., et al.?_ 2, 272, 030 
Southern California Petroleum Corp.’ 2, 263, 432 
B. & A. Pipe Line Co 2, 234, 702 
Abercrombie, J. 8., Co., et al? 2, 227, 967 
Gravis & Mitchell- 2, 223, 411 
Blanco Oil Co... 2, 195, 789 
Lone Star Gasoline Co., et al.? 2, 190, 136 
Navajo Natural Gas Co 2, 188, 849 | 
Southeastern Gas Co 2, 186, 086 | 
Swan Finch Oil Corp. 2, 176, 403 
Dalport Oil Corp.’ 2, 132, 793 
Independent Oil & Gas Co 2, 

Owen, K. D 2, 108, 326 
Cargill Robert 2, 099, 966 | 
Bowie Gasoline Co 2, 084, 364 
Crescent Production Co., Inc 2, 068, 399 
Walter, W. R., et al.? 2, 026, 914 
Meredith Clegg & Hunt, et al.? 2, 023, 972 
Bateman Drilling Co.? 2, 013, 598 
French, L. D 2, 012, 260 
South Shore Oil & Development 2, 005, 704 


1 Average for all contracts reported. 


2 Includes sales by producer named in association with other producers. 


c. f. or more 


-Con. 


Revenues 


Amount 








177, 040. 37 
237, 412.15 
301, 745, 92 
201, 457. 12 





Per thou- 





sand cubie 


feet ! 


Cents 


1: 
1 
1: 


~J ~1 tS = BO 


10. 
10 
9 


10. 


13. £ 


i2 


10. 
13 


11. 


10. 
10. 


— 
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Sales by producers with sales of 10 million thousand cubic feet or more—by 
purchasers 


TABLE 5. 
























| | Sales Revenues 
| Sata eiiatiadiaiahaaidiialaesateaianeiante sleet 
| | 
Producer-purchaser State | Per 
(Thousand | tho- 
| eubie feet) | Amount | sand 
| | cubic 
| feet 
‘ evans sieeialiiiiininitae i site dimen si 
| | Cents 
Amerada Petroleum Corp 
Cities Service Gas Co | Kansas 21, 903 | $2, 628. 36 12.0 
Fl Paso Natural Gas Co_. | Colorado 182, 459 | 21, 712. 68 11.9 
Do | New Mexico 1, 230, 435 119, 100. 72 9.7 
Do | Texas. 345, 257 | 35, 203. 36 10.2 
Lone Star Gas Co | Texas 669, 154 | 66, 304. 77 9.9 
Olin Gas Transmission Corp Louisiana 161, 411 17, 935. 24 11.1 
Permian Basin Pipeline Co New Mexico_.| 5, 454, 577 518, 185. 46 9.5 
Texas Eastern Transmission Corp Texas 2, 484, 961 | 264, 102. 60 10. 6 
Texas Gas Transmission Corp Louisiana 73, 789 17, 373. 59 10.0 
Texas Northern Gas Corp | Louisiana 1, 003, 836 | 87, 157. 50 8.7 
Trunkline Gas Co Louisiana | 1,053, 652 99, 246. 00 9.4 
United Gas Pipe Line Co Louisiana | 1,351, 665 134, 000. 05 9.9 
Do ; ---| Texas. 831, 680 70, 949. 36 8.5 
Dr ake isda alee iiabunbonns ---| 14, 964, 779 1, 453, 899. 69 | 9.7 
| : : ’ : 
Arkansas Fuel Oil Corp.: | 
Arkansas Louisiana Gas Co Louisiana | 163, 460 | 11.8 
Do . Texas 1, 616, 109 9.2 
Southern Natural Gas Co do | 3,450, 950 12.1 
Tennessee Gas Transmission Co do ° | 1,509, 803 12.1 
Texas Eastern Transmission Corp Louisiana. 120, 898 13.7 
United Gas Pipe Line Co- do | 9,390, 998 | 12.0 
Do . Texas | 281, 932 | 8.8 
Total “ 16, 534, 150 11.7 
Atlantic Refining Co.: 
Arkansas Louisiana Gas Co Arkansas... 749, 795 | 62, 968. 00 | 8.4 
Do Louisiana. . 1, 955, 689 214, 811. 14 } 11.0 
Do Texas 5, 122, 731 582, 919. 50 | 11.4 
Cities Service Gas Co Kansas... 111, 196 13, 343. 52 12.0 
El Paso Natural Gas Co-_-- New Mexico..| 1,316, 861 | 132, 241.17 | 10.0 
Do Texas |} 3,847, 392 405, 882.77 | 10.5 
Louisiana Natural Gas Corp Louisiana- 3, 211, 131 401, 391. 39 12.5 
Northern Utilities Co- W yoming 737, 719 55, 328. 96 | 7.5 
Olin Gas Transmission Corp Louisiana 2, 263, 983 148, 774. 40 6.6 
Permian Basin Pipeline Co... New Mexico. . 670, 983 63, 743. 43 | 9.5 
Southern Union Gas Co do 227, 168 2?, 148. 90 | 9.8 
Tennessee Gas Transmission Co * Louisiana 12, 835, 420 | 1, 283, 661. 58 | 10.0 
Do Texas_ 28,082,459 | 3, 413, 25 | 12.2 
Texas Eastern Transmission Corp . Pe | 8, 263, 889 924, 692 | 11.2 
Texas Gas Transmission Corp Louisiana. . | 3, 752, 690 496, 687. 02 13.2 
Texas Illinois Natural Gas Pipeline Co__- Texas. | 14, 690, 112 1, 053, 434. 00 } 7.2 
Texas Northern Gas Corp Louisiana. 365, 674 32, 899. 87 9.0 
Transcontinental Gas Pipeline Corp. -- Texas. 11, 384, 661 821), 882.00 | 7.2 
United Fuel Gas Co Louisiana. | 3, 454, 760 552, 761. 60 16.0 
United Gas Pipe Line Co. do 6, 980, 924 503, 589. 92 7.2 
Do. * Texas 13, 623, 844 1, 218, 582. 54 | 8.9 
Total 123, 649, 081 12, 406, 002. 48 10.0 
Aztec Oil and Gas Co.:! | 
El Paso Natural Gas Co New Mexico- -} , 520 225, 687. 19 10.8 
Permian Basin Pipeline Co... do , 405 52, 288. 73 | 9.5 
Southern Union Gas Co-. do , 175 1, 070, 191. 96 | 10.3 
Total 13, 023, 100 1, 348, 167. 88 | 10. 4 
Brown, Joe W.: | | 
Olin Gas Transmission Corp Louisiana_ | 1,219, 677 135, 524. 66 11.1 
United Gas Pipe Line Co- do | 11, 690, 766 1, 158, 987. 54 9.9 
Total . - 12, 910, 443 1, 294, 512. 20 | 10.0 
California Company: | | 
Mississippi River Fuel Corp. | Louisiana. 1, 123, 555 . 00 11.5 
Olin Gas Transmission Corp. sti iemn eine 1, 576, 395 . 30 10.0 
Southern Natural Gas Co | do 18, 424, 413 2, ; 00 12.7 
Texas Eastern Transmission Corp | do 8, 013, 579 1, 140, 348. 31 | 14.2 
United Gas Pipe Line Co- si | do 12, 839, 350 1, 272, 933. 26 9.9 
Total Baaeate Saal " a 5s aici Diasec .| 41, 977, 292 | 5, 048, 305. 87 | 12.0 
\ ae os 


See footnotes at end of table, p. 886. 
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TABLE 5.—Sales by producers with sales of 10 million thousand cubic feet or more—by 


NATURAL GAS ACT 


purchasers—Continued 


Producer-purchaser 


The Carter Oil Co.: 
Arkansas Louisiana Gas Co 


ales innaiccnntetaperest ie aneretneuiniveiin eee 
anne Nebraska Natural Gas Co., Inc_____- | 
a hs eisai 


Do i 
sage es a See 
Michigan Wisconsin Pipeline BONG dnd cane 
Olin Gas Transmission Corp___---- 
Panhandle Eastern Pipeline Co 
Southwestern Public Service Co_-__.._......- 
Texas Eastern Transmission Corp aie 
United Gas Pipe Line Co_______-- all 


Total 


Oarthage Corp.: 
Texas Gas Transmission Corp...............- 
Champlin Refining Co.:! 
Cities Service Gas Co 
ee oie iekeeogetunedinn 
Colorado Interstate Gas Co____-_-- 
Kansas Nebraska Natural Gas Co., Inc. 
Northern Natural Gas Co 


Chicago Corp.: 
Manufacturers Light & Heat Co 
Tennessee Gas Transmission Co--_........... 
Texas Eastern Transmission Corp-_-........-- 
Texas Gas Transmission Corp-.........--. as 
United Gas Pipe Line Co | 


Cities Production Corp.: ! United Fuel Gas Co-- 


Cities Service Gas Development Co.: 
re Interstate Gas Co 





Cities Service Gas Producing Co.: 
Cities Service Gas Co,?____ eis ‘ | 
DO Aes 25 ww | 


Te... 


Cities Service Oi] Co.: ! | 
Cities Service Gas Co 
E] Paso Natural Gas Co a 

Do.__- ‘ : 
Kansas-Nebraska Natural Gas Co. , Inc 
Lone Star Gas Co. 

Northern Natural Gas Co. 

Permian Basin Pipeline Co 4 
Texas Eastern Transmission Corp--.--- 
Trunkline Gas Co___-_- ke 
United Gas Pipe Line Co- 


See footnotes at end of table, p. 886. 


State 


Arkansas___-. 
Louisiana 
Kansas_-_...... 
Nebraska... -_- 
Oklahoma____- 
ee 
Texas __- 
Oklahoma 
Louisiana - -___- 
Oklahoma.. 
SOO senna 
Mississippi_. 
Louisiana. 


Oklahoma.... 


Texas 


Oklahoma.... 
New Mexico 
Texas a 
Kansas......- 
|| 
China 
New Mexico 












































Sales Revenues 
® Per 
(Thousand Amount — 
cubic feet) sand 
| eubic 
| feet 
j Cents 
| 338, 193 13, 527. 72 | 4.0 
1, 100, 687 124, 608. 81 | 11.3 
391, 566 43, 072. 30 | 1L.0 
113, 206 | 11, 886. 69 | 10.5 
24 2. 36 9.8 
3, 488, 608 285, 125. 62 8.2 
808, 469 90, 819.03 | 11.2 
912, 813 91, 810. 80 | 10.1 
314, 157 18, 620. 16 | 5.9 
1, 901, 952 216, 623.00 | 11.4 
| _ 103, 724 10, 192. 12 | 9.8 
.| 1, 225, 052 183, 757. 80 15.0 
852, 549 66, 978. 77 | 10.3 
11, 351,000 | 1, 157, 025. 18 | 10.2 
SS ce. Sr 
51, 163, 127 5 i 5, 094, 208. 85 | 10.0 
= ——S = 
111, 069 12, 217. 59 | 11.0 
| 8,131, 57 891, 627. 26 | 11.0 
2, 413, 958 266, 932. 00 | 11.1 
2, 022, 766 219, 085. 74 | 10.8 
706, 509 77, 715.99 | 11.0 
iristidin leis pniennituecniapenittvisiaeeitie 
13, 385, 878 | a 467, 578. 58 11.0 
| 27, 432, 334 2, 106, 752. 85 | 7.7 
| 96,718,879 | 11,876,310. 73 | 12.3 
1, 574, 089 192, 911. 42 12.3 
| 6,794, 292 677, 734. 54 10.0 
177, 029 | 15, 489. 21 $7 
a 696,623 | 14,860,198.75 | 11.2 
20,737,023 | 3,317,923.68| 16.0 
[pO Eee it | 
21, 286, 315 2, 587, 995. 00 | 12.2 
5, 420, 425 647, 903. 00 | 12.0 
3, 188, 046 | 395, 672. 00 12.4 
1, 404, 934 154, 542. 74 | 11.0 
279, 771 27, 712. 51 | 9.9 
16, 979, 236 1, 867, 715. 96 | 11.0 
21, 385, 102 2, 101, 342. 87 9.8 
3, 692, 364 406, 157. 00 11.0 
eeeReRNEERSEEEENS angtecmninpugli daatiemanmnemreneinene 
| 73,636,193 | 8, 189,041.08 | 11.1 
———— eS SS 
17, 579,185 | 1, 740, 365. 16 | 9.9 
| 52, 917, 856 4, 401, 321. 34 | 8.3 
eee meee epseeeneeeneanapeeseemeneasteapse fees 
| 70, 497, 041 ie 141, 686. 50 | 8.7 
Seen —-|- = = — 
20, 995, 786 2, 099, 532. 60 10.0 
1, 056, 633 101, 142. 47 06 
5, 903, 275 582, 899. 50 | 9.9 
124, 717 5, 562. 36 | 4.5 
4, 566, 107 484, 110. 92 | 10.6 
334, 796 27,181.73 | 8.1 
1, 164, 196 | 110, 598. 49 9.5 
177, 173 | 17, 554. 09 | 9.9 
7, 303, 432 642, 407. 00 | 8.8 
763, 560 71, 150. 43 | 9.3 
42, 389, 675 4, 142, 139. 59 | 





t 
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TABLE 5.—Sales by producers with sales of 10 million thousand cubic feet or more—by 
purchasers—Continued 


Producer-purchaser 


Columbian Carbon Co.: 
Amere Gas Utilities Co 
Atlantic Seaboara Corp 
Godfrey L. Cabot, Inc 
Cumberland Allegheny Gas Co 

Do ‘ 

Equitable Gas Co 
Hope Natural Gas Co-_- 
Manufacturers Light & Heat Co 
South Penn Natures! Gas Co 
Texas Gas Transmission Corp--.- 
United Fuel Gas Co-. 


Total 


Colambian Fuel Corp. 
Cities Service Gas Co___.......-. 
Colorado Interstate Gas Co__--- 
Kansas Nebraska Natural Gas Co., Inc... 
Kentueky-West Vircinia Gas Co 
Northern Natural Gas Co 
Panhandle Eastern Pipeline Co 

United Fuel Gas Co 


Total. 


Continental Oil Co.:! 
El Paso Natural Gas Co 
Kansas- Nebraska Natural Gas Co., Inc 
Lone Star Gas Co 
Olin Gas Transmission Corp 
Southern Union Gas Co 
T ennessee Gas Transmission Co_ 
Texas Eastern Transmission Corp 
Transcontinental Gas Pipeline Corp-.- 
United Gas Pipe Line Co__- ‘ 
Do a 
Total 
Cullen, H. R., 


Delhi Taylor Oil Corp.: 
El! Paso Natural Gas Co- 
Kansas Power & Light Co-. 
Northern Natural Gas Co 
Tennessee Gas Transmission Co 
Trunkline Gas Co 


Et al.: United Gas Pipe Line Co 


Total. - 


Dorchester Corp 
Natural Gas Pipeline Company of America... 
Northern Natural Gas Co 
Panhandle Eastern Pipeline Co 


Total 


Glassell & Glassell: Tennessee Gas ‘Transmission 
Co 
Gulf Oil Corp.: 
Consolidated Gas Utilities Corp 
E] Paso Natural Gas Co 
Do 
Kansas Nebraska Natural Gas Co., 
Lone Star Gas Co 
Permian Basin Pipeline Co 
rennessee Gas Transmission Co. 
Trunkline Gas Co 
United Gas Pipe Line Co 


Ine 


Total... 





See footnotes at end of table, p. 886. 


State 


| West Virginia_| 


ee 
+ 
Maryland__ 


West Virginia. 


cas: 
do_. 


| Louisiana 
West Virginia 


Kansas 

do_. ‘ 
Oklahoma _ 
Kentucky 
Oklahoma 
Kansas 
Kentucky 


New Mexico 
Kansas 
Texas 
Louisiana 


New Mexico-- 


Texas 

do 

do 
Louisiana. 
Texas 


Texas 


New Mexico 
Kansas 
do 
Texas 
..do 


Oklahoma 
Texas 
Kansas 


Texas 


Oklahoma 
New Mexico. 
Texas 
Kansas_- 
Texas 
New Mexico 
Texas 

do 

do 


et 5, 645 


oe 


(Thousand | 
cubic feet) 


- 


433, 621 
309, 346 


| 1,696, 153 








| 29, 103 
1, 392, 646 
306, 451 


| 16, 504, 458 oe 


a eee 


| 9, 107, 933 
1, 546, 649 

9, 456 
830, 801 

‘ 28, 668 
| 11, 081, 704 
6, 226, 360 


28, 831, 571 


14, 164, 417 
67, 894 
744, 517 
55, 381 
56,477 | 
32. 841 
3, 778 
72, 042 
, 991 | 
001 a 
' 














761, 017 | 


| 234, 385 | 
516, 657 

| 116, 731 
401, 217 

36, 969, 070 


38, 238, 060 


| 20, 547, 449 a 
18, 242, 076 | 

4, 235, 417 
| 


| 43, 024, 


942 


19, 977, 789 






| 

041 

5, 570 

, 457 

| 73, 519 

. 664 | 
10, 103. ! 518 

¢ 1, - 198 

| ), a 

| 413 2 

i 

| 





3 
| 87. 


t 


350, 400 


Revenues 


Amount | 


102, 398. 73 | 
65, 259. 21 | 
812. 87 

340, 834. 37 
189, 993. 56 
354, 233. 88 
2, 169, 493. 20 
5, 151. 20 

4, 074. 42 
113, 211. 69 
58, 458. 29 


3, 403, 921. 42 





1, 001, 872. 63 7 
185, 597.00 | 
941. 96 
129, 565. 90 
2. 816. 96 
218, 987. 00 
44 


1, 
1, 400, 030, 


3, 939, 811 


1, 361, 632. 7! 
7, 468. ¢ 





: -——|-— 


3, 367, 542. ll 


25, 567 
5, 415. £ 
14, 591. 
18, 638. 
4 360, Onl. 





3 vf 3, 038 78 


7, 804. 10 
3, 285. 43 
29, 411. 93 | 
30, 087. 09 
89, 532. 24 | 
959, 328. 24 | 
144, 887. 65 
221, 745. 00 | 
3, 995, 065. 23 


| 
585, 302. 02.13 | 
| 


| 
8, 571, 146.91 | 


Per 
thou- 
sand 
cubic 

feet 


Cents 
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TaBLe 5.—Sales by producers with sales of 10 million thousand cubic feet or more—by 





Producer-purchaser 


Gulf Refining Co.: 


Arkansas Louisiana Gas Co 


Louisiana Natural Gas Corp. 
Olin Gas Transmission Corp 
Texas Gas Transmission Corp___. 


United Gas Pipe Line Co_- 
Dee ies adden a ccaie 


Houston Oil Company of Texas: 
Arkansas Louisiana Gas Co_- 
Permian Basin Pipeline Co___- 


Texas Eastern Transmission Corp--- ; 
Texas-Illinois Natural Gas Pipeline Co__- 
Transcontinental Gas Pipeline Corp-__- 


Trunkline Gas Co___- 


United Gas Pipe Line Co___- 


J. M. Huber Corp.: 


Cities Service Gas Co__ ‘ 
Northern Natural Gas Co 


ae 
SPO 


Panhandle Eastern Pipeline Co 


Public Service Corporation of Texas... 


Southwestern Public Service Co 


United Gas Pipe Line Co__ 


Hugoton Plains Gas & Oil Co.: 
Northern Natural Gas Co____ 


D6... 


/0. 


Humble Oil & Refining Co.: ! 


El _— Natural Gas Co 


0. non accnsonanoce 


Trunkline Gas Co_______ 
United Fuel Gas Co___. 


United Gas Pipe Line Co__....____ 


Louisiana Natural Gas Corp 

Mississippi River Fuel Corp 

— Transmission Corp 
0 


Tennessee Gas Transmission Co-- 


SRS 


— Production Co.: Kansas Power & Light 


Texas Eastern Transmission Corp 
Texas Gas Transmission Cor 


State 


Mississippi_. 


Louisiana __- 


Louisiana 
oe 
Texas _- 


Kansas____- 
Texas 

Kansas _- ; 
Oklahoma..--. 
Texas_ 


| Kansas___. 





..| Louisiana---_- 
ds aicae Speech 
Louisiana - ._-_- 
ec tctame Sahdnidiel a 
Mississippi-_-.--| 
ee sci 


Hunt, H. L.:! 


E! Paso Natural Gas Co 


See footnotes at end of table, p. ! 


Olin Gas Transmission Corp- 
Tennessee Gas Transmission Co 


OR cn dss 
Louisiana ---- 


purchasers—Continued 












































Sales | Revenues 
el rate R a esictcoakeninmen . 
Per 
| (Thousand Amount thou- 
cubic feet) | sand 
| cubic 
| feet 
— —_—. .| —_ —— -_———__—--  - 1 a - —_— 
| | Cents 
1, 544, 004 166, 968. 58 10.8 
956, 171 86, 046. 72 9.0 
4, 845, 068 | 515, 798. 69 10.6 
| 1,032, 584 | 104, 148. 45 10.1 
| 14, 939, 631 1, 188, 106. 17 8.0 
__| 34,216,174 | 3, 687, 621.07 10.8 
| 57, 533,632 | 5, 748, 689. 68 10.0 
———— ES 
6, 344 463. 02 7.3 
17, 631 2, 674. 89 15.2 
6, 941, 422 909, 311. 17 | 13.1 
| "370 663 45, 221. 00 12.2 
| 2,716, 627 451, 838. 00 | 16.6 
466. 221 42, 946. 00 9.2 
497, 607 31, 252. 54 | 6.3 
| 11,016, 515 1, 483, 706. 53 13.5 
82, 983 9, 128. 13 11.0 
2, 565, 470 96, 612. 92 | 3.8 
3, 781, 041 499, 151. 00 10.8 
7, 503, 475 848, 577. 00 11.3 
| 2,752, 324 114, 593. 00 4.2 
422, 816 54, 966. 38 13.0 
844, 691 129, 388. 12 15.3 
153, 083 14, 425. 88 9.4 
Dr as St eae os 
18,105,793 | 1, 676,752. 43 | 9.3 
ae | | a 
| 2,704. 704 307, 417. 44 | 11.0 
21,065,948 | 2,069, 982. 18 9.8 
| 23,860,652 | 2, 377, 399: 62 | 10.0 
| 23, 914, 051 3, 756, 014. 55 | 15.7 
| 
| | 
| 6,663, 788 649, 605. 00 9.7 
4, 950, 260 482, 509. 86 9.7 
| 9, 825, 396 1, 105, 537. 78 11.3 
| 452, 240 30, 358. 03 6.7 
73, 360 9, 323. 00 | 12.7 
-| 19, 647,463 | 2, 172, 083. 84 | 11.1 
| 2,276, 617 217, 754. 26 9.6 
| 50, 405, 571 3, 710, 135. 00 | 7.4 
1, 295, 555 | 129, 122. 82 10.0 
45, 811, 204 5, 283, 435. 70 11.5 
_| 12, 741, 648 1, 545, 141. 83 12.1 
| 575, 892 49, 526. 72 | 8.6 
1, 033, 227 88, 837. 00 8.6 
| 7,440, 273 1, 280, 713. 40 17.2 
42,060,160 | 4, 456, 798. 18 | 10.6 
1, 272, 308 159, 017. 17 | 12.5 
| 58, 097, 656 4, 255, 758. 24 7.3 
| SS 
264, 622,618 | 25, 625, 657. 83 9.7 
| 206, 499 20, 479. 30 | 9.9 
32, 460 3, 606. 73 11.1 
1, 270, 621 | 119, 121, 92 9.4 
| 7,887, 607 1, 121, 709. 38 | 14.2 
2, 492, 320 329, 396. 19 | 13.2 
271, 602 26, 925, 83 | 9.9 
| 12, 161, 109 1, 621, 239. 35 13.3 
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TABLE 5.—Sales by producers with sales of 10 million thousand cubic feet or more—by 
purchasers—Continued 


Producer-purchaser 


Hunt Oil Co.: 
Arkansas Louisiana Gas Co 
Lone Star Gas Co 
Southern Natural Gas Co 
United Gas Pipe Line Co-- 


DO tas cde eitinwin 


Lacy Rogers, Inc.: Lone Star_Gas Co-_. 


La Gloria Corp.: ! ew 
Arkansas Louisiana Gas Co 
Transcontinental Gas Pipeline Corp- - 


Total 


La Gloria Oil & Gas Co.: 
Texas Eastern Transmission Corp- 
Texas-Illinois Natural Gas Pipeline Co 
POG + otbslo ben ee adkimesdadascasccamman 
Lion Oil Co.: 
Arkansas Louisiana Gas Co 
Do 
E! Pas» Natural Gas ( 
Lone Star Gas Co 
Southern Natural Gas Co 
Southern Union Gas Co__. 
Texas Eastern Transmission Corp 
United Gas Pipe Line Co- 


Total ; 
Lone Star Producing Co.: 


. 
ao. 


Lone Star Gas Co.?_____- 
Lyons, McCord & Logan: 
Arkansas-Louisiana Gas Co 
Do. 


Magnolia Petroleum Co.:! 

Arkansas-Louisiana Gas Co--- 
Do__- 

Cities Service Gas Co- 
Do nut 

Consolidated Gas Utilities C orp. oe 

E] Paso Natural Gas Co- 
Do. 

Kansas Nebraska Natural Gas Co., Inc_____- 

Lone Star Gas Co 

Louisiana Natural Gas Cor D- 

Northern Natural Gas Co 

Olin Gas Transmission Corp- 

Panhandle Eastern oe ' Co 
Do 

Permian Basin P ‘ipeline Wee a se 

Tennessee Gas Transmission Co-___- 

Texas Eastern Transmission Corp- 

Texas Gas Transmission Corp. - -- 

Texas-Ilinois Natural Gas Pipe line Co. 

Transcontinental Gas Pipeline Corp__-_-.-- : 

Trunkline Gas Co. 
Se a. aan eiccemadaaadl 

United Fuel Gas Co____..----------- 

United Gas Pipe Line Co__-__-- 
irda hsetecag hired 


TUSOEL «co 
Marine Gathering Co.: 
mission Co. 


Tennessee Gas Trans- 


See footnotes at end of table, p. 886. 








State 


Louisiana - _- 
Texas_ 
Mississippi 
Louisiana. 


Texas- 
do. 


Texas_ 
do- 


Arkansas -- 
Louisiana. 
Texas. 

do_ 
Louisiana - 
Texas_ 
Louisiana _ 
Texas_ 


SN icon sista 


Arkansas. ----- 
SE oscanca 
Kansas.......- 
Oklahoma. .---- 
New Mexieo-- 
ae... 
Kansas........ 
Oklahoma_._-._-. 
Louisiana - - - -- 
Kansas_....-..- 
Louisiana - - -- 


Tex: aS. 


| Louisiana ____- 


I mae 
Louisiana 
oe ET 

Texas__- 

Louisiana _-_- 
..do. 

US Soca 


Dt dso ant cacaien, TE 
Louisiana - _- 


Sales 


(Thousand 
cubic feet) | 


5, 057, 587 
2,901, 851 | 
5, 128, $45 
13, 693, 581 





26, 781, 864 


16, 082, 112 | 








231, 165 | 
28, 059, 349 


28, 290, 514 


3, 575, 437 
14, 623, 845 


18, 199, 282 


120, 466 
285, 435 | 
280, 380 
, 833, 648 | 
131, 303 | 








653, 496 
1, 174, 163 | 
384, 104 | 






"862, ' 995 
2, 012, 235 | 


341 
595 
076 | 


| 1,243, 
, 029, 
, 329, 


, 602, 012 | 


913 | 
607 


704, 
735, 





376 | 
013 | 
429 | 
308 | 
236 | 
989 | 
975 | 
976 

901 

613 | 
003 | 
459 | 
100 | 
391 


, 523, 
| 243, 
-| 1, 490, 
646, 
| , 095, 
| » 715, 
| 4,672, 
| 86, 
166, 
449, 
234, 
110, 
586, 
, 275, 
| 1,008, ; 
121,! 
030 ! 

, 928, 253 








PR» ms 


, 706 | 


19, 667, 153 | 


621, 137 | 














Revenues 
Per 
thon- 
Amount sand 
enbic 
feet 
Cents 
658, 678. 49 13. 0 
323, 904. 81 11.2 
347, 66. 00 6.8 
1, 833, 289. ). H 13. 4 
118 
1: 366, 5 979. 89 8.5 
24, 406. 13 10.6 
2 » 026, 293. 00 7.2 
2. 050, , 699. 13° 7.2 
440, 020. 95 12.3 
1, 118, 172. 00 7.6 
: 588, 192. 95 8.6 
9, 901. 12 8.7 
34, 321. 56 | 12.0 
27, 828. 05 | 9.9 
1, 145, 395. 96 | 9.7 
13, 268.00 | 10.1 
52, 708. 77 8.1 
166, 614. 81 14.2 
26, 263. 7 6.8 
1, 476, 302. 24 ies 9.9 
3, 296, 354. 40 10.3 
148, 281. 86 11.9 
1, 580, 177. 02 10.5 
171, 908. 61 | 12.9 
1, 900, 304. 49 | 10.8 
= | == 
57, 273. 99 | 8.1 
55, 097. 60 | 7.6 
2, 037, 571. 36 | 11.0 
24, 301. 30 10.0 
149, 042, 90 | 10.0 
66, 200. 02 10. 2 
3, 076, 016. 43 | 10.2 
63, 003. 91 8.8 
381, 714. 02 | 8.2 
6, O88. 32 | 7.0 
18, 359. 11 | 11.0 
24, 728. 73 5.5 
25, 740.00 | 11.0 
409, 952. 00 | 5.8 
150, 679. 57 9.5 
2, 894, 310. 08 | 12.4 
— 244. 23 | 10.7 
8, 505. 70 | 7.0 
1, 852) 055. 00 | 7.4 
7 53, 358. 00 | 16. 6 
53, 289. 00 9.4 
“2 899. 00 11.1 
504, 239. 20 16.0 
2, 937, 827. 97 9.1 
341, 594. 85 7.6 
16, 042, 092. 29 9.9 
1, 962, 094. 98 10.0 
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TABLE 5.—Sales by producers with sales of 10 million thousand cubic feet or more—by 
purchasers—Continued 

















| Sales | Revenues 
ee ae ee 
Producer-purchaser State Per 
| (Thousand Amount thou 
| cubic feet) sand 
| | cubic 
| feet 
. | | Cents 
Natural Gas & Oil Corp.: 
Kansas Power & Light Co..-.--.....--__-.- | Kansas_...___- | 166, 462 | 13, 316. 96 8.0 
Louisiana Natural Gas Corp....-.......-..-- Louisiana - ___- 522, 180 | 48, 286. 93 9.2 
Mississippi River Fuel Corp.?_..........-...-|----- Ps a cenvest Mee a 062 | 1,293, 986.00 12.0 
Texas Gas Transmission Corp------.-.-- <neeeared Pi cncens 80, 730 | 80, 001. 43 10.2 
| poemedipaiineiiis 
I iceninenics-p pee =tgeceenmn~ csnetaals axauecewax -| 12, , 293, 434 | oe 435, 590, 42 11.7 
Northern Natural Gas Producing Co.: 
nae aS ae Kansas-_....... 25, 151, 320 2, 765, 502. 83 11.0 
eee hi deans emnachwnandnesind Texas.........| 6,580, 427 533, 403. 29 8.1 
Panhandle Eastern Pipeline Co___.--..---.-- Kansas._-._..- 66, 353 7, 300. 00 11.0 
te gese8 ene cnewesecsecs 31, 798, 100 _ 3% 306, 206. 12 10.4 
Ohio Oil Co.: ! | 
Arkansas Louisiana Gas Co___.._..._---- Louisiana... 1, 020, 587 121, 254. 71 11.9 
ce ae ae ad Tavas......... 137, 954 | 9, 319.39 6.8 
Cumberland Allegheny Gas Co.._.-....--.-- West Virginia. 6, 752 1, 350. 40 20.0 
El Paso Natural Gas Co_ cuhsiaceuawcest ETO Beemnee..< 652, 256 64, 102. 97 9.8 
Kansas Nebraska Natural Gas Co., Inc__---- Nebraska - ___- 2, 831, 256 410, 532. 15 14.5 
Montana Dakota Utilities Co Montana__ 69, 327 5, 546. 16 8.0 
North Central Gas Co | Nebraska 3, 141, 345 | 439, 788. 30 14.0 
Permian Basin Pipeline Co New Mexico 4,295,011 | 408, 025. 32 9.5 
Southern Natural Gas Co Louisiana 590, 084 75, 695. 00 12.8 
Tennessee Gas Transmission Co _. Texas 1, 485, 129 | 204, 223. 50 13.8 
Transcontinent2] Gas Pipeline Corp do 33, 505,109 | 2, 868, 835. 00 8.6 
United Gas Pipe Line Co Louisiana 17,611,712 | 1, 865, 509. 23 10.6 
De... Mississippi | 12, 193, 868 | 2, 426, 744. 64 19.9 
ba 2 Texas | 470, 566 | 39, 415. 41 8.4 
Lia ~ age ae eee epee 
Total " 78, 010, 956 | 8, 940, 342. 18 11.5 
Pan American Production Co.: t 
Arkansas-Louisiana Gas Co | Louisiana 426, 235 50, 811. 32 11.9 
Olin Gas Transmission Corp do 716, 092 47, 172. 27 6.6 
Tennessee Gas Transmission Co Texas | 4, 002, 104 | 483, 799. 63 12.1 
United Fuel Gas Co | Louisiana.._ _| 45, 361, 898 7, 531, 921. 91 16.6 
United Gas Pipe Line Co | Texas | 935, 065 | 69, 188. 51 7.4 
Total | | 51, 441, 394 | = 8, 182, 893. 64 15.9 
Phillips Petroleum Co.:! | 
Arkansas Louisiana Gas Co Arkansas. | 388, 538 | 56, 590. 94 & 
cabro. Sae 5 Louisiana | 1, 684, 887 77, 204. 70 10. 5 
1 ae | Texas | 301, 530 20, 359. 99 6.8 
Cities Service Gas Co_- | Oklahoma | 14, 074, 132 | 991, 312. 29 7.0 
Colorado Interstate Gas Co Texas | 13, 614, 780 2, 105, 400. 00 15.5 
Consolidated Gas Utilities Corp | Oklahoma 499, 006 | 49, 900. 60 10.0 
Do. | ‘Texas | 12,136,145 | 1, 431, 538. 37 11.8 
El Paso Natural Gas Co | New Mexico__| 34, 412, 205 | 2, 422, 848. 12 7.0 
Do. | Texas ‘117, 615, 392 9, 428, 985. 20 8.0 
Kansas-Nebraska Natural Gas Co., Inc_......| Colorado-__----| 26, 345 3, 688. 30 14.0 
ee | Oklahoma..__-| 45, 124 | 4, 512. 40 10.0 
PEN I A eee epee | Texas.........| 1,208, 689 | 129, 414. 32 10. 7 
Michigan-Wisconsin Pipeline Co__- -|-- .-do___....../121, 549,396 | 11, 570, 423. 94 9.5 
Natural Gas Pipeline Company of America_.|_-_-- do 10, 574,940 | = 1, 480, 492. 00 14.0 
Northern Natural Gas Co $2373 5 Re ee ..-| 38,513,188 | 4, 805, 795. 64 12.5 
Panhandle Eastern Pipeline Co- --_- ____.| Oklahoma. 10, 482 1, 030. 00 9.8 
eae 2 - 4 Texas- .| 60,852,068 | 3, 032, 703. 00 5.0 
Permian Basin Pipeline wo... san New Mexico-_ -_! 690, 028 | 65, 552. 62 9.5 
ES ae -.------| Texas.........| 38,112,135 | 4, 287, 013. 39 11.2 
Southern Natural Gas Co .| Louisiana 8, 183, 740 1,058, 759.00 | 12.9 
Tennessee Gas Transmission Co- - --- ot _.do 5, 236, 722 525, 036.95 | 10.0 
et eee .| Texas. 757, 638 | 364, 216. 87 | 13. 2 
Texas Eastern Transmission Corp ..do 3 217, 645 428, 791. 39 13.3 
Texas Gas Pipe Line Corp. ; .do 231, 345 30, 847. 18 | 13.3 
Texas Gas Transmission Corp .| Louisiana - 283, 199 28, 311. 38 10.0 
Texas-Illinois Natural Gas Pipeline Co | Texas. 12, 371, 803 1, 323, 803. 00 | 10.7 
Texas Northern Gas Corp---- i Louisiana - 160, 999 14, 485, 21 | 9.0 
United Gas Pipe Line Co-_- do 697, 227 46, 664. 53 6.7 
Dar ne Texas__- 8, 070, 325 680, 881. 51 | 8.4 
EE, Gir cla Gold Gumetcatiechn sci ca. calc tdidar te tdin-as sd ae tp seen oa aa 507, 819, 653 


See footnotes at end of table, p. 886. 
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TABLE 5.— 


purchasers—Continued 


Pure Oil Co.: 

El Paso Natural Gas Co..-._.---- > 

Hope Natural Gas Co 

Lone Star Gas Co___-..--- We 

Montana-Dakota Utilities Co___- 

Olin Gas Transmission Corp 

United Gas Pipe Line Co 
oe ae 


Total 
Republic Natural Gas Co.:! 
Cities Service Gas Co 
Northern Natural Gas Co ‘ 
Panhandle Eastern Pipeline Co 
Do ‘ 
rennessee Gas Transmission Co- -- 
Transcontinental Gas Pipeline Corp 
United Gas Pipe Line Co 


Total 
Richardson, Sid, Gasoline Co.: El Paso Natural 
Gas Co. 

Shamrock Oil & Gas Corp.: 
Kansas-Nebraska Natural Gas Co., Ine 
Natural Gas Pipeline Company of America 
Northern Natural Gas Co 
Panhandle Eastern Pipeline Co 
Southwestern Public Service Co 


Total 


Shell Oil Co.: ! 

Arkansas-Louisiana Gas Co 
Colorado Interstate Gas Co 
E] Paso Natural Gas Co 

Do 
Iroquois Gas Corp 
Kansas-Nebreska Natural Gas Co., Inc 
Lone Star Gas Co__ 

Do 
Louisiana Natural Gas Corp_ 
Olin Gas Transmission Corp 
Panhandle Eastern Pipeline Co 


Do 

Tennessee Gas Transmission Co-.-- 
Do 

Texas Eastern Transmission Corp 
Do 


Texas Gas Pipe Line Corp 
Texas Gas Transmission Corp - 
Texas-Illinois Natural Gas Pipeline Co_ 
United Fuel Gas Co ‘ 
United Gas Pipe Line Co. 

Do 


Total 
Signal Oil & Gas Co.: ! 
Cities Service Gas Co 
Montana-Dakota Utilities Co 
Do : 


Total 


See footnotes at end of table, p. 886. 


Producer-purchaset 


1 


| 
} 
| 
| 
| 
| 








State 


eg 
West Virginia- 
/;, | eae 
Wyoming-.---- 
Mississippi_--- 
Louisiana 
Texas. ... 


} Oklahoms...- 


Kansas _..- 
do 

Oklahoma.... 

Texas 
do 
do 


Texas 


Oklahoma 
Texas 
_do 
do 
_do 


Louisiana 
Oklahoma.._- 
New Mexico 
Texas 

do : 
Colorado_. 


Oklahoma...__| 


Texas 
Louisiana. 
do 
Oklahoma 

Texas_ 






Mississippi 
Texas _ 

do 
Louisiana_ 
Texas 
Louisiana_ 

do 
Texas 


| Oklahoma 


| North Dakota_| 


| Wyoming 


Sales 


(Thousand 
cubic feet) 


12, 626, 166 
544, 032 

2, 233, 593 
12, 876, 653 
1, 399, 299 
52, 307, 071 
3, 613, 544 


76, 582 
, 988, 779 

2, 349 
i, 720 
, 905 
3, O21 
9, 985 


| 





2. 341 
, 466 


58, 
29 


ad, 4 


, 740 
, 700 
, 123 
7, 768 
, 620 


16,7 
46, 
26, 


5, 951 


614 
252 
51, 690 | 
230 | 
000 
», 910 | 
3, 802 
. 137 
, 630 
819 | 
5, 672 

307 | 
154 | 
859 

, 530 

770 


| 
625 
i 
| 
| 








810 | 
294 | 
352 
978 
189 





20, 714 | 


, 834, 384 
106, 758 | 
11, 525 


11, 952, 667 


20, 385, 


Revenues 


i 
| 
| 


Amount 


1, 295, 684. 06 
145, 149. 86 
251, 673. 38 
931, 769. 58 
112, 212. 73 

4, 668, 530. 57 
245, 854. 96 


7, 650, 875. 13 


2, 466, 846. 19 
3, 188, 765. 69 

7, 959. 00 
7, 777. 00 
3, 739. 12 
188. 00 
131. 54 


5: 
2 
415 


3, 
3, 
, 


6, 163, 406. 54 
2, 749, 208. 19 


1,041.14 

1, 440, 346. 00 
4, 821, 044. 32 
, 593, 541. 00 
26, 102. 34 





7, 882, 074. 80 


128, 
237, 
800, 
2, 345, 
3, 066, 
117, 


693. 95 
471. 00 
096. 97 
032. 30 
000. 00 
167. 40 


21, 104 





314, 
6, 795, 


836, 


218 
425. 


254 
1, 420, 126. 08 


15, 026. 11 
1, 152. 50 | 





1, 436, 324. 69 | 


881 


-Sales by producers with sales of 10 million thousand cubic feet or more—by 





Per 
thou- 
sand 
cubic 

feet 


ol nooonwnw 


oc ew 


oul aon- 


Ss 
— 


i@in 


16 


12.0 
14.1 
10.0 


12.0 
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purchasers—Continued 


Producer-purchaser 


Sinclair Oi] & C 

Cities Service ¢ 

Do 
Colorado Interstate Gas Co__ 
Consolidated Gas Utilities Corp 
E] Paso Natural Gas Co__- 

Do 
Kansas Power & Light Co 
Lone Star Gas Co____-_....-- 
Mountain Fuel Supply Co.. 
Natural Gas Pipeline Company of 
North Central Gas Co 
Northern Utilities Co_- Seco 
Panhandle Eastern P ipeline Co. 
Permian Basin Pipeline Co 
Tennessee Gas Transmission Co 
Texas Eastern Transmission Corp 
Texas-Illinois Natural Gas Pipeline Co 
United Gas Pipeline Co : 

eee acest 


as Co,:1 
ias Co_ 


Skelly Oil Co.:! 
Arkansas-Louisiana Gas Co 
Cities Service Gas Co-- 

Do-- 
Colorado Interstate Gas Co 
Fl Paso Natural Gas Co 
Kansas-Nebraska Natural Gas Co., 


Ine. 


Kansas Power & Light Co 


Panhandle Eastern Pipeline Co 
Permian Basin Pipeline Co 
Southern Union Gas Co 
See 
Tennessee Gas Transmission Co 
Do 


Texas Eastern Transmission Corp 
United Gas Pipe Line Co 


Toral : ah 


Sohio Petroleum Co.:! 
Cities Service Gas Co. . 
Olin Gas Transmission Corp 
Panhandle Eastern Pipeline Co 
Tennessee Gas Transmission Co 
Texas Gas Transmission Corp 
Texas Northern Gas Corp 
Transcontinental Gas Pipeline Corp_- 
Trunkline Gas Co 
United Gas Pipe Line Co 

Do 


Total 


Southern Production Co., Inc.:! 
Arkansas Louisiana Gas Co 
Consolidated Gas Utilities Corp___- 
Kansas Nebraska Natural Gas Co., 
Lone Star Gas Co. 

Olin Gas Transmission Corp 
Southern Natural Gas Co 

Do 
Texas Eastern Transmission Corp 
United Gas Pipe Line Co 


Total 


Inc. 


See footnotes at end of table, p. 886. 








State 


Kansas 
Oklahoma 
Kansas 
Oklahoma 
New Mexico 
Texas 
Kansas 


ao easce 
Oklahoma % 
New Mexico-- 
Texas __ 

.do 
ot 
Mississippi-_--- 
oo 


Louisiana ____ 
Kansas.......- 
Oklahoma_._-_- 


| Colorado 


New Mexico-. 
Colorado-_- 
Kansas_. 
Nebraska 
Oklahoma____- 
Kansas_. 
Texas 
New Mexico 
—, 
Texas 
Louisiana 
Texas 

do 


do. 


| Oklahoma. 


Lousiana 
Oklahoma 
Lousiana 
._.do 
do. 
do. 
Texas 
Louisiana 
Texas_ 


Texas 
Oklahoma. 


| Colorado. 


Texas 
Louisiana. 
do 

Texas 
do 
Louisiana. 


Sales 


| 

| 

| | (Thousand 
| cubic feet) 


| 
| 
| 
| 
| 


363, 493 


66, 886 
651, 123 
391, 786 
498, 942 
223, 023 
239, 778 
725, » 495 

67, 206 


| 


Sy pS 


3,818, 618 | 


2, 746, 317 
3, 154, 428 
322, 746 
305, 090 
16, 564, 687 
6, 013, 364 
2, 827, 635 
39, 366 

1, 235, 5: 539 


5A, 255, el 2 


10, 267, 305 | 


65 5, 722 


11, 126, 454 | 


ae 479 | 


7,460, 778 
980, 779 
1, 136, 524 


al 53, 868 


13, 503 

4, 846, 937 
3, 440, 029 
3, 648, 481 
1, 701, 840 
3, 424 

3, O85, 483 
1, 902, 947 
943, i 


- 68, 697, 865 


| 4, 234, 8290 
295, 803 
1, 256, 580 


| 12, 852, 941 





407, 707 
17, 556 


| 127, 055 
| 


164, 059 | 
1, 914, 520 | 


34, 387, 688 
26, 875, 168 
9, 059 

56, 166 


63, 958, 978 


3, 071, 


Revenues 
7a 


Amount 


43, 619. 
6, 423. 
315, 093. 
139, 178. 
443, 109. 77 
714, 146.79 
27, 392. 88 
, 398. 49 | 
, 782. 94 | 
; 8’ 928. 00 
2, 899. 15 
), 729. 82 
, 304. 00 
, 983. 59 
, 364, 52 
, 649. 57 
, 230. 00 
7, 807. 80 
853. 43 


16 
45 
00 
60 | 


3, 894. 96 


, 929. 88 
, 338. 68 
, 200. 55 
, 924. 00 
, 188. 48 | 
, 308, 97 
23, 861. 29 

5, 656. 31 

1, 349. 54 
2, 806. 29 
, 165. 00 
, 260. 38 









7" 193. 
1, 525, 592. 06 
7, 008 


8, 569. 66 


271, 862. 83 
29, 571, 54 
136, 185. 00 

1, 266, 843. 85 
63, 409. 18 

&O 
00 


5, 932. 
, 206, 








3, 393. 
770. 
2, 457. 
300. 
796. § 
281, 
§23. 
953. 62 
5, 405. § 


125, 
4, 140, 


4 


= 
rs 


7, 418, 882. 





5.—Sales by producers with sales of 10 million thousand cubic feet or more—by 


Per 
thou- 
sand 
cubic 

feet 


Cents 


12.0 
9.6 
11.8 
10.0 
9.8 
9.9 
11.4 
11.2 
11.6 
9.1 
6. 


7. 
10. § 
9. 


bo 
mouaeow 


_ 
3 


~ 
02 00 He 


~ 
ad 


10.5 


11.6 
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TABLE 5. 


Producer-purchaser 


Southern Union Gathering Co 
El Paso Natural Gas Co 
Southern Union Gas Co 


Total 


Southwest Gas Producing Co., Ine 
Mississippi River Fuel Corp 
Southern Natural Gas Co 
Tennessee Gas Transmission Co 
Texas Eastern Transmission Corp 
Texas Gas Transmission Corp 
Transcontinental Gas Pipeline Corp 


Total 


Stanolind Oil & Gas Co.:! 

Arkansas Louisiana Gas Co 
Do 

Cities Service Gas Co 

Colorado Interstate Gas Co 
Do 

E] Paso Natural Gas Co 
Do 
Do 


Kansas Nebraska Natural Gas Co., Inc 


Kansas Power & Li 
Lone Star Gas Co 
Louisiana Natural Gas Corp 
Montana Dakota Utilities Co 
Mountain Fuel Supply Co 
Northern Natural Gas Co-. 
Northern Utilities Co 
Olin Gas Transmission Corp 
Panhandle Eastern Pipeline Co 
Permian Basin Pipeline Co 
Southern Union Gas Co 
Tennessee Gas Transmission Co 
Texas Eastern Transmission Corp 

Do 
Texas Gas Pipe Line Corp 
Texas Gas Transmission Corp 
Texas-[llinois Natural Gas Pipeline Co 
Texas Northern Gas Corp 
Transcontinental Gas Pipeline Corp 
Trunkline Gas Co 


ht Co 


United Gas Pipe Line Co 
Do 
Total 
Sun Oil Co.:! 
Cities Service Gas Co 


El Paso Natural Gas Co 
Do 
Lone Star Gas Co 
Louisiana Natural Gas Corp 
Olin Gas Transmission Corp 
Permian Basin Pipeline Co 
Southern Union Gas Co 
rennessee Gas Transmission Co 
Do 
Texas Eastern Transmission Corp 
Do 
Texas Gas Pipe Line Corp 
Texas Gas Transmission Corp 
Transcontinental Gas Pipeline Corp 
Do 
United Fuel Gas Co 
United Gas Pipe Line Co 
Do 
Do 


Total 


See footnotes at end of table, p. 886. 
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Sales by producers with sales of 10 million thousand cubic feet or more—by 
purchasers 


Continued 
Sales tevenues 

State Per 

(Thousand thou- 

cubic feet Amount sand 

cubie 

feet 

Cents 
New Mexico_-.| 11, 507, 473 1, 861, 364. 16 | 16. 2 
do 3, 316, 598 632, 903. 56 | 19.1 
14, 824, 071 2, 494, 267. 72 16.8 

| i 

Louisiana 12, 238,953 | 1, 431, 326. 00 | 11.7 
do , 072 | 13, 416. 00 | 5.9 
do | 200, 784 | 28, 994. 31 10.0 
do 17, 984, 491 | 2, 559, 229. 04 14.2 
do 9, 559, 450 818, 127. 34 | 8.6 
do 230, 473 38, 333. 00 | 16. 6 
40, 532, 223 4, 889, 425. 69 | 12.1 
Louisiana 3, 252, 279 395, 227. 72 12.2 
Texas 1, 063, 397 98, 777. 75 9.3 
Kansas 75,089,142 | 8, 259, 805. 46 11.0 
do 124, 374 3, 680. 00 11.0 
| Oklahoma 481, 196 | 60, 504. 00 | 12.6 
Colorado 5, 706, 252 679, 186. 35 | 11.9 
New Mexico 14, 366, 369 1, 584, 725. 88 | 10.7 
Texas 12, 200, 130 1, 267, 661. 50 | 10. 4 
Kansas 12, 569. 26 | 11.0 
do 48, 349. 93 | ey 
Texas 81, 718. 38 7.3 
Louisiana 41, 922. 23 7.0 
Wyoming. 308, 808. 98 7.6 
Colorado 4, 716. 94 11.6 
Kansas... 21, 179. 84 | 9.8 
W yoming 634, 066. 58 | 7.0 
Louisiana 3 250, 991. 65 8.0 
Kansas 2. 150, 830. 00 7.1 
New Mexico 4, 670, 162 443, 664. 08 9.5 
do 3, 133, 151 322, 817. 99 10.3 
Texas 33, 721, 116 4, J64, 340. 10 2.1 
Louisiana 1, 104, 764 156, 870. 01 14.2 
| Texas 13, 980, 351 1, 796, 380. 27 12.8 
do 1,621,714 205, 051. 86 12.6 
Louisiana 1, 860, 871 149, 431. 34 8.0 
Texas 48, 356, 161 5, 074, 540. 00 10.5 
Louisiana 1, 782, 36 130, 890. 27 7.3 
| Texas 5, 2 375, 813. 00 7.2 
do 2, 153, 173, 918. 00 8.1 
Louisiana 4, 442, 127 342, 216. 21 7.7 
Texas 14, 20% 1, 108, 594. 14 7.8 
269, 605, 666 28, 209, 249. 72 10.5 
Kansas _- 7, 008 840. 96 12.0 
New Mexico 1, 341, 052 875. 56 9.6 
Texas 172, 458 299. 40 8.9 
do 5, 664, 311 746. 84 9.7 
Louisiana 122, 353 , 008. 10 9.0 
do 16, 112, 877 247.12 9.2 
New Mexico 295, O17 026. 59 9.5 
Texas 78, 453 5, 549. 67 7.1 
Louisiana 2, 401, 831 239, 488. 18 10.0 
Texas 4, 414, 059 531, 677. 34 12.0 
Louisiana 3, 063, 620 394, 069. 82 12.9 
Texas 4, 008, 181 414, 242. 50 10 3 
do 581, 682 76, 763. 89 13. 2 
Louisiana 158, 067 15, 801. 95 10.0 
do 7, 813, 420 1, 078, 765. 00 13.8 
Texas 12, 471, 226 898, 214. 00 7.2 
Louisiana 4,083, 412 653, 345. 92 16.0 
do 4, 694, 398 437, 062. ¢ 9.3 
Mississippi 2, 028, 123 402, 258. 19.8 
Texas 10, 347, 437 926, 374. 5: 9.0 
79, 858, 985 8, 291, 658. 06 10.4 
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TABLE 5. 


—Sales by producers with sales of 10 million thousand cubic feet or more—by 


purchasers—Continued 


























Sales | Revenues 
Producer-purchaser State Per 
(Thousand Amount thou- 
cubic feet) sand 
cubic 
feet 
ee - - - — | — ——_——— | . 
Cents 
Sunray Mid-Continent Oil Co.: 
Arkansas Louisiana Gas Co Louisiana 597, 887 48, 819. 91 8.2 
El Paso Natural Gas Co-_---- New Mexico 1, 036, 670 100, 166. 53 9.7 
0 ; Texas 737, 068 74, 966. 10 10. 2 
Kansas Power & Light Co--- Kansas__-_-- 103, 947 8, 315. 76 8.0 
Lone Star Gas Co_- Texas ; 5, 274, 868 482, 279. 76 9.1 
Permian Basin Pipeline Co : New Mexico. 454,014 43, 131. 12 9.5 
Tennessee Gas Transmission Co__...-.---- Texas | 18,811,295 | 2,117,038. 41 11.3 
Texas Eastern Transmission Corp-------- | es 4, 034, 823 436, 240. 35 10.8 
Transcontinental Gas Pipeline Corp- --- | Louisiana- 779, 880 126, 386. 00 | 16.6 
United Gas Pipe Line Co_- do 1, 350, 435 132, 298. 73 9.8 
Do | Mississippi____| 82, 137 16, 290. 80 19.8 
Do i NN se 36, 539, 681 3, 724, 633.01 | 10. 2 
Total. _. | 69, 782, 705 | 7, 310, F66. 48 10. 5 
Superior Oil Co.: ! | | 
Cities Service Gas Co. Kansas 138, 686 16, 642. 32 12.0 
Colorado Interstate Gas Co. |} Oklahoma 830, 327 99, 616. 00 12.0 
El Paso Natural Gas Co-__- | New Mexico- 1, 128, 286 | 111, 228. 06 | 9.9 
Do Texas _- | 646, 259 | 66, 722. 35 10.3 
Kansas Nebraska Natural Gas Co., Inc_- | Colorado 9,017 1, 262. 44 14.0 
Do Nebraska. ____| 267, 040 | 28, 039. 19 10.5 
Lone Star Gas Co Oklahoma. 542, 484 | 49, 452. 81 9.1 
Natural Gas Pipeline Co. of America | do 6, 161 | 955. 00 | 15.5 
Olin Gas Transmission Corp 647, 485 | 42, 549.00 | 6.6 
Southern Natural Gas Co 24, 579,738 | 1, 643, 732. 00 6.7 
Tennessee Gas Transmission Co | 1, 475, 407 178, 419. 85 12.1 
Texas Gas Transmission Corp Louisiana 420, 367 | 42, 969. 94 | 10.2 
Texas Northern Gas Corp } do 558, 592 | 51, 513. 36 9.2 
Trunkline Gas Co-_- do 21, 749,209 | 2,049, 811.00 9.4 
Do Texas 5, 636, 302 | 495, 902. 00 | 8.8 
United Gas Pipe Line Co Louisiana 806, 129 | 78, 461. 83 | 9.7 
Do Mississippi 1, 164, 211 | 113, 328. 11 9.7 
Do. Texas_ 1, 138, 093 | 83, 147. 59 | 7.3 
61, 743, 793 5, 153, 75% 8.3 
Texas Co.: | | 
Arkansas Louisiana Gas Co-- Louisiana | 1, 238 185. 70 | 15.0 
Cities Service Gas Co Kansas 2, 408, 294 264, 912. 12 | 11.0 
Do Oklahoma 228, 847 22, 486. 96 9.8 
Colorado Interstate Gas Co__ | Colorado 488, 265 72, 516. 00 14.9 
Consolidated Gas Utilities Corp Oklahoma 523, 558 52, 355. 80 10.09 
El Paso Natural Gas Co__. | New Mexico__} 710, 099 | 66, 244. 14 | 9.3 
Do | Texas | 11,815, 181 1, 084, 265. 86 | 9.2 
Kansas Nebraska Natural Gas Co., Inc. Colorado 407, 900 | 50, 158.45 | 12.3 
Do Kansas | 323, 062 26, 813. 51 8.3 
Kansas Nebraska Natural Gas Co. Inc | Oklahoma | 535, 535 | 53, 553. 50 10.0 
Lone Star Gas Co.- | Texas | 1,038, 941 | 107, 181. 60 | 10.3 
Mountain Fuel Supply Co Colorado | 1,412, 959 | 160, 887. 22 11.4 
Northern Natural Gas Co__ Kansas | 943, 102 106, 072. 20 11.2 
Do | Texas | 2,363, 892 | 251, 283. 48 | 10.6 
Olin Gas Transmission Corp. Louisiana. | 19, 844, 951 3, 178, 457. 71 16.0 
Panhandle Eastern Pipeline Co Kansas 355, 335 39, 090. 00 | 11.0 
Do Oklahoma | 85, 484 8, 400. 00 9.8 
Permian Basin Pipeline Co_. | New Mexico_.| 3, 625, 262 344, 400. 10 | 9.5 
Tennessee Gas Transmission Co | Texas | 2, 789, 152 342, 155. 64 12.3 
Texas Eastern Transmission Corp | do | 898, 395 94, 951. 92 10.6 
Texas Illinois Natural Gas Pipeline Co | do | 15,298,272 | 2,371,111.00 15.4 
United Fuel Gas Co | Louisiana- | 32, 116, 169 5, 659, 293. 16 | 17.6 
United Gas Pipe Line Co__ | do | 13, 284,604 | 1, 393, 807. 94 | 10.5 
Do | Mississippi | 4,186,140 771, 218. 09 | 18.4 
Do Texas | 13,479,883 | 1, 185, 081. 53 8.8 
Total |129, 164, 520 | 17, 706, 883. 63 13.7 
Texas Eastern Production Corp.: Texas Eastern | Texas 12, 421, 794 1, 333, 221. 55 10.7 
Transmission Corp.? 
Texas Gas Products Corp.: E] Paso Natural Gas | Texas. 30, 815, 459 3, 194, 587 10.4 


Co. 


See footnotes at end of table, p. 886. 
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TABLE 5. 


Producer-purchaser 


ulf Producing Co.: 

180 Natural Gas Co > 
n Gas Transmission Corp 
Texas Gas Pipe Line Corp 
United Fuel Gas Co 

United Gas Pipe Line Co 

Do 





Total 


Tide Water Associated Oil Co.: ! 

Cons idated Gas Utilities Corp 
El] Paso Natural Gas Co 

Do a 
Lone Star Gas Co__-_- 

Do a : 
Olin Gas Transmission Corp 
Southern Natural Gas Co 
Tennessee Gas Transmission Co 
rexas Eastern Transmission Corp 
Texas Gas Transmission Corp 
Texas Illinois Natural Gas Pipeline Co 
Texas Northern Gas Corp 
Transcontinental Gas Pipeline Corp 
United Fuel Gas Co 
United Gas Pipe Line Co 

Do 

Do 


Total 


Union Oil & Gas Corporation of Louisiana: 
Olin Gas Transmission Corp 
lexas Gas Transmission Corp 


Total 


Union Oi] Company of California 
El Paso Natural Gas Co 
Louisiana Natural Gas Corp 
Olin Gas Transmission Corp 
Tennessee Gas Transmission Co 
Texas Gas Transmission Corp 
Transcontinental Gas Pipeline Corp 
United Gas Pipe Line Co 


Total 


Union Producing Co.: 
Arkansas-Louisiana Gas Co 
Olin Gas Transmission Corp 
Southern Natural Gas Co 
Trunkline Gas Co 
United Gas Pipe Line Co.2 

Do? 


Do 
Total 


Union Sulphur & Oil Corp 
Louisiana Natural Gas Corp 
Olin Gas Transmission Corp 
r Pipe Line Corp 


POXAS Ure 


Texas Northern Gas Corp 


notes at end of table, p. S86 
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-Continued 


State 


OOD wince 
Louisiana 
Texas 
Louisiana - 
do 
‘Texas 


Oklahoma 
New Mexico. 
Texas . 
Oklahoma 
‘Texas 
Louisiana 
Mississippi 
Texas. 

do 
Louisiana. _-. 
Texas- 
Louisiana - 
Texas 
Louisiana 

do 
Mississippi 
Texas 


Louisiana 
do 


Texas 
Louisiana 
do 
do 
do 
do 
do 


Louisiana 
do 
Texas 
do 
Louisiana 
Mississippi 
Texas 


Louisiana 
do 

Texas 

Louisiana 


Sales 


88 


Revenues 


| (Thousand | 


cubic feet) 


3, 170, 

1, 078, 

314, 688 

3, 103, 200 

10, 428, 113 
| 2, 833, 219 


307 


20, 928, 297 


199, 363 
| 3,242, 212 
4, 681, 901 
111, 486 
13, 733, 963 
3, 402, 77 
1, 388, 187 


3, 121, 522 
2, 518, 206 





770 | 


Amount 

| 

325, 891. 92 | 
119, 867. 66 | 

| 32, 109. 21 

| 496, 512. 00 


1, 033. 811 


239, 552 


82 





2, 247, 724. 86 


=| =—_ ———— 


19, 936. 30 
| 311, 537. 58 
481. 914. 00 
11, 148. 60 
1, 436, 575. 12 
236, 110. 24 
93, 355. 00 
422, 238. 14 
| 268, 962. 05 
48, 549. 40 
704, 061. 00 
26. 028. 50 
476, 273. 00 
1, 404, 742. 44 
1, 891, 943. 75 
43, 938 


28 | 328. 332. ¢ 





76, 511, 72: 


| 9,381, 960 
32, 271, 675 


308, 310 


203, 481 | 


| 134, 177 
| 1,414, 057 
218, 217 


| 33, 022, 542 


13, 717, 981 


49, 018, 765 


280, 623 
3, 795, 393 


860, 876 | 


2, 665, 411 


100, 976, 868 | 


2, 984, 923 
115, 810, 689 


227, 374, 783 


18, 782, 477 
3, 623, 204 
21, 597 


3. 940, 111 






26, 367, 479 





| 41, 653, 635 | 





18, 307. 19 
| 140, 419. 14 

21, 815. 16 
5, 270, 749. 00 
1, 360, 037. 29 





|— 
| 6, 856, 647. 35 


| 

| 33, 185. 48 

} 517, 993. 44 
116, 640. 00 
295, 348. 00 

8, 146, 689. 02 
363, 003. 38 

9, 105, 618. 54 


18, 578, 477. 86 


1, 693, 390. 26 
380, 445. 90 
1, 770. 27 


362, 401. 84 


97 


ai 


2. 438, 008 





| 8, 205, 646. 02 | 
985, 105. 84 | 
3, 245, 385. 61 | 


4, 230, 491. 45 | 


30, 410. 79 | 





14, 908. 78 | 


Per 
thou- 
sand 
cubie 

feet 


Cents 


11. 
10, 
16. 

9. 


8 


10. 


10. 


9 


10.: 
10. 
10. ! 


NN Oe aOwe 


| oo 
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10. 
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isn) oe 


~~) =O 


5 


Sales by producers with sales of 10 million thousand cubic feet or more—by 
purchasers 


moo 


< 


0 
. 6 


IaNonow 


~oOo>~ 


0 


rm 


wn 


| mon 


in 


aH 








886 NATURAL GAS ACT 























TABLE 5.—Sales by producers with sales of 10 million thousand cubic feet or more—by 
purchasers—Continued 
Sales Revenues 
Producer-purchaser State Per 
(Thousand Amount thou- 
cubic feet) | . sand 
cubic 
feet 
Cents 
United Carbon C 
Arkansas-Lou' iona Gas Ce Louisiana 605, 164 82, 870. 47 11.9 
Godfrey L. Cabot, Ine West Virginia 17, 984 3, 048, 72 17.0 
Colorado Interstate Gas Co Texas 11, 776, 099 1, 782, 459. 00 15.1 
Consolidated Gas Utilities Corp Oklahoma 343, 789 34, 378. 90 10.0 
Hope Natural Gas Co West Virignia 863, 306 172, 661. 20 20.0 
Inland Gas Corp Kentucky 8, 771 877. 10 10.0 
South Penn Natural Gas Co West Virginia 31, 959 4. 474. 26 14.0 
Southern Natural Gas Co Louisiana 16, 044, 298 1 10.9 
Texas Gas Transmission Corp do 387, 261 8.1 
United Fuel Gas Co Kentucky 5, 812, 411 1, 22.4 
Do West Virginia 334, 715 52, 731.05 | 15.8 
Total 36, 315, 757 5, 212, 237. 77 14.4 
United Producing Co.: | 
Cities Service Gas Co Kansas 7, 025, 655 834, 209. 48 11.9 
Do Oklahoma 279, 030 27, 418. 06 9.8 
Colorado Interstate Gas Cc Kansas 2, 300, 153 276, 018. 00 12.0 
Hope Natural Gas Co Virginia 816, 784 27.9 
Do West Virginia 8, 216, 181 2, 323, 28. 3 
Northern Natural Gas Co | Oklahoma 262, 442 25, 788. O8 9.8 
Panhandle Eastern Pipeline Co Kansas 2, 306, 580 265, 387. 00 11.5 
Do Oklahoma 1, 497, 534 200, 943. 00 13. 4 
Total 22, 704, 359 4, 180, 631. 63 | 18.4 
Warren Petroleum Corp.: ! | 
Arkansas Louisiana Gas Co Texas 4, 040 154, 129, 28 | 11.4 
E] Paso Natural Gas Co-_- New Mexico 966 1, 827, 406. 13 8.3 
Do Texas 180, 588, 24 | 10.5 
Lone Star Gas Co Oklahoma 2, 141, 605. 10 10.0 
Do Texas _. 84, 6.3 
Mississippi River Fuel Corp 7 do.. 28, 926. 00 3.0 
Northern Natural Gas Co Kansas 352, 461. 56 | 11.0 
Permian Basin Pipeline Co New Mexico 115,117.47 | 9.5 
Do Texas 27, 257.09 9.2 
Publie Service Corporation of Texas do .ad0 80, 169. 25 9.0 
Tennessee Gas Transmission Co Louisiana 2, 009 12, 165. 95 10.0 
Texas Eastern Transmission Corp Texas 5, 663 62, 482.75 | 12.6 
Texas-Illinois Natural Gas Pipeline Co do 5, 660, 058 878, 771.00 15.5 
United Gas Pipe Line Co do 949 64.71 | 6.8 
Total___- y | 60, 111, 858 5, 945, 928. 44 9.9 
Western Natural Gas Co. et al.: | 
Cities Service Gas Co Kansas 8, 7S! 965, 917. 07 11.0 
El Paso Natural Gas Co. New Mexico 10, 127, 971, 468. 11 9.6 
Tennessee Gas Transmission Co Texas 11, 212, 156 1, 317, 540. 19 11.8 
Transcontinental Gas Pipeline Corp- - do 30, 329, 806 2, 177, 603. 00 7.2 
Total_____. <a eae , oe ie 2 60, 454, 950 5, 432, 528. 37 | 9.0 
| 


! Includes sales by producer named in association with other producers 
2 Pipeline company associated with producer 
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TABLE 6.—IJnterstate natural gas pipeline companieg reporting direct purchases 
of natural gas from producers, 1955 


Amere Gas Utilities Co. 
Arkansas-Louisiana Gas Co. 
Atlantic Seaboard Corp. 

Bluefield Gas Co. 

Godfrey L. Cabot, Inc. 

Carnegie Natural Gas Co. 

Central Kentucky Natural Gas Co. 
Cities Service Gas Co. 

Colorado Interstate Gas Co. 
Colorado-Wyoming Gas Co. 
Commercial Gas Pipeline Co. 
Consolidated Gas Utilities Corp. 
Cumberland & Allegheny Gas Co. 
El Paso Natural Gas Co. 

Empire Gas & Fuel Co., Pennsylvania 
Equitable Gas Co. 

Fort Smith Gas Corp. 

Gas Transport, Ine. 

Home Gas Co. 

Hope Natural Gas Co. 

Inland Gas Corp. 

Iroquois Gas Corp. 
Kansas-Colorado Utilities, Ine. 
Kansas-Nebraska Natural Gas Co. 
Kansas Power & Light Co. 
Kentucky-West Virginia Gas Co. 
Lone Star Gas Co. 

Louisiana Natural Gas Corp. 
Louisiana Neveda Transit Co. 
Manufacturers Light & Heat Co. 
Michigan-Wisconsin Pipe Line Co. 
Mississippi River Fuel Corp. 
Montana-Dakota Utilities Co. 
Mountain Fuel Supply Co. 


Natural Gas Company of West Virginia 

Natural Gas Pipeline Company of 
America 

New York State Natural Gas Corp. 

North Central Gas Co. 

North Penn Gas Co. 

Northern Natural Gas Co. 

Northern Utilities Co. 

Ohio Fuel Gas Co. 

Olin Gas Transmission Corp. 

Panhandle Eastern Pipeline Co. 

Pennsylvania Gas Co. 

Permian Basin Pipeline Co. 

Public Service Corporation of Texus 

South Penn Natural Gas Co. 

Southern Natural Gas Co. 

Southern Union Gas Co 

Southwestern Public Service Co. 

Sylvania Corp. 

Tennessee Gas Transmission Co. 

Texas Eastern Transmission Corp. 

Texas Gas Pipeline Corp. 

Texas Gas Transmission Corp. 

Texas-Illinois Natural Gas Pipeline Co. 

Texas Northern Gas Corp. 

Transcontinental Gas Pipeline Corp. 

Trunkline Gas Co. 

Union Gas System, Inc. 

United Fuel Gas Co. 

United Gas Pipeline Co. 

United Natural Gas Co. 

Washington Gas Light Co. 

Zenith Gas System, Inc. 


Mr. Macponatp. I note with interest—are you representing Lyons, 


McCord & Logan today ? 
Mr. Lyons. No. 
is Lyons & Logan. 


That firm does not exist today. 


The firm today 


Mr. Macponarp. Lyons & Logan. 

Mr. Lyons. Mr. McCord has retired from the firm, sir. 

Mr. Macponatp. Are you representing them today ? 

Mr. Lyons. I am a partner in that firm. 

Mr. Macponarp. IT understand that, but are you representing them 


im your statement ? 
Mr. Lyons. I am. 


Mr. Macpona.p. I see that you say you are president, also, of the 
Mid-Continent Oil & Gas Association. 


Mr. Lyons. I am. 


Mr. Macponatp. I was wondering if you were wearing 2 caps today, 


or just 1. 


Mr. Lyons. I never wear but one, Mr. Macdonald. 
Mr. Macponatp. All right, sir. So that you are representing your 


own firm? 


Mr. Lyons. I am representing the people that I said I represent. 
I represent my own firm, and I represent the Mid-Continent Oil & 


Gas Association. 
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Mr. Macpona.p. I see you said you have 8,500 members in that 
association. 


Mr. Lyons. That is right. 

‘ iefly _ AcDONALD. What are the requirements for membership, 
rie 

Mr. Lyons. That you be an oil or gas producer in the Mid-Continent 
area. 

Mr. Macponarp. An oil or gas producer. 

Well, of that membership, how many are gas producers? 

Mr. Lyons. W ell, I hardly know how to classify them. For in- 
stance, take myself, I produce both oil and gas. I don’t know whether 
T am an oil producer or gas producer. I think Iam both. So I just 
don’t know what it would be. 

Mr. Macponaip. We are not having oil hearings today. We are 
having gas hearings. And when you said you were representing 8,500 
members, I was wondering whether you represented 8,500 gas 
producers. ; 

Mr. Lyons. Well, obviously they won’t all produce gas. Iam sure 
there are some who don’t produce gas. How many, I don’t know. 

Mr. Macponarp. Well, actually, these figures continue to astound 
me, because the official figures of the FPC say there is just a total of 
5,000 gas producers in the country, and you say you represent 8,500 

We had another man in here earlier who said he represented 13,000. 

Mr. Lyons. Well, many, many people 

Mr. Macpvonap. So I find it a little difficult to figure out who is 
right. 

“Mr. Lyons. Many people produce gas who are not listed as the 
operator of a gas well. Perhaps you do, or some of the people in your 
district might own an undivided interest in a lease. They would be 
eligible for membership in our association, but they would not be 
listed as a producer, as an operator of a lease, on a Federal Power 
Commission official list. 

Mr. Macponaxp. All right, sir. 

Now, of this membership, how many of those that are members 
of your organization produce less than 2 billion cubic feet? 

Mr. Lyons. I just don’t know. 

Mr. Macponatp. You just do not know. 

Well, do you have a list of your members? 

Mr. Lyons. Not with me; no. 

Mr. Macvonautp. The Federal Power Commission can tell very 

easily. All I need to know is the name, and I can tell you. 

Would you be w illing to give me a membership list ? 

Mr. Lyons. No, sir; I would not. That would involve a lot of 
unnecessary work that I don’t deem relative to this hearing. 

Mr. Macponatp. My whole point 

Mr. Lyons. I would do so if the committee as a whole wanted it. 

Mr. Macponap. All right. The committee as a whole is not here. 

Mr. Lyons. I can’t be chasing around the country getting up a list 
that is irrelevant. 

Mr. Macponatp. I mean this in a most respectful way, sir. 

Mr. Lyons. I want to do that, also. 

Mr. Macponap. By inference, you are appearing here today repre- 
senting 8,500 members. My point is, since your apparent concern is 
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with your own company, and since you would not be freed from Fed- 
eral regulation under my bill, it seems to me that maybe there is a 
conflict of interest between your own company and these small pro- 
ducers who would be released. 

Mr. Lyons. There is none whatsoever. 

Mr. Macponarp. Well, it seems 

Mr. Lyons. Of course, that is my opinion, and you are entitled to 
yours. 

Mr. Macponap. Well, it is not a question of opinion, sir. If—and 
you make a very forceful statement, and a very forceful presenta- 
tion—if your entire argument, as described by Mr. Alger, is to take 
these people out from Federal regulation, and let free enterprise 
triumph, what possible objection could you have to people who do not 
produce more than 2 billion coming out from under Federal regu- 
lation ? . 

Mr. Lyons. Well, in the first place, you start in the right direction. 
You are 10 percent right, but you are 90 percent wrong. 

Mr. Macponatp. Right, sir. All right. 

The Cuarrman. Mr. Macdonald, I believe you will have to defer it. 

Mr. Macponatp. I will defer it with this question : 

But you say you are representing 10 percent; that is what staggers 
me. 

Mr. Lyons. I haven’t said I represented 10 percent. I said I repre- 
sented the 8,500 members of our association and my own firm. I do, 
sir. 

Mr. Macponaup. We will be back 

Mr. Lyons. I never said I represented 

Mr. Macponaip. We will be back this afternoon. 

Mr. Lyons. O. K.; fine. 

The Cramman. Mr. Bennett, would you like to have your time this 
morning ? 

Mr. Bennett. Mr. Lyons, I take it from what you said in response 
to a question by Mr. Staggers, that you are opposed to the regulation 
of any direct sales by pipelines to industry. 

Mr. Lyons. That I oppose—I didn’t quite get your question. 

Mr. Bennetr. I take it you are opposed to any regulation so far as 
direct sales to the industry are concerned, even though they are made 
by interstate pipelines. 

Mr. Lyons. I don’t believe—I am not sure that I understand your 
question. 

Mr. Bennerr. Well, under the present law, as I understand it, sales 
of natural gas made by a pipeline to an industrial user, even though 
it is an interstate pipeline engaged in interstate commerce, is not 
subject to regulation by any Government agency, the Federal Power 
Commission or anyone else, because under present law regulation is 
predicated on sale by the pipeline to somebody else for resale. Since 
the industrial purchaser does not resell it he is exempt from any type 
of regulation. 

Now, if this bill is going to pass, you are going to change completely 
the theory of controlling the price that the producer gets. Then should 
not the sales to which I have been referring likewise be subjected to 
the same formula that everybody else is going to be subjected to? 

Mr. Lyons. Well, I think you are talking about two different form- 
ulas there. One is regulation on the basis of reasonable market price. 
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The other would be the regulation of the end use of a competitively 
produced commodity. 

If you regulate the end use of gas, let’s say, it can’t be sold, the 
Federal Power Commission is going to say it cannot be sold, in this 
area, 

Mr. Bennett. I am not talking about regulating the end use. I am 
talking about applying this reasonable market price, formula across 
the board to all sales by pipelines. 

Mr. Lyons. I think we are really talking at cross purposes. What 
you are saying there is, you are asking me a question of whether I 
believe that the gas produced by an interstate pipeline company should 
receive the same treatment as gas produced by an independent pro- 
ducer. — 

Mr. Bennert. Oh, no. 

Mr. Lyons. Then I am missing the question completely, then, sir. 

Mr. Bennerr. You are familiar with the fact that’ the pipeline 
companies make direct sales to industry. 

Mr. Lyons. Yes, sir. 

Mr. Bennett. All over the country, in interstate pipelines. 

Mr. Lyons. Oh, yes. 

Mr. Brennerr. Under the present law, those types of sales are 
exempt. 

Mr. Lyons. That is right. 

Mr. Bennett. My question is: If we are going to apply the reason- 
able market price formula which the pipelines are going to pay the 
producers and which they are going to get from the distributing com- 
panies, why should not this formula be applicable to direct “sales? 
Why should they be a special class, since they are made as a result of 
interstate—— 

Mr. Lyons. Just to understand your question, in those cases your 
suggestion there would be that the price received by pipeline com- 
panies from the direct sale of gas to a customer would also be subjected 
to the reasonable market price standard? 

Mr. Bennett. That is right. That is my point, yes. 

Mr. Lyons. I can answer that. I understand your question now. 

Mr. Bennetr. Under this bill, the pipeline pays a reasonable mar- 
ket price, and that is the price that is passed on to the distributor. 

My question is; Why should that same price not be passed on to the 
one who makes the sale? 

Mr. Lyons. Well, I think there is a fundamental difference between 
the two situations that you recite. 

Mr. Bennett. What is the difference? 

Mr. Lyons. The difference is that in the first case you referred to, 
that is a transaction made directly between a buyer and a seller. It 
does not involve a large number of people where the public interest 
might be affected, and I just don’t believe that it is fundamentally 
right to prohibit the buyer and the seller from dealing on any basis 
they desire to deal on. 

Mr. Bennerr. You say it involves a relatively small number of 
people, and that probably is true. But when you say that it does not 
affect the public interest, I disagree with you completely, because 
the unregulated sale of gas that a pipeline makes, has the effect of 
either increasing or decreasing the price of gas which the public buys 
from the distributor, does it not? 
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Mr. Lyons. Oh, in an indirect way. I don’t know just what the 
effect would be on the various prices received by a natural-gas com- 
pany for the various commodities that it sells. I suppose they all get 
into some balanced relationship. I wouldn’t know what they were, 
though. 

I just, in the case you recited there, think you are denying the 
buyer-—— 

Mr. Bennerr. Pardon? 

Mr. Lyons. You are and you would be denying the buyer the right 
of his election, which is just fundamentally wrong. 

Mr. Bennett. Certainly; that might be true. But you are also 
denying the buyer the right of any control when you set up a formula 
here of a reasonable market price. 

The theory of this bill is that the producer gets a reasonable market 
price which is passed on, as far as inter state transactions are con- 
cerned, to the ultimate buyer, whether he is a homeowner or a factory. 
What is the difference ? 

Mr. Lyons. Well 

Mr. Bennetr. Let me give you a specific case: Suppose a pipeline 
company is paying 30 cents for its gas, and is getting 30 from a 
distributing company, and that is the fair market price which has 
been established. Do you think it would be fair to permit the pipeline 
company to sell the gas for 35 cents to a private buyer, 5 cents over the 
market, or do you think it would be fair to permit them to sell it at 
5 cents under the market ? 

Mr. Lyons. It would depend on all the factors that existed. I don’t 
know what those factors are, Mr. Bennett. 

Mr. Bennerr. Somebody would have to absorb it if it was sold 
under the market price, and somebody would be making a windfall 
if it was sold over the market price. 

Mr. Lyons. Of course, I don’t know. I don’t think so. You call 
it a windfall. I don’t know just what you mean by that. 

Mr. Bennerr. Suppose they sell it under the reasonable market 
price. Suppose that Panhandle Eastern sells its gas to the city of 
Detroit for 30 cents—I do not know whether that is right or not— 
but supposing it is 30 cents, and they go in and sell to an industry for 
25 cents. Who absorbs the difference ? 

Mr. Lyons. I just don’t think there is any relationship between 
those conditions. The factors are all different. There may be a very 
good reason why the consumer would get the lesser price or the greater 
price, or why the single-unit buyer may get a higher price or a lower 
price. It all depends on the factors involved. 

Mr. Bennett. Well, it has a 

Mr. Lyons. I just don’t believe that there should be a uniform price 
that a competitively produced product must be sold for to everybody. 

Mr. Bennerr. That is what you get, that is what this bill does. 

Mr. Lyons. I think if you ‘follow your argument through to its 
logical conclusion, you would say that General - Motors should not sell 
an automobile in Shreveport, La., for a higher price than it receives 
in Michigan. You see, there is just no relationship between the two. 
That does not follow. 

Mr. Bennett. No, I am talking about the sale of gas in the same 
area, not the sole of products in different areas. 
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Mr. Lyons. Are you saying that you believe a natural gas company 
ought to be required to sell gas to all people, customers, in a given 
area at a uniform price? If so, who would determine that area? 
Would it be in the city of Detroit, or the State of Michigan, or the 
two States of Michigan and Wisconsin ? 

You see you get into those things which are wholly unsound. 

Mr. Bennerr. Now we have a very fair way of regulating distrib- 
uting companies which sell to the public, as you know. 

Mr. Lyons. Let’s take— 

Mr. Bennett. Just a minute. 

The pipeline sells its gas to a local distributing company, normally, 
and that distributing company sells its gas to the public, and the 
regulation of the distributing company is by the State or city, or 
whatever the case may be. But there is regulation. 

What this bill does is to set up at the ‘producer end of the line a 
fair and reasonable market price. That is the price that is eo 
on to the pipeline, to the distributor, and ultimately to the consumer 

Now if all the gas in a given area goes through a distributing com- 
pany, and there were no direct sales to industry, the private distribut- 
ing company would broaden its base, increase its Income, and you 
would come out with a lower rate to the public because of the in- 
creased sale by the distributing company. 

Now do you see my point ? 

Mr. Lyons. Yes. But I certainly don’t agree with it. I just don’t 
believe that any pipeline company should be required to sell gas to 
residential and commercial consumers and to industrial users at the 
same price. The factors are different. The costs are different. 
There is just no relationship between the two. 

And if you required them to do so, sir, you would get right into 
end use. You would be excluding to the buyer, the industrial buyer, 
the use of one fuel. You would create a monopoly in other fuels. And 
if you are going to do that, then you ought to regulate the fuel that 
has a monopoly. 

The Cuatrman. Mr. Hale? 

Mr. Hate. I am sorry, I had to come in late and did not hear your 
statement, sir. So, under the circumstances, I cannot ask any ques- 
tions. 

Mr. Lyons. Mr. Bennett, I don’t want to be argumentative or con- 
tentious. I really want to give you a full answer to any question you 
want to ask, as I do any other member of this committee. 

I am certain of one thing: that we are asking these questions back- 
ward and forward, because we see the facts differently, we see the facts 
differently in the business of finding and producing gas because we 
don’t have the same familiarity with the facts. 

T would like this whole committee to come spend 2 weeks with me 
in Shreveport and live with me daily through the business of finding 
gas and oil, and I will show you our books, "T will show you what we 
owe the banks, you will see the whole thing, and I would like to extend 

an invitation to you. 

IT won’t pay your expenses [laughter], but I will promise you royal 
entertainment during the time you are in Shreveport. 

Mr. Bennett. Thank you. I think that is very kind of you. 

The Cuamman. We will take that under advisement. [Laughter.] 
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Mr. Lyons. I say it seriously, Mr. Harris. 

The Cuarrman. I know you do. 

Mr. Hale, did you have any questions you wanted to ask at this 
time ‘ 

Mr. Hate. No. 

The Carman. Mr. Staggers had a question he wanted to ask 
awhile ago. 

Mr. Sraccers. Just in connection with what Mr. Bennett was ask- 
ing, and I have read it over carefully again, there is nothing referred 
to on this direct ‘elon anyplace else in the President’s report except 
what I read to you. 

I am going to give it to you, and see if you can find it by 2 o’clock. 

Mr. Lyons. If I don’t find any difference, I will be glad to admit 
I don’t, sir. 

Mr. Sracerrs. I want to say this in connection with what Mr. Ben- 
nett had to say, that in 1955, the Federal Power Commission records 
show that the average consumer price of natural gas was 86.5 cents, 
und the average price to the industrial user was 18.3. 

I might ask you to think about that just a little bit before this after- 
noon. 

Also, that approximately 20 percent of our natural gas went into 
industrial use. That might vary just a little. But I would like for 
you to t: ake that into consideration. 

The Cuatrman. I think in consideration of that, you might keep 
i mind also that the natural-gas companies which are the interstate 
pipeline companies sell direct to the industrial user, and the com- 
parable prices there for comparison purposes would be what the 
natural-gas company or the long line sells for at the city gate. 

I think you might keep that in mind for more accurate comparison. 

The committee will adjourn until 1:30, at which time we will come 
back during the general debate. 

(Whereupon, at 12:20 p. m., the committee adjourned, to reconvene 
at 1:30 p. m., of the same day.) 


AFTERNOON SESSTON 


The Cuarrman. The committee will come to order. 

Mr. Bennett. 

Mr. Bennett. Mr. Chairman, I would like to direct the chairman’s 
attention to the second paragraph of section 5 of the bill and I wonder 
if I might ask him seve ral questions in respect of the meaning of 
some of the language in that section. 

The Cuarrman. Of course, Mr. Bennett, as I said a moment ago 
off the record, I would be glad to try to respond to any questions, 
but I happen not to be the witness at this time. 

I certainly will be glad to convey my impression or any explana- 
tion that I can possibly give, but I think we should do so at a time 
when we do not have a witness before us. 

If you want to ask the question of this witness in the record, and 
then permit me to respond at a time when I can put it in the record, 
I will be glad to do that. I leave that to you. 

Mr. Bennett. I know the chairman will give the best answer he 
could, and it will probably be a clear answer. I have endeavored to 
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find out from several witnesses the meaning of some of this. language 
without any success, at least from my point of view. 

I do not understand the language, and in my opinion it is ambig- 
uous in some respects. I just wanted to get it clear. 

The CuarrmMan. We will cover all of that, I am sure, at the appro- 
priate time. 

Mr. Bennett. I thought that we might do it now, to have this 
record clear. 

The Cuarrman. I will say this, the first day of the hearings I placed 
in the record what I thought was a rather clear explanation of section 
5. That is what you have reference to. It was a rather thorough 
explanation. 

(Off the record.) 

The Cuamman. I placed it in the record. I didn’t give it orally. 

T laid it in the record following the statement that I made. 

Mr. Bennett. I didn’t understand that. 

The CHarrman. I suggest that the gentleman go over that state- 
ment and then, perhaps, you could bring up things which are not 
clear to you. 

Mr. Bennetr. You made several statements with respect to regu- 
lation. Do you have any further explanation as to that? 


STATEMENT OF CHARLTON LYONS, SR.—Resumed 


Mr. Lyons. I interpret your position as meaning that the direct 
sale by a pipeline company to an industrial user could be regulated 
under the standards set up in the Harris-Fulbright bill. 

After thinking about it, I realized that is not what you had in 
mind. I am not familiar with that type of sales department as a mat- 
ter of principle. And I missed the point. 

But here is what I think about the matter in understanding the 
question, to answer it this way, as I understand it, I think that any 
sale by pipeline companies to an industrial user that is above his out- 
of-pocket cost to the pipeline for running gas to the industrial con- 
sumer lowers the price to the residential consumer. 

Let us say the pipeline company pays 10 cents in the field for gas, 
that it costs him 12 cents to move to the city for use there. 

That is a total cost of 20 cents, and he pays 10 cents in the field. 
The total price, his total cost, is 22 cents. 

Tf he can sell that gas at 10 cents to the industrial user, he breaks 
even. So that then there is no loss or gain to the consumer. 

But anything, any price that he receives above the price paid in 
the field of 10 cents, would accrue to the benefit of the residential con- 
sumer. That is true, because breaking down those costs again into 
10 cents paid in the field, 12 cents for all other costs, that 12 cents is a 
fixed charge. He pays that 12 cents whether he sells any gas to indus- 
trial consumers or not. 

So if he sells the gas at the price received in the field, he is on a 
break-even basis and no loss or gain results to the consumer. 

If he were to sell the gas to the industrial user for less than 10 
cents, the price he paid in the field, I think that would affect the con- 
sumer price adversely. But I do not believe there would be any 
cases in which the pipeline company would sell gas to the industrial 
user for less than that gas cost the pipeline in the field. 
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Then the sale is open to those involved in that type of transaction. 
For example, sales to industrial users usually are made on an inter- 
ruptible basis. And then there are certain pay provisions in contracts 
whereby they may have to pay for that gas whether they use it or 
not. Again the industrial buyer is in position to buy the fuel he 
prefers. He buys his fuel in open competition. 

So I do believe that the yardstick in that case is competition. 

As a matter of fact, and according to the records I have read and 
the discussions I have had, actually there are no industrial sales on 
the average at a higher price than are the average sales to residential 
and commercial consumers. That, sir, is my answer to the question, 

Mr. Bennett. If the gas that is sold directly to the industry by 
pipelines were regulated, I believe that all the gas would be sold to 
the distributing company in that area and the distributing company 
would sell to the industry under regulated price. 

Mr. Lyons. That is true. 

Mr. Bennerr. If that would happen, the distributing company 
would increase its volume of sales dollarwise, and it would sell to 
the household consumer at a lower rate; is not that true? 

Mr. Lyons. That would not necessarily follow. It depends upon 
the price that he received from the industrial consumer. 

Mr. Bennerr. Well, if he received a fair price set in accordance 
with the regulatory practices? 

Mr. Lyons. I think it would fall right back on the formula that I 
just outlined. If he received a higher price for that gas—— 

Mr. Bennerr. Any price he received from the distributing com- 
pany would be a fair price, the same as the price to the consumer. 

But. where the distributing company has the volume of business, 
would not that make it possible for it under the practice I have 
assumed to sell at a lower rate to the household consumer ? 

Mr. Lyons. Well, it would certainly increase the volume. Whether 
it would increase the profits or not, I don’t know. 

Mr. Bennerr. Well, it is likely that it would—it tends to be in 
that direction, wouldn't you say ? 

Mr. Lyons. Well, again, that would depend on all of the imponder- 
ables. The regul: ited companies may find themselves in a position 
where they are selling gas too high or too low to the industrial con- 
sumer, which, in turn, of course, would have a cor responding effect 
upon the consumer. 

Mr. Bennerr. The cost to a distributing company of selling gas to 
an industry would be less, would it not? The overhead cost would 
be less than selling it to the householder ? 

Mr. Lyons. That is a fair assumption. The greater the volume the 
less the unit cost, I think. 

Mr. Bennett. For one thing, they would have to have fewer em- 
ployees to check meters. They would just have one meter. That 
would be a saving, is that not true? 

Mr. Lyons. That is true. 

Mr. Bennerr. So the cost in selling the greater volume would be 
less, and would not the other consumers benefit by that increased 
efficiency and lowered cost ? 

Mr. Lyons. It is difficult to know what would happen in a case 
where we do not know what all of the facts are that may exist at any 
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particular time, but, certainly, if that happened, to the extent that 
the local distribution company sold gas at a higher or lower rate, to: 
industrial consumers, than it did to residential consumers, that would 
affect either favorably or adversely the price. 

It depends upon the conditions at the time. However, if that were 
to be done, in my judgment 

Mr. Bennett. You feel a great deal on this? 

Mr. Lyons. I feel a great deal on this, I think it is an experiment 
that would not have any solid basis and would not be justified unless 
you were going to violate fundamental principles that I believe we 
all believe in. 

Mr. Bennerr. It would not be departing from the fundamental 
principles in this bill that you believe in. 

Mr. Lyons. Yes. 

Mr. Bennetr. Where you are—— 

Mr. Lyons. But I do not believe that is the reason to compound 
the other. 

Mr. Bennett. But you could make it uniform—that. is my point. 

Mr. Lyons. Well, I am referring to my basic principle, Mr. Ben- 
nett. That is the only way I have of judging anything, any act of my 
life in business or otherwise, with principles I believe in. 

One is that the buyer in open competition has the right of choice. 
I don’t believe anyone has a right to deny him that right except where 
it is not in the public interest to do so. 

Mr. Bennetr. You are against any regulation. You seem to feel 
that the independent businessman in gas, the same as the businessman 
of any other commodity should not be regulated as to price? 

Mr. Lyons. Well, no, I actually say that 

Mr. Bennett. You think it is inevitable that something is going to 
be done. You don’t like the present situation either, do you / 

Mr. Lyons. I certainly do not contend in any sense that I am in- 
fallible. And whereas— 

Mr. Benner. I am just stating how I understood your views. Let 
me restate it. I will try to do it right at this point. 

Mr. Lyons. I believe that it is in the best interests of consumers that 
producers of gas not be regulated. 

Now, as I said this morning, many people use gas. And it may be 
that they do have some interest in gas that would make the type of 
regulation proposed in the Harris bill workable. Time w i tet 
And I am certainly willing to try the experiment. 

A lot of people think it ought to be done. The Cabinet Commit- 
tee somewhat said so. The President said so. 

I believe that the bill that has been worked out meets all of the 
requirements of all of the standards that have been made by those in 
authority. 

Mr. Bennett. Also. speaking for the administration, if I under- 
stood you correctly, they would regulate the so-called private sale, 
to industry ? 

Mr. Lyons. I do not wish to anticipate. What they are for today, 
I do not know. But I take the words that they have used in the past, 
and I interpret them to the best of my ability. 

And when I do that, these bills fall entirely within the framewor' 
of what has been said. 
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Mr. Bennerr. Let us talk about the situation of the pipelines as 
provided for in this bill. Do you think it is fair to give a public 
utility, which the pipeline is, the same standards of fixing the price 
as the independent producers ? 

Mr. Lyons. I do. 

Mr. Bennert. Even though the pipeline is a utility and- 

Mr. Lyons. Well, I don’t believe that where one department of a 
regulated company is separate, and completely competitive, that that 
dep: irtment ought to be regulated. 

There is another reason why it is in the public interest that pipelines 
in their gas finding activities be treated like other producers. 

Mr. Bennett, it is going to take a tremendous effort on the part of 
the producing industry to find the gas and oil that is going to be 
needed. 

In fact, that is needed today. And it is necessary that the gas and 
oil industry attract capital, and as soon as possible. 

I do not believe those who are not informed regarding the gas and 
oil. industry realize the tremendous responsibility, the tremendous task 
that faces the petroleum industry in supplying adequate supplies for 
the future, equally in peace as in war. 

Mr. Bennett. The pipelines, evidently, have been permitted to 
charge part of their expenses in the rate-fixing proceedings, all of the 
costs of exploration, development, drilling, and everything else. That 


cost has been passed on to and been paid by the people that bought the 
gas. Isn’t that true? 


Mr. Lyons. True. 

Mr. Bennett. If that is true, the pipelines are still in a position to 
continue to deal with exploration development and add to their re- 
serves. They have done that, haven’t they ? 

Mr. Lyons. Yes, that is true. 

Mr. BenNert. I mean the intent of this is that 

Mr. Lyons. I will let you finish. 

Mr. Bennerr. They have charged against their operating expenses 
and passed on to the consumer the cost of all of their efforts in this 
direction, and apparently have been satisfied with that rule because 
they have expanded their efforts. 

I am interested in this. Both in this bill and in the past, it is esti- 
mated that the consumers will have to pay the pipeline companies sup- 
plying gas, $180 million more than they would have had to pay if 
this formula did not go into effect. Do you not think that the public 
interest is involved in the establishment of that kind of windfall for 
the pipeline company ¢ 

Mr. Lyons. I do not like the use of the word “windfall.” You have 
invited the question, in fact you asked me several different questions 
and I will answer them in the order that I understood them. 

Mr. Bennett. All right. 

Mr. Lyons. In the first place, regarding the drilling activities of 
the gas industry, including the pipelines who engage in drilling, since 


the P hillips decision, is meaningless as to their future operations in 
that respect. 


The Phillips case was decided only in 1954. 


And then, the industry thought that the Harris bill would be passed 
last year,as it was. And that bill was vetoed. 
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Then came the efforts that have led to this meeting here today. 

It has not been very long since the Detroit case was decided. ‘That 
ease held that the producers had to be regulated on the beginning 
point of cost. 

Mr. Bennerr. Let me interrupt you right there to discuss that. 
That had been the rule for many years, the cost plus base. 

Mr. Lyons. Correct. 

Mr. Bennerr. And that was the rule that the court followed in the 
Phillips case, is not that correct ? 

Mr. Lyons. Yes. That rule has prevailed. However, we are talk- 
ing about the general activities, of course, of the industry and then 
strictly drilling activities of the pipelines. 

The gas finding, and the producing of gas and oil, is long range. 
And it takes about 5 years, Mr. Bennett, ‘to get together leases and 
drill a well and get it on production and develop any substantial 
amount of producible reserve. 

As TI said, all segments of the producing industry had expected 
that the Harris bill would become law, and certainly the pipelines 
did, and also that they would be afforded the same treatment as inde- 
pendent. producers. 

It has only been rather recently that any question has been raised 
as to whether that would be the case. 

Hence we have not yet felt the impact of the Phillips decision and 
the Detroit case. E verything now is dependent upon whether or not 
Congress is going to adopt these bills. 

I might liken what is happening in the industry today to an auto- 
mobile that was being driven at the rate of 70 miles an hour and ran 
out of gasoline. The momentum would carry the car on for quite a 
distance. 

That is what is happening today in the gas industry. And I know 
for a fact—I do not know whether you were here or not this morn- 
ing—but my firm has recently deve eloped a deep gas reserve, 13,000 
feet, in the swamplands of south Louisiana, in about 10 feet of water. 

This was a costly operation. The gas is undedicated. We do not 
know what to do about further development of this prospective area. 
[ know this, that if we are going to be regulated ‘ona utility basis we 
will not drill any more wells down there. In the first place, we can- 
not borrow the necessary money in the face of an uncertain price. 

Mr. Bennerr. I understand your position. Most of the large pipe- 
lines own their own material. Some own as much as 40, 50 percent 
of the gas that they sell, isn’t that true? 

Mr. Lyons. I do not know of any that own that much. Everything 
I have read is just the other way around. They transport. far more 
gas than they own. 

Mr. Bennerr. Here-are some figures'that were ‘taken from thefiles 
of the Federal. Power Commission which indicate that the Arkansas- 
Louisiana Gas Co. owns 23° percent—company-owned reserves—the 
Colorado Interstate 44.9 percent; the El Paso Natural Gas 21.3; the 
Natural Gas Pipeline Company of America 44.7; the Northern Nat- 
ural Gas 25.9; the Panhandle 43.5; Southern Natural 13. 

These are some of the companies that are creating the competition 
between themselves and the independent producers in arriving at the 
prices. Is that not true? 
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Mr. Lyons. They are certainly some—they are some of the natural 
gas companies, 

Mr. Bennerr. They do not have all of the gas they need. They 
buy gas from you. You are not a pipeline company, are you? 

Mr. Lyons. No. 

Mr. Bennett. So the pipeline companies owning reserves comes to 
you and makes a deal. ‘The higher the price they pay you for your 
gas, the greater extent they increase the value of their own reserves, is 
not that true? 

Mr. Lyons. Correct. 

Mr, Bennerr. Do you, therefore, think that the pipeline company 
is interested in holding down the price ! 

Mr. Lyons. You come down as I invited you this morning and let 
us go down and try to negotiate that gas we have in south Louisiana 
and I believe you would change your view. 

But I will tell you if you think that the pipeline company will pay 
a high price for gas, and that they do not negotiate the price every 
inch of the w ay, you are badly mistaken. 

Mr. Bennerr. It is not to their advantage to have a high price be- 
“AUse 7 does not have any effect on their own reserves ? 

Mr. Lyons. I would not agree with that because they have got to 
sell that gas in the distr ibution pattern in competition with all “other 
fuels. 

They are good businessmen. They are hardheaded and negotiate 
every contract right down to the last penny because it is good business 
for them todo so. And they have got to sell that gas in 1 competition. 

Mr. Bennerr. But one of these pipelines owns its own reserves. 
I named 8 or 9 of them, and there are others. Every time the price 
of gas goes up, the value of their reserves go up; is not that true 4 

Mr. Lyons. Yes. 

Mr. Bennett. All right. 

Now, the independent comes along, as a result of the Commission’s 
decision and if this bill became law, it would raise the value of Pan- 
handle’s reserves from several million dollars—3 or 4 million—to 
po eae itely $450 million. 

That $450 million would provide an increase of 13 cents per thou- 
sand cubic feet. 

Every time the price goes up Panhandle comes to you and makes a 
contract for a price increase of 1 cent. That raises the value of Pan- 
handle’s reserves by several millions of dollars if they can get the 
price increase; is not that true? 

Mr. Lyons. Yes. 

Mr. Bennerr. And that is true with the other companies the same 
as this. They are all competing. 

Do you think that this bill will not stimulate a fair market price? 
Or do you think it is a stimulant to pay higher prices for perfectly 
logical selfish reasons ? 

Mr. Lyons. I do not think the bill is going to have anything to do 
with higher prices on an average, because, let us take the regulation 
that has taken place since the Phillips decision. Prices have increased 
since then, and they go up and down with economic factors of supply 
and demand whether there is regulation or not. 

If the regulation holds it down, there won't be any gas to sell. 


92196—57—pt. 2——_5 
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Mr. Bennerr. Every time the price of gas goes up, the value of 
the pipeline-owned reserves increases; is that not true? 

Mr. Lyons. I see nothing wrong in ‘that. 

Mr. Bennett. And the pipeline companies that own their own gas, 
are supposed to be dealing at arm’s length and not having their minds 
on what the price increase will do to their reserves. Do you think 
that makes sense ? 

Mr. Lyons. I do not believe that is the case. -Would you mind 
telling me what you related those figures to that you read? Those 
figures compare to what, the figures you read ? 

“Mr. Benner. In this! 

Mr. Lyons. Any of those. You read percentages, but I didn’t 
get the relationship. 

Mr. Bennett. I take it that that means the percentage of gas 
they own. In other words, I would say that 44.8 percent. of. the gas 
they transmit is owned by the pipeline company and it buys the rest. 

Mr. Lyons. I would doubt that figure, for my understanding is 
that—of course, I do not have the figures, but I read the trade journals 
and the oil publications, and my own information is that there is no 
pipeline company that owns and produces any significant portion of 
the gas it sells. 

Mr. Bennett. I do not think there is any doubt about the accuracy 
of the statement that that is correct. 

Mr. Lyons. If that is so, what is your relationship between the 
percentage you gave there and what? I still do not know. 

Mr. Benxerr. 100 percent is what they sell. 

Mr. Lyons. Yes. 

Mr. Bennerr. 44 percent, I take it is what they sell from their own 
reserves. 

Mr. Lyons. 44 percent of the gas they sell comes from their own 
reserves—do you say th: at ? ? 

Mr. Bennerr. That is what I take it to mean. I could be wrong 
about that. 

Mr. Lyons. I think you are, sir. I do not know, either. 

Mr. Bennetr. What would you say? 

Mr. Lyons. I would not guess for any individual company. From 
the publications I have read—and I read them regularly—no major 
natural gas company, pipeline company owns and produces any 
signifi ant proportion of the gas it sells. 

Mr. Bennett. This tabulation is supposed to have been prepared by 
Panhandle Eastern and introduced in the proceedings before the Fed- 
eral Power Commission. It shows the percent of company-owned 
reserves of the major pipelines. 

It starts off with Cities Service Gas Co.: Percent of company- 
owned reserves, 22.2. And the Colorado Interstate Co., 44.9 percent. 
And goes on down to Panhandle Eastern, 42.5 percent. 

Mr. Lyons. Is that Panhandle’s estimate of the reserves owned by 
those other companies? I do not know what it is that you are talking 
about there. 

Mr. Bexnerr. It is the figures they put in the record in a proceed- 
ing before the Federal Power Commission. 

Mr. Lyons. I do not really think we could get anywhere with those 
figures unless we know what they relate to. 
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Mr. Bennett. It is true, is it not, that these pipeline companies do 
own sizable gas reserves of their own and that any increase in the 
price of gas, , if the value of their reserves is predicated upon the 
market price today, increases the value of their reserves. There is no 
dispute between us about that. 

Mr. Lyons. Obviously, if the price goes up, you have got more 
money in the bank. 

Mr. Bennertr. Why should they sit up nights worrying about keep- 
ing the price down, because when the price goes up, they increase the 

value of their own company. 

Mr. Lyons. For the reasons I stated there. Of course, they are 
good business people. They have got to sell their product in competi- 
tion, in keen competition with coal and oil. There are many factors 
there, and I happen to know—the best way I know, Mr. Bennett, is 
because I know it of my own experience. 

For 30 years I have been dealing with the companies that buy gas 
And believe me, they are tough bargainers. 

Mr. Bennett. I do not doubt that. But if this bill passes, they 
will be better off. 

Mr. Lyons. Yes. 

Mr. Bennerr. So that your past experience might not be a true 
and accurate guide of the future if this provision remains in the bill. 

Mr. Lyons. There are some facts you are overlooking. 

Mr. Bennerr. Let me hear them. 

Mr. Lyons. I will briefly outline them. 

In the first place, 1 think your figures in the relationship that you 
are using them are wrong. 

I would like to say that it is my understanding that no major inter- 
state pipeline company owns any significant percentage of the gas 
that it sells. 

Now, when you regulate, it is true there can be some drilling, but 
they are not drilling to the extent they would do if they were regu- 
lated on a different basis, and should do in the public interest. 

That is my main point against regulation of the gas producer. 
If you are going to regulate us on a cost basis, here is ‘what you are 
going to do: 

You are never going to permit us to get any advantage of replace- 
ment cost. What we are going to get is the cost expended this year, 
last year, 5 years ago, 10 years ago, 20 years ago. 

And on that basis this Nation cannot be provided with the increas- 
ing volume of the gas and oil that it must have in the public interest 
in times of peace, to say nothing of war. 

Mr. Macponarp. Will you yield for a very short question ? 

Mr. Bennerr. Yes. 

Mr. Macponarp. You are testifying for the Harris bill? 

Mr. Lyons. What gave you the impression that I was not? 

Mr. Macponatp. You just said that controls would ruin your in- 
dustry. I thought there were controls. The Harris bill purportedly 
proposes more controls on the Commission than there have been. 

Mr. Lyons. Well, I will repeat what I said again on that point, if 
you want me to. 


The Cuarrman. I don’t think that is necessary. 
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Mr. Witu1aMs. I think if you read the first pages of Mr. Lyons’ 
paper you will find out what his position is. 

Mr. Macponatp. Thank you. 

Mr. Lyons. You may not have been here this morning. 

Mr. Macponatp. I read your statement word for w ord. 

Mr. Lyons. Did you read this: That it is the freedom I would get 
under the Harris bill, the freedom between being regulated—the per- 
centage of the cost of this well that is producing against the freedom 
that is given me at the reasonable price level. 

That is the reason that I am willing to support the Harris bill, i 
addition to the other reasons I have given. 

Mr. Bennett. That is all. 

The Cuarrman. Mr. Heselton. 

Mr. Macponarp. A parliamentary inquiry: Is the Republican side 
to come in first or are we going back and forth between the parties 
as isthe usual custom? Iam asking. 

The Cuarrman. This morning we tried a new approach to it in 
view of the fact that we would get those as they came in. 

We started out that way and during the day I think we should try 
it. If it does not work out, we will go to something else. 

Mr. Macponavp. I am all for it. I was here yesterday under dif- 
ferent rules and stayed until the very last. 

The Cuarrman. You did. 

Mr. Hesevton. There are no party lines in this. [Laughter.] 

The Cuarrman. Proceed. 

Mr. Heseuron. Mr. Lyons, you area lawyer? 

Mr. Lyons. Yes. 

Mr. Heseiton. I thought so. Anda good one. How long have you 
been in the oil and gas business ? 

Mr. Lyons. More than 30 years, sir. 

Mr. Heseitron. Where is your principal place of business ? 

Mr. Lyons. My office is in Shreveport, where I have lived since 1921 
and operated out of that office. 

Mr. Hesston. That is the main office? 

Mr. Lyons. Yes. 

Mr. Hesetron. You said this morning that you could not give us 
any firm figure as to the gas reserves that your firm holds? 

Mr. Lyons. We could make—cer tainly, we can make estimates of the 
reserves. I said I did not know. We do not make such. We are not 
large enough to keep our reserves up to date. 

Mr. Hesevv0on. Have you made any estimate, let us sa), within the 
last year as to your reserves ? 

Mr. Lyons. No. We haven’t, Mr. Heselton. Of course, if you were 
interested in knowing what our size is, I would have no hesitancy 
in telling you at all, if I knew. 

As I said this morning, I would class my firm between a small pro- 
ducer and a medium-sized producer. 

Mr. Hesritron. That does not mean much to me. You are a part- 
nership ? 

Mr. Lyons. We area partnership; yes. 

Mr. Heseuron. You said you had 5 or 6 partners. 

Mr. Lyons. Two sons, a nephew, and three other young men. 
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Mr. Heseiron. Do the Louisiana State laws require you to file any 
income-tax returns or other returns in which you have to utilize the 
value of your assets and indicate their amount ¢ 

Mr. Lyons I know of none. But we own on an individual basis. 
I guess that is beside the point. 

We do not, insofar as I know, have to file any report that would 
require an estimate of all of our reserves. 

Of course, they are changing—constantly changing. If I had one 
last year, it would not be effective today, because we constantly pro- 
duce our reserves and must constantly add to them just to keep an 
even level of reserves. 

Mr. Heseiron. Do you know how many wells you own # 

Mr. Lyons. Precisely, I done t know. 

Mr. Heseron. About how many ¢ 

Mr. Lyons. I can’t even guess at that, for this reason. I will tell 
you how many wells we operate. 

Mr. Hesevron. Allright. Then let me get at it this way. 

Mr. Lyons. We operate about 125 w ells. 

Mr. Heseiron. Where are they located ? 

Mr. Lyons. They are located in Louisiana, Texas, Mississippi, Ar- 
kansas, New Mexico. 

Mr. Heseiron. What is the output of those wells—the daily output 
of those wells in gas ? 

Mr. Lyons. Ido not know. Some of them are oil wells and some gas 
wells. 

Mr. Hesevron. Have you had in the last year or few years any 
occasion to do any financing ? 

Mr. Lyons. Oh, ves; I do it all the time. 

Mr. Heseitron. Does not that involve an estimate to those people 
with whom you are financing, as to the amount of gas reserves? 

Mr. Lyons. We are in a very fortunate position in dealing with a 
bank that has its own engineering staff and makes its own ev aluations. 

Mr. Hesevron. Do not they ask you or check with you at all as you 
seek a loan, for instance, and offer reserves as sec urity—do not they 
check the amount of the reserves which you are offering ? 

Mr. Lyons. They do not take my figures on it,as I said. They make 
their own evaluations. They have their own engineers and their own 
geologists. 

Mr. Heseiron. They check with you as to what they have found, 
don’t they ? 

Mr. Lyons. They have not discussed it with me. We give them all 
of the geologic data we have 

’ Mr. Hesertron. How many contracts do you have—your firm have— 
with pipelines ? 

Mr. Lyons. The number I do not know. We have quite a few. 
But the number I do not recall. 

Mr. Heseiron. Have you reviewed that of late at all ? 

Mr. Lyons. IThavenot. The fact is 

Mr. Heseuron. Do you know the name of any one pipeline with 
which you hold a contract ? 

Mr. Lyons. Oh, yes. 

Mr. Hrseiton. Which one? 

Mr. Lyons. Texas Eastern, for instance ; United Gas. 

Mr. Hesetton. Any more? 
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Mr. Lyons. Carthage Corp., Trunkline, and many others. I just 
don’t recall them all. 

Mr. Heserron. Do you hold one with the Arkansas-Louisiana 
Gas Co.? 

Mr. Lyons. We do: yes. 

Mr. Heserron. That was entered into on August 12, 1953, was it 
not ? ‘ 

Mr. Lyons. I donot know. 

Mr. Hesevron. That contract was for 20 years and for the life of 
production thereafter, was it not ? 

Mr. Lyons. I do not know. 

Mr. Hesevron. Do you know whether that contract carries a price 
of $11.40 this year ? 

Mr. Lyons. I would have to read the contract to know what is in it. 

Mr. Hesev'ron. Do you know whether that contract provided for an 
increase of $12.51 five years thereafter ? 

Mr. Lyons. I would have to read the contract to know what is in it. 

Mr. Heseiton. Do you know whether the contract calls for further 
increase to $13.62 for the following 6 years? 

Mr. Lyons. I would have to read the contract, sir, to know what 
is in it. 

Mr. Hesevton. Do you know whether the final provision was for an 
increase to $14.73 thereafter for the life of the contract ? 

Mr. Lyons. I would have to read the contract, sir, to know what 
is in it. 

Mr. Hesertron. Do you know whether the estimated annual volume 
was 328,381,000 ? 

Mr. Lyons. I would have to read the contract, sir, to know what 
is in it. 

Mr. Hesevton. Do you know whether that has a favored-nation 
clause in it ? 

Mr. Lyons. The same answer. 

Mr. Heseiron. Based on the contract ? 

Mr. Lyons. Same answer. 

Mr. Heserron. Well now, you leave the question on the record that 
you are not able to tell us about a contract which, I presume, is one 
of the major contracts. I am wondering why you are not telling us. 

Mr. Lyons. A very simple reason. 

Mr. Heseiton. What? 

Mr. Lyons. Are you a lawyer, sir ? 

Mr. Heseiron. Well, I used to be. 

Mr. Lyons. Do you remember what is in every contract that you 
prepared ? 

Mr. Hesevton. I think I know something about the major con- 
tracts in which I am involved. 

Mr. Lyons. Well, another reason; I do not actually run our office. 
I am the senior partner. The younger men do all of ‘the administra- 
tive work. So, it isn’t necessary that I keep up with all of those 
contracts. There was a time when I could have answered your ques- 
tion precisely. For that reason, I cannot. 

Mr. Heseiton. You do appear before the Federal Power Commis- 
sion in behalf of your firm ? 

Mr. Lyons. Never have. 
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Mr. Hesevron. Do you have any proceedings pending before the 
Federal Power Commission, or does your firm have any proceedings 4 

Mr. Lyons. Well, I know we have had. I don’t know, Mr. Heselton, 
whether we have now or not. 

Mr. Hesevron. You donot know / 

Mr. Lyons. No. Nothing strange about my not knowing, either, sir. 

Mr. Hesevron. Maybe not. Do you know any of the officers that 
control the Arkansas-Louisiana Gas Co. ¢ 

Mr. Lyons. Yes. 

Mr. Heserron. Have you conferred with any of them I: ately / 

Mr. Lyons. No. Wait; what do you mean by “confer”? I see them 
at the club. I have talked with them; if that is “confer,” I have. 

Mr. Hesevron. I will get to that. Have you conferred with them / 

Mr. Lyons. I do not recall having done so. 

Mr. Hesevron. Do you know the officers of most of the companies 
you mentioned / 

Mr. Lyons. Yes. 

Mr. Hesevron. Some are located in that area / 

Mr. Lyons. Yes. 

Mr. Hesevron. Have youconferred with any of them recently / 

Mr. Lyons. About what ? 

Mr. Hesevron. Anything. 

Mr. Lyons. Do you mean whether I have seen them or had a con- 
versation or passed the time of day # 

Mr. Hesevron. About any of the business ? 

Mr. Lyons. I would not say we have not talked about the business 
at various times. 

Mr. Hesevron. You say you have / 

Mr. Lyons. If you will pinpoint it. 

Mr. Hesevron. You would not say that you had not talked about 
business / 

Mr. Lyons. No; I would not say that I had not. 

Mr. Hesevron. Isn’t it true that you have talked about business 
with them ? 

Mr. Lyons. Possibly so. I am not trying to be evasive. I only 
want to answer your questions. You ask me such general questions 
it is very difficult for me to give you a yes or no answer. 

Mr. Hesevron. Did you discuss your statement with any one of 
those officers / 

Mr. Lyons. The statement I made here today ¢ 

Mr. Hesevron. The statement you made here today. 

Mr. Lyons. No. With the officers of the companies—Arkansas & 
Louisiana Gas Co. ¢ 

Mr. Heserron. 4 one of the companies to which you sell gas? 

Mr. Lyons. No; I do not recall having discussed this statement 
with any of them, although I would have no hestitation in doing so. 

Mr. Heseiton. You prepared a 13- page statement before these 
hearings began, or soon around that time, in contrast with the 34-page 
sti 1tement you submitted this morning: isn’t that true ? 

Mr. Lyons. Yes. 

Mr. Heserton. Did you draw that statement yourself ? 

Mr. Lyons. Every word of it, sir. 

Mr. Hesevron. Did you show it to anyone? 








906 NATURAL GAS ACT 


Mr. Lyons. I think that probably several people read it. I do not 
recall showing it to anybody. I don’t recall having done that par- 
ticularly. 

Mr. Hesevron. Were they only people in your own firm ? 

Mr. Lyons. No; no part of my firm has seen it. 

Mr. Heserron. No one in your firm has seen it ? 

Mr. Lyons. No one. 

Mr. Hesevton. Then to whom did you show it ? 

Mr. Lyons. Well, I showed it to Mr. Russell Brown for one and 
Dan Jones for another. Mr. Russell Brown is general counsel for 
the Independent Petroleum Association of America. Mr. Jones is 
his assistant. 

Mr. Heseuton. Mr. Brown has already testified before this com- 
mittee. 

Mr. Lyons. He has. 

Mr. Heseiron. Did you show it to him before he testified or after 
he testified ? 

Mr. Lyons. Before he testified—wait a minute. 

Mr. Heseiron. Before he testified ? 

Mr. Lyons. I did. 

Mr. Hesevton. Did he make any suggestions to you as to changes? 

Mr. Lyons. Not a one—thought it was a very good statement, he 
said. 

Mr. Hesevton. To whom else did you show this statement ? 

Mr. Lyons. Mr. Boatwright. I asked him to read it, see if he could 
find any errors I had made. I notice he is on the list of witnesses. 

Mr. Hesevron. Did he make any suggestion of any changes? 

Mr. Lyons. He may have suggested—I believe he did—a word or 
two. Idonot remember just which they were. 

Mr. Heserron. Just a word or two. 

Mr. Lyons. Yes. Nochanges of substance. 

Mr. Heseiron. Minor changes? 

Mr. Lyons. Yes. 

Mr. Heseiron. To what other persons did you show it? 

Mr. Lyons. I believe Mr. Clayton Orn also read the statement. 

Mr. Heserron. What is the last name? 

Mr. Lyons. O-r-n. 

Mr. Hesevron. With whom is he connected ? 

Mr. Lyons. He isan attorney with the Ohio Oil Co. 

Mr. Hesetron. Are they customers of yours? 

Mr. Lyons. I do not think we sell them any oil or gas. 

Mr. Hesettron. You do not know? 

Mr. Lyons. No. I would not state, because I am not familiar with 
every sale we make. 

Mr. Heseiron. How did you happen to show it to him? 

Mr. Lyons. Well, he is a man that is well versed in gas. I heard 
him make a talk to the Independent Petroleum Association on the first 
Harris bill. I think he is one of the best versed men about gas legis- 
lation. 

Mr. Hesevron. Where did you show it to him ? 

Mr. Lyons. In Mr. Russell Brown’s office. I think I asked Mr. Orn 
if he would not meet me over there and we would go over the state- 
ment. 
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Mr. Heseiron. Was that before you drew this other statement that 
you submitted this morning ? 

Mr. Lyons. That is the first one you referred to. So far as I know 
nobody has read this last statement but myself because I did not get 
it from the printer until 9: 15 this morning. 

Mr. Heseuron. When you talked with the gentleman you have just 
mentioned, Mr. Orn, is it ’ 

Mr. Lyons. Yes. 

Mr. Heseiron. That was before you drafted this other 34-page 
statement you submitted this morning ? 

Mr. Lyons. Right. 

Mr. Hesevron. Did he make any suggestion or suggest changes in 
this original 13-page statement ? 

Mr. Lyons. He made none that I recall, although I wouldn’t say 
that he didn’t put in a comma or a period here and there. 

Mr. Hersevron. Minor changes, 1f any ? 

Mr. Lyons. That is right. 

Mr. Hesevron. With whom else did you talk ? 

Mr. Lyons. That is all that I can remember. I have no hesitation 
in telling you, nothing for me to hide. I have a right to show it to 
anybody I want to. 

Mr. Hesevron. Right. 

Mr. Lyons. I thought you maybe had an implication that I had 
shown it. 

Mr. Heserron. I wanted to know with whom you discussed the 
statement and you have told us now, if I understand, only those 3, at 
the most 4, people are the ones that you discussed it with. Is that 
right ? 

Mr. Lyons. That is all L recall. Imay have talked to somebody else. 

Mr. Hesevron. Mr. Brown said it was a good statement and made 
no suggestion of any changes. 

Mr. Lyons. That is right. 

Mr. Hesevron. Two of the other gentlemen made some minor sug- 
gestions ? 

Mr. Lyons. Correct. 

Mr. Hesevron. And the other one, how did he leave it? Did he 
make any suggestion or not ? 

Mr. Lyons. None that I recall. Certainly, not any of substance. 

Mr. Heseiton. Now, will you explain what you mean by the lan- 
guage I quoted this morning on page 3 of your original statement? 

Mr. Lyons. Just a minute, sir, and I will get it. 

Mr. Hesevron. That is the full first paragraph on page 3. 

Mr. Lyons. “The bills require the Federal Power Commission”, 
et cetera, is that the way it starts? 

Mr. Hesevron. Yes. 

Mr. Lyons. I seee it. 

Mr. Hesevron. Have you read it ? 

Mr. Lyons. I do. 

Mr. Hesevton. That refers specifically to section 13-F of this 
bill. 

Mr. Lyons. As I remember, that is the section. 

Mr. Heseiton. When did you first see these bills? 

Mr. Lyons. When it came through the mail. I got a copy through 
the mail. 
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Mr. Hesevron. After it was filed here in the House? 

Mr. Lyons. Yes. 

Mr. Heseiton. Did you see a draft of the bills before that time / 

Mr. Lyons. No, sir; I did not. 

Mr. Hesevtron. Did you discuss the provisions in the bill—that are 
now in the bill—with anyone prior to the time they were filed here 
in Congress ? 

Mr. Lyons. I do not want to evade the question, but if you are 
talking about the provisions in this act as introduced, I will answer 
“No. 

Mr. Hesevron. I didn’t get all of what you said; you didn’t want 
to evade the question and what 4 

Mr. Lyons. I just didn’t know what bill you were talking about. 
If you are talking about this one, H. R. 6790, the answer is “No.” 

Mr. Heseuron. Let me make it crystal clear. We will go back. 

You were interested in the original Moore-Rizley bill ¢ 

Mr. Lyons. No, sir. I was actually interested—I was interested, 
but I had no active part in it. 

Mr. Heserron. You supported it, didn’t you ? 

Mr. Lyons. Well, I do not—I cannot—I do not recall just what 
was in the Moore-Rizley bill. If you will tell me, I will tell you. 

Mr. Hrsevron. You know the name—Moore-Rizley bill ? 

Mr. Lyons. I know the name of the bill. I cannot remember the 
substance of all of the bills. 

Mr. Hesevron. You have been actually interested in each of the 
bills, haven’t you ? 

Mr. Lyons. I have had an active interest in passing all bills that 
have been introduced or talked about that would release the gas pro- 
ducers from Federal control. 

Mr. Hesetron. Or any bill we talked about, isn’t that true? 

Mr. Lyons. That is equally true. 

Mr. Hesevron. And you supported each bill that has been filed ? 

Mr. Lyons. I do not know what you mean by the words “supported.” 
If you mean that I just favored it; ves. If you mean that I had an 
active part in trying—coming before the Congress to get it passed, the 
answer would be, “No.” 

Mr. Hesevron. I mean that you, individually, as a person, were in 
support of the principles contained in each of these bills? 

Mr. Lyons. Yes. 

Mr. Heserron. Now then, you knew when the so-called Harris- 
Fulbright bill was introduced 4 

Mr. Lyons. Oh, yes; I did. 

Mr. Heserron. Did you have any conferences with anybody subse- 
quent. to that about a bill to be presented to Congress ? 

Mr. Lyons. Yes. 

Mr. Heserron. With whom did you talk? 

Mr. Lyons. Well, I talked to many people about that, Mr. Heselton, 
after the Harris bill was vetoed. Just as much talk in the industry 
about that—we were as surprised as the people of Massachusetts 
would have been had they been hit by a cyclone. 

Mr. Heserron. Hit by a what? 

Mr. Lyons. A cyclone. 

Mr. Hesevton. We haven’t had that yet. 


Mr. Lyons. A hurricane then. I believe you did have Mable, didn’t 
vou ¢ 
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Mr. Heseiron. Yes; we did have a hurricane. We might have 
another one if this bill passes. 

Mr. Lyons. I am certain we will. 

Mr. Hesevron. What I am trying to get at without any fencing 
around—we haven't much time this afternoon 

Mr. Lyons. I donot want tofence. I want to answer your questions 
directly. 

Mr. Hesevron. Did you take any active part in drafting of any kind 
or studying legislation subsequent to the time when the President 
vetoed the so-called Harris- Fulbright bill ? 

Mr. Lyons. Yes. 

Mr. Hesevtron. What was that? 

Mr. Lyons. That was a list of provisions that seemed acceptable to 
the three segments of the gas industry, namely, producers, pipeliners, 
and distributors. 

Mr. Hrsetron. Did that appear in terms of some agreement by those 
people orally or in writing, or in any other fashion / 

Mr. Lyons. Not an agreement. But it did represent a consensus. 
And the consensus was that it was right. 

Mr. Hesevron. That, I assume, was preceded by discussion of what 
should go into a new bill? 

Mr. Lyons. That was preceded by 8 months of hard negotiations 
by all three segments, word by word, page by page. 

Mr. Hesenron. And was there any draft prepared that you went 
over page by page and word by word ¢ 

Mr. Lyons. The consensus was reduced to writing. It was not 
an agreement. 

Mr. Hersevron. Well now, what did you mean that you went over 
something page by page and word by word ¢ 

Mr. Lyons. I mean that the 3 groups—not 3 groups really—there 
was just individuals representative of the three groups who had an 
interest in passing this type of legislation, each having a reason for 
being present—I can name them if you care for me to do so. 

We had an interest in getting this bill passed and we got together 
and agreed on provisions that we all thought that we could accept. 

Mr. Hesevron. That is, you got together prior to reducing some- 
thing to writing; is that right ? 

Mr. Lyons. Yes. 

Mr. Heseiron. You discussed it among yourselves, and reached an 
agreement as to the general objectives you wanted to reach. 

Mr. Lyons. To be specific, Mr. Heselton, there were a number of 
meetings held. 

Mr. Heserron. Yes. All right. When was the first meeting ? 

Mr. Lyons. I don’t recall the date. 

Mr. Hesevron. About when, with reference to the time of the 
veto—the veto was in February, wasn’t it 

Mr. Lyons. I do not recall just when 9 veto was, but it was in 
2 or 3 months, I would say, after that. I do not want to—— 

Mr. Hesevron. Let me get the record. 

Mr. Lyons. I do not want to use the precise date of the first meet- 
ing, I do not recall. 

Mr. Hesevron. The veto was on February 17, 1956. The clerk 
will hand you a copy of this veto message. Let us get it right down 
to date. When was the first meeting? 
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Mr. Lyons. I do not recall the date Mr. Heselton. 

Mr. Hesettron. Was it within weeks or months? 

Mr. Lyons. Within months. 

Mr. Hesevron. Was it before midsummer or not until fall? 

Mr. Lyons. As I say, I’d be happy to tell you the date and could 
get it for you, I believe. It was sometime after the bill was vetoed. 

Mr. Heserron. Was it before July ? 

Mr. Lyons. As I recall; yes. 

Mr. Hesevton. Where was it held ? 

Mr. Lyons. In New York. 

Mr. Hesetton. Who was present ? 

Mr. Lyons. Well, I was there, Mr. Heyke was there. 

Mr. Hesetton. Whom does he represent ? 

Mr. Lyons. Mr. Heyke is president, I understand, of the Brook- 
lyn Union. a} 

Mr. Heseiron. In what capacity were you present ? 

Mr. Lyons. I was—I was there as a producer of gas and was in- 
terested in getting a gas bill presented. 

Mr. Hesevron. Mr. Heyke was present as a distributor represent- 
ing the distributors ? 

Mr. Lyons. Yes. 

Mr. Heseiron. Who else was there? 

Mr. Lyons. Mr. Charlie Murphy. 

Mr. Hesetton. Whom does he represent—in what capacity ? 

Mr. Lyons. Dick Wagner. 

Mr. Hesetron. In what capacity was he present ? 

Mr. Lyons. Mr. Charlie Murphy—he is a producer, as I am, lives 
in El Dorado, Ark. He was present. 

Mr. Heseiron. Does he produce under his individual name or a 
trade name? 

Mr. Lyons. Murphy Corp. 

Mr. Heserton. What is that? 

Mr. Lyons. Murphy Corp. 

Mr. Hesexron. All right. Who else was present ? 

Mr. Lyons. Mr. Wilbur Heard attended some of the meetings. I 
want to give you all of the names. 

Mr. Hesextron. What status has he? 

Mr. Lyons. He is attorney for Standard Oil Company of 

Mr. Heserron. Of New Jersey ? 

Mr. Lyons. I don’t know where but it is not New Jersey. He lives 
in Tulsa. 

Mr. Heseiton. Who else was present ? 

Mr. Lyons. Mr. LeBoeuf attended, Mr. Dougherty. 

Mr. Hesetton. Mr. LeBoeuf? 

Mr. Lyons. Mr. LeBoeuf is the gentleman—Mr. LeBoeuf is the 
gentleman who testified yesterday. He is an attorney in New York, 

Mr. Hesevron. That is for the Consolidated Edison ? 

Mr. Lyons. I understand so. 

Mr. Hesetron. A distributing company ? 

Mr. Lyons. Yes. 

Mr. Heseiron. Who else was present ? 

Mr. Lyons. Mr. Orn attended some of the meetings, the man that 
I mentioned who was attorney for Ohio Oil Co. Mr. Pressler. 

Mr. Hesextron. I am talking about the first meeting, please. 
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Mr. Lyons. The first meeting, oh. 

Mr. Hesenton. These other people attended the first meeting out- 
side of 

Mr. Lyons. I was at the first meeting, and Mr. Murphy was at 
the first meeting, I believe Mr. Pressler, Mr. Heyke, Mr. Don Luce, 
who is an official of the Public Service of New Jersey. Other names 
may come to me as we go along. 

Mr. Hesevton. There were other people present ? 

Mr. Lyons. About 8 or 10 people, yes. 

Mr. Heseuron. Will you go over this? We will drop that now to 
save tinie—go over the transcript and if you find somebody else was. 
present include their names in your answer ¢ 

Mr. Lyons. Yes. 

Mr. Hesevron. Their names and their capacity. 

Mr. Lyons. Let me make a note of that. 

Mr. Heseiron. You can get a copy of this transcript. I do not 
want to drag this out. There are only 5 minutes more before we will 
be called to the floor. 

The CuarrmMan. I have just received word that the general debate 
has concluded. 

Mr. Heseitron. Let me ask one question then. Who called that 
meeting ¢ 

Mr. Lyons. Mr. Murphy called me. There had been general dis- 
cussion in the industry. 

Mr. Hesetron. I just want to know who called the meeting ? 

Mr. Lyons. The meeting, I do not know who., I will tell you who 
called me, Mr. Murphy called me. 

Mr. Hesevron. Called you by telephone ? 

Mr. Lyons. Yes. 

Mr. Hese_ron. Asked you to come to New York ? 

Mr. Lyons. Right. 

Mr. Heseiron. I yield to Mr. Bennett. 

Mr. Bennerr. I would like to ask permission to ask the Federal 
Power Commission to furnish the committee with the latest informa- 
tion listing the names of all of the pipeline companies which own gas 
reserves directly or through affiliates and the amount that each pipeline 
company owns and each of its affiliates. 

The Cuarrman. | think that information has already been re- 
quested but if it has not been received we will make that request. 

(The information requested follows :) 





FEDERAL POWER COMMISSION, 
Washington, D. C., May 31, 1957. 
Hon. OREN HaArRIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 


DeaR Mr. Harris: Pursuant to the request of Congressman Bennett at page 
1850 of the hearing on H. R. 6790, May 21, 1957, there is enclosed herewith a 
tabulation showing the natural gas reserves owned directly by pipeline companies 
and their affiliates. The data are taken from the 1956 annual reports filed with 
the Commission but have not been verified by the staff. The reserves directly 
ewned by these major pipeline companies and their affiliates, included in the 
tabulation, represent in excess of 90 percent of the total reserves directly owned 
by the 108 pipeline companies reporting to the Commission. 

Aiso included in the tabulation under the heading “Purchase Contract” are 
those quantities of natural gas under purchase contract with suppliers other than 
pipeline companies. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 
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Natural-gas reserves available to certain natural-gas companies 


Name of company and affiliates 


Cities Service Gas Co__- ‘ 
Cities Service Gas Producing Co---- 
Cities Serviee Oil Co_.---- Ss 


Colorado Interstate Gas Co 
Colorado Oil & Gas Corp 
Natural Gas Producers, Inc 
Total 
El Paso Natural Gas Co 
Western Natural Gas Co- 
El Paso Natural Gas Producers 
Total 
Hope Natural Gas Co_- 
Total. 


Lone Star Gas Co- 
Lone Star Producing Co 


Total- 


Natural Gas Pipe Line Company of America_- - 
Texoma Production Co : ; 


Total 

Northern Natural Gas Co 

Northern Natural Gas Producing Co--. 

Northern Plains Natural Gas Co 
Total_ 

Panhandle Eastern Pipe Line Co 
Total_ 

Southern Natural Gas Co-_. 


Total. 


Source: 1956 Annual Report to FPC. 
Tennessee Gas Transmission Co 


Total 
Texas Eastern Transmission Corp 
Total 


Texas Gas Transmission Corp 
Texas Gas Exploration Co 
I 


Total 
Transcontinental Gas Pipe Line Corp 
ce) 
United Fuel Gas Co 
Big Marsh Oil Co 


Total 


Total 


United Gas Pipe Line Co 
Union Producing Cx 


Total 


[Billions of cubic feet] 


| Owned 
Sets 


5) 


-| 3, 730. 95 


Type of control | 


0. 42 | 

2, 069. 08 | 

2, 678. 54 | 

4, 748.04 | 

8,370.87 | 
300. 13 





8, 315. 48 | 
178. 60 
751. 50 | 


9, 245. 58 | 
266. 93 | 
266. 93 


None 
429. 99 


429. 99 





None 
80. 20 


80. 20 
None | 

1, 247.00 

16. 97 

1, 263. 97 


None 


4, 279. 20 


4, 279. 20 


—-—————_—| 


59.95 |__ 


| 
Purchase 
contract 


3, 842. 40 


3, 842. 40 | 


j= 


4, 962. 98 | _. 





4, 962. 98 
21, 367. 20 |__ 





21, 367. 20 


386.27 |_. 
386. 27 


1, 743. 14 


1, 743. 14 


tn 


399. 90 


tw 


399. 90 


as 


, 426. 02 
02 
03 


7.69 


7. 69 


15, 219. 36 





Total 
reserves 


| 
| 
| 
| — 
| 


8, 590. 44 


8, 693. 93 


30, 612. 78 


653. 20 


nm 
~! 
a 
— 
n~ 


3, 917. 2 


nN 


, 954. 39 


~ 


N 


250. 20 


5, 002. 95 


21, 350. 88 


5, 816. 63 


~ 


197. 80 


5, 280. 41 


1, 800. 67 


31, 503. 05 
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Mr. Heserron. I assume that the Chair is going to abide by the 
rules of the House. fod 2 
The Cuarrman. The committee will recess until the legislative bill 


which is being considered now under the 5-minute rule has been 
concluded. 


(Recess. ) 

The CuairmMan. The committee will come to order. 

Mr. Heselton, you may proceed. 

Mr. Hesevrton. Where was the meeting held? 

Mr. Lyons. I don’t know, but it was either at the Yale Club, the 
Plaza Hotel, or—— 

Mr. Heseiron. Some private place? 

Mr. Lyons. That is right; yes. 

Mr. Heseiron. All right. 

Mr. Lyons. Or a private office. 

Mr. Hesevron. Well, that is all right. Did you say that something 
had been reduced to writing at that time? 

Mr. Lyons. Yes—no; not at that first meeting. 

Mr. Hesevron. Not before then, was it? 

Mr. Lyons. What I referred to as having been reduced to writing 
was the consensus ultimately and finally reached by the participants. 

Mr. Heseviron. Was that as the result of that meeting, or as the 
result of subsequent meetings / 

Mr. Lyons. It was the result of a series of long negotiated hearings 
over a period of 8 months. 

Mr. Hesevron. About how many meetings occurred ¢ 

Mr. Lyons. Well, again, I will have to rack my memory, and I will 
just pick a figure. Probably just six or so. 

Mr. Hese_ton. Probably half a dozen or so? 

Mr. Lyons. Yes, sir. 

Mr. Hesevron. And those were definitely for the purpose of study- 
ing the proposals and arriving at some sort of a draft which would 
express the objectives of the people present as to desirable type of 
legislation ? 

Mr. Lyons. Yes, sir. 

Mr. Hesevron. And, ultimately, that was reduced in some form to 
writing? 

Mr. Lyons. Yes. 

Mr. Hesevron. And it was circulated, I assume, among the people 
who had participated, for their approval or disapproval / 

Mr. Lyons. Yes. 

Mr. Hesevron. Then what was done after that with reference to it? 

Mr. Lyons. Now we are talking about the last meeting, aren’t we? 

Mr. Hesevron. Well, the draft that was finally prepared. 

Mr. Lyons. Yes. Actually, I don’t know, Mr. Heleston, because 
[ had no responsibility and did not participate in the fabrication of 
the typing that was done. TI left that meeting, and I don’t know 
what took place. There would be others, probably, who will testify, 
who could tell you. 

The CuairmMan. Will my colleague yield to me? 

Mr. Hesevron. Yes. 

The Cuatrman. I think in view of the line of information and the 
questions elicited, to which Mr. Lyons has so gladly responded, that 
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it has reached the point that I should now provide the information 
at this point. 

Mr. Hesevron. Whatever you say. Let me ask this question, and 
then perhaps, if you feel—whatever you choose, I will be perfectly 
willing to yield. I was going to ask this question: I am particularly 
interested in the section I called your attention to this morning to 
which you referred in your statement, and I mean the first short state- 
ment, with reference to the allowance of operating expenses for nat- 
ural gas produced or furnished from an affiliate by a natural-gas 
company. 

Now directing your attention to that 

The CuarrMan. Will the gentleman permit me, before he answers 
that 

Mr. Hesevton. I will withdraw that. 

The CrarrMan. I do not wish it to be withdrawn. 

I think in view of the questions my colleague has asked, and we 
got to the point where the statement was agreed to, then I think it 
would be appropriate, if the gentleman will permit me, to finish the 
story there so we can have the full benefit of the entire matter here. 

Mr. Hesetron. Strike the last question I asked. Strike that out. 

The Cuarrman. The statement to which the witness referred was 
the statement of policy which I, as the chairman of the committee re- 
ferred to in the opening statement when these hearings opened on May 
7, and in that statement the gentleman will recall I referred to the 
fact that such a statement of policy had been agreed to by the various 
segments of the industry, and that that statement of policy was dis- 
cussed with me. 

I do not mind telling the gentleman who they were. Mr. Charley 
Murphy, as was referred to by this witness, and who participated in 
those meetings, is a constituent of mine, and lives in my hometown. 
He is the president of Murphy Corp. He and Mr. Orn, and one or 
two others, I have forgotten who now, came to my office and discussed 
with me this statement of policy, that I referred to in my opening 
statement, which I took—not at their request, and in fact they did not 
know I was doing this—with me to Washington, turned it over to our 
legislative counsel and his staff, and from that point is where this par- 
ticular bill, this final draft, had its origin. I think the record should 
show that so that the facts are made clear on that. 

Mr. Heseton. That is the statement of policy 

The Cuatrman. The statement of policy that Mr. Lyons has re- 
ferred to. 

Mr. Hesetron. That is what you referred to as the written state- 
ment that was ultimately reached ? 

Mr. Lyons. Yes, sir. 

Mr. Hesertron. Was there in that statement of policy any reference 
to the subject of allowance of operating expense for natural gas pro- 
duced, or purchased from an affiliate, by a natural-gas company ¢ 

Mr. Lyons. Yes. 

Mr. Hesevron. And was that in substance what you referred to in 
your statement, in both your statements as I understand it? I do not 
happen to have your second statement here. 

Mr. Lyons. It is at page 20. 

Mr. Heserron. In your statement to which you referred to this 
morning. 
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What I would like to ask you is, who requested that that particular 
provision go into this bill? 

Mr. Lyons. No one in particular. It was a common consensus, 
certainly was between all producing segments of the industry that I 
knew anything about, just taken as a matter of course, that such a 
provision would be inserted. srt 

That provision was in the Harris bill before, and I have already 
given all my reasons why I believe that is a valid provision. 

Mr. Hesevron. Well, the representatives of the natural-gas pipelines 
were interested in having that incorporated in any bill that was to be 
presented. 

Mr. Lyons. Lam sure they would be, yes. 

Mr. Hesevron. And was the matter discussed as to what—was there 
any discussion as to whether this would constitute a—well, all I can 
think of is a windfall, in the sense that because they were a regulated 
public utility, they had been able to recover the costs involved through 
the rates, charges, that were approved and paid ? 

Mr. Lyons. Let me first object again to the use of the word “wind- 
fall.” 

Mr. Hesevron. I just thought of “windfall.” “Excellent profit,” 
may I say; I will use that. 

Mr. Lyons. I cannot refrain, though, from objecting to it, because 
there are no windfalls in the business of finding and producing gas and 
marketing it. There are no windfalls at all. 

Mr. Heseiron. Let me ask you this, then: Ifa natural-gas company 
receives a certificate for the transportation of natural gas, and if in con- 
nection with that it is able to dispose of some of its own owned surplus- 
es, own owned, some surplus it owns or surpluses that an affiliated com- 
pany owns, it does receive, does it not, in terms of the rates charged, 
recognition of all the elements that are involved in the cost of produc- 
tion, plus a fair return / 

Mr. Lyons. You mean, now, under the Harris-O’Hara bill ? 

Mr. Hesevron. No. I am saying in any event, divorcing it from 
the language of this bill, is it not true and a matter of common knowl- 
ed ge—— 

Mr. Lyons. All costs and losses are either charged to expenses or go 
into the rate base. 

Mr. Hesevron. Exactly. 

Then they are allowed what is called a fair and reasonable return 
beyond that. 

Now, if this provision were to be approved, would they not then be 
able to recover again the, what is the language in here 

Mr. Lyons. Well, let me say to you 

Mr. Hesevron. Let me see if I can find it specifically—*the reasona- 
ble market price of such natural gas at the point to which it is de- 
livered into such transportation facilities” or, under (ii), “the amount 
paid to such affiliate for such natural gas up to, but not in excess of, 
the reasonable market price of such natural gas at the point at which 
it is delivered into the transportation facilities” and so forth. 

Is there not a duplication there? That is on page 17 of the bill. 

Mr. Lyons. If you will turn to my statement, page 22, you will find 
that the Federal Power Commission has made the answer for me, and 
I confirm and reaffirm what they say at that point. 

92196—57—pt. 26 
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Mr. Heserron. Is that a quotation you give from the Panhandle 
case ? 

Mr. Lyons. Yes, sir. 

Mr. Hesevron. What happened to the Panhandle case? 

Mr. Lions. The Panhandle case was a case that followed the Phil- 
lips decision, if we are thinking about the same Panhandle case. 

Mr. Heserron. I am talking about the one to which you referred 
and from which you quoted. 

Mr. Lyons. Well, that would be the case, yes. 

Mr. Hesenron. What happened to that ultimately in the courts ¢ 

Mr. Lyons. The holding in the case, that a natural-gas company 
could price its gas on the ‘basis of the reasonable market price, was 
overruled in the. Phillips case by the Supreme Court, as I recall. 

Mr. Heseuron. So that the actual law today is contrary to the prop- 
osition you advance in your brief, as stated, as argued or found 
initially by the Federal Power Commission in the Panhandle case / 

Mr. Lyons. The law is different, but the basic reasoning is not. 

Mr. Heseuron. In other words, what you are saying is that you 
approve the reasoning of the F ederal Power C ommission, but not of 
the Supreme Court ? 

Mr. Lyons. Precisely. 

Mr. Hesevron. Exactly. And the effect of this particular section 
would be to reincorporate into the law the position taken by the ma- 
jority of the Federal Power Commission, which is not the law today ? 

Mr. Lyons. That would not be the case, sir. 

Mr. Hesevron. It would not? Why? 

Mr. Lyons. As I said, the Phillips case was not decided on the 
point that I just described. Now, there is nothing in the Phillips case 
that would overrule this reasoning—the reasoning in the Panhandle 
decision I quoted. The Supreme Court could well say that if 
natural-gas company were permitted to price its gas at a reasonable 
market price, that what the Federal Power Commission said here 
would be absolutely and properly applicable, so this point was not 
in issue in the Phillips case. 

Mr. Hesevron. Let me put it to you this way: Could the Panhandle 
Co. today, under existing law, obtain any recovery whatsoever such as 
they sought to obtain in the proceedings which ultimately resulted 
in opinion 269 before the Federal Power ( ‘ommission 

Mr. Lyons. It is entirely possible they may receive much more. 

Mr. Hesevron. Under existing law? 

Mr. Lyons. Under existing law. 

Mr. Hesevron. And in spite of the decision of the Supreme Court ? 

Mr. Lyons. Precisely. 

Mr. Hesevron. In other words, your contention is that the Supreme 
Court might in another case overrule the Phillips ¢ ase / 

Mr. Lyons. Well, I have known the Supreme Court to reverse itself, 
but that is not my basic reasoning. 

Mr. Heseiron, We all know that. I want to be fair to you. You 
state your basic reasoning. 

Mr. Lyons. I beg your pardon ? 

Mr. Heseiron. State your basic reasoning. 

Mr. Lyons. My basic reasoning is that prices are going to go up 
or down with supply and demand. The passage of ‘this bill is not 
going to increase prices or decrease prices. Factors entirely outside 
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of the operation of this bill are ultimately going to determine the 
price of gas. | 

Mr. Hesevron. What I cannot understand, Mr. Lyons, is this: If 
you are confident that there is any possibility that a natural-gas 
company, in an instance where they sold from their own reserves or 
from reserves owned by an affiliate, could proceed before the Federal 
Power Commission successfully, and that would be upheld by the 
upper Federal courts, including the Supreme Court of the United 
States, why would there be any necessity of this particular provision, 
section 13 (f), being placed in the bill before us? 

Mr. Lyons. I didn’t say, sir, that would be the case. I said it was 
a possibility. If it were an absolute certainty, then there would be 
no reason. 

Mr. Hesevron. In effect, by recommending this you are trying to 
overrule the effect of the Panhandle proceedings before the Court; 
is that not true? 

Mr. Lyons. That is correct. 

Mr. Macponatp. Will the gentleman yield just to clear up the 
record at this point, Mr. Heselton ? 

Mr. Heseiron. Yes. 

Mr. Macponatp. Sir, are you not in error concerning the Pan- 
handle case? The Panhandle case that you are discussing and which 
you quoted, never got to the Supreme Court, but only got to the Fed- 
eral circuit court, and certiorari was denied by the Supreme Court 
under the Detroit decision. 

Mr. Lyons. Well, of course 

Mr. Macponatp. You have been going back and forth about two 
cases that have nothing to do with this. 

Mr. Lyons. That might well be the case, Mr. Macdonald, and, as 
I said, what the Supreme Court in the Phillips case did not decide 
was the point that we were just discussing. 

Mr. Macponatp. I am not trying to take over the questioning. I 
am just trying to clear that up. 

Mr. Heseiron. I am glad my colleague brought that up, because 
I think that is the fact. 

Mr. Macponap. That is the fact. 

Mr. Hesevron. The circuit court here in the District of Columbia 
overruled the majority of the Federal Power Commission, and it was 
just recently that the Supreme Court of the United States denied 
certiorari. 

Mr. Macponaxp. Denied certiorari. 

Mr. Heserron. If that is not right, you are at liberty to correct the 
statement, of course. But I agree with my colleague; that states the 
facts. 

Mr. Lyons. It is a matter of indifference to me what the Court held 
m any case. It is the reasoning of this language that I rely on, 
because it is my own basic reasoning; and the Supreme Court—and 
you could cross-examine me from now until doomsday, but you can- 
not get me to change my principles in favor of a regimented economy. 

Mr. Heseuron. I understand that, and appreciate that you differ 
conscientiously and vigorously with the Supreme Court in the Phil- 
lips case. 

Mr. Lyons. Yes. sir. 
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Mr. Hesevron. But what I was trying to bring out was that this 
provision, obviously in favor of the regulated pipeline companies in 
connection with their own reserves or what they may buy from their 
affiliates, is intended to overcome the effect of the proceedings before 
the Supreme Court, and that is what we deal with as law, whether we 
like it or do not like it. 

Mr. Lyons. That is correct, sir. 

Mr. Hesetron. There is just one other point I would like to clear 
up with you, if I may. You have indicated, as I understood it, in 
the course of your statement that, in your opinion, there is a very 
real risk, as far as the consumers are concerned, that if legislation 
such as this, some type of relief legislation, is not enacted into law, 
there will be an adverse effect so far as obtaining supplies is con- 
cerned; that there will be an inclination on the part of those who 
own gas or discover new gas to turn it over for intrastate use rather 
than to put it into the stream of interstate commerce. I am right 
about that? 

Mr. Lyons. Not a desire, but a necessity. 

Mr. Heseuron. I beg pardon? 

Mr. Lyons. Not a desire. Our desire is to sell the gas all over the 
United States. The necessity would force us to sell it intrastate. 

Mr. Heseiron. Well now, Mr. Lyons, that has been a warning 
that has been thrown out ever since any such legislation has been advo- 
cated before committees of Congress, lias it not ? 

Mr. Lyons. Well, it has been advocated. As to the length of time, 
Mr. Heselton, I don’t know. It has been a point, but, as to how long, 
I really don’t know. 

Mr. Hesevron. Have you followed the proceedings before commit- 
tees of Congress so as to know whether or not that sort of a fear has 
been raised repeatedly in connection with advocating these bills, such 
as you have expressed in your own formal statement, that there will 
be this gradual diminution of supply so far as the users of natural gas 
are concerned, because it would be preferable to put it over into intra- 
state use? 

Mr. Lyons. Well, up to the Phillips case in 1954, the discussion 
would have been academic, unless you wanted to refer to the regulated 
natural-gas companies who did engage in gas finding. And, as to 
them, the record will show that they ‘discovered substantial reserves 
before the Natural Gas Act was passed; that, since then, the ratio of 
discoveries has been much less than prior to that time. And, further- 
more, that today, no natural-gas company that I know anything about 
produces and markets any significant proportion of the total gas that 
it. sells. 

Mr. Hesevron. All right. If that is your theory, how do you ac- 
count for the fact that the natural-gas pipeline companies’ operating 
revenues in recent years have increased so substantially ? 

Mr. Lyons. On ‘the s same basis that all the revenue of everybody 
else has increased ; an increase which has been due principally to infla- 
tionary forces. And, of course, in the case of both oil and gas, there 
has been a marked increase in overall costs. 

Mr. Hesevron. Then let’s leave out the question of dollar value 
in operating revenues except to call your attention to the fact that, 
as of April 23, 1957, operating revenues for reporting natural-gas 
pipeline companies to the Federal Power Commission showed $208,- 
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(18,820 in February 1957, and $2,162,673,190 for the 12-month period 
then ended, representing 7.8 and 12.7 percent over revenues, and they 
give the amounts rec eived, a year earlier. 

Let us go directly to the question of the use. I have before me a 
report or a bulletin from the Federal Power Commission issued, re- 
lease No. 9125, and I think we both agree that these companies have 
to make reports, under the law, to the Federal Power Commission. 

Gas sales to other gas utilities ‘for resale, principal business of these 
companies, were 577,269,000,000 cubic feet for the month, 3.6 percent 
over February 1956. Sales to ultimate consumers during the month 
were 118,395,000,000 cubic feet, an increase of 4.8 percent over Feb- 
ruary 1956. 

For the respective 12-month periods ending February 1957 and 1956, 
sales to other gas utilities for resale were 6, 026, 728 million and 5 445,- 
330 million cubic feet, and to ultimate consumers, 1,479,362 million 
and 1,348,684 million cubic feet. 

The respective percentage increases were 10.7 percent in sales for 
resale and 9.7 percent in sales to ultimate consumers. 

And then they go on about the net utility plant aggregates and net 
income, and so forth. 

I just cite that to you as one instance or one illustration of just how 
the natural-gas pipeline business itself has been booming during 
this whole period when there was supposed to be so much chaos and 
so much uncertainty and so much unwillingness to sell in the inter- 
state market, and then I call your attention to the fact that Transcon- 
tinental Pipeline Corp. filed on May 3 an application with the FPC 
for $61,500,000 in natural-gas facilition: Eastern Shore Natural Gas 
Co. files for $3,025,000 in fac ilities, hearing set for May 27, next week. 

And, finally, here is a report from the News Digest of the Federal 
Power Commission, from the Consolidated Natural Gas, of which 
you know, in New York. Mr. Comerford, the president, stated, among 
other things, Consolidated Natural expects to add 27,000 new cus- 
tomers in 1957 and that, together with conversions, should increase 
housing customers to about 45,000. The company’s construction 
budget this year calls for an — of about $74 million, and for the 
next several years after that, $55 million to $60 million a year. 

Now, you can comment any w vay you want to. I wish, however. you 
would direct yourself to the hardheaded, business commonsense of peo- 
ple with whom you are associated, for whom I know you have a great 
deal of respect, and tell us why, if there is any such real possibility. that 
they want to get out of the interstate market, businesses like that 
would invest millions upon millions of dollars, not only now but in 
the future, in terms of the sales of natural gas, without any such law 
as this on the books. 

Mr. Lyons. Mr. Heselton, first, I completely lost my way in the 
figures. 

Mr. Heserron. Well, I can understand that. 

Mr. Lyons. If I understand the effect of what you are saying, it 
is that some companies have increased their total income— 

Mr. Hesevron. And their sales. 

Mr. Lyons. And their sales; that is right. They increased their 
sales and they increased their income. 

Mr. Hesevron. And their investment. 

Mr. Lyons. And their investment. 
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Well, that doesn’t mean anything, particularly, to me, because | 
think that is happening to industry generally. I don’t know what 
has happened to the amount of money those people have borrowed, 
and what the failure of this bill to pass, what effect that might have 
on their financing. 

I just don’t know all those factors, so just to take some factors that 
some company has increased its sales, again I say that is happening 
in on cases, and a lot of that increase would probably be inflationary. 

I don’t know whether their sole income is limited to gas or not. 

Mr. Hesevron. Well, an increase in dollars may be inflationary. 
Increase in cubic feet of gas sold, increase in plant investment and in 
money put in for expansion of facilities, is not inflationary. That is 
totally on the basis of sound business judgment as to whether or not 
they can recover their investment and make a profit on it; is that 
not true / 

Mr. Lyons. Total gas sales would certainly relate to what they pay 
for gas. 

Mr. Hesevron. And what they invest in terms of new equipment or 
expansion of existing equipment, new lines, new facilities, and for 
gas in houses and in commercial establishments and in industries, 
would rest upon their good, sound business judgment as to whether 
or not they could obtain the only thing they can sell in order to re- 
‘apture their investment and make a profit, is that not true? 

Mr. Lyons. I don’t—again, I believe I have lost myself, | am sorry, 
but I just don’t think that the 

Mr. Hesev_ron. Maybe it is too late in the day. I don’t know. | 
think it probably is. We have another chairman here. Maybe he 
will adjourn this. 

Mr. Macponaxp. I hope not, Mr. Heselton. 

Mr. Heseuron. Did you want to say anything further in reply to 
that? 

Mr. Lyons. No. sir. I just want to say this: that, believe me, 
please, I really want to answer fully any question you ask, and [ will 
do so to the extent of my ability. 

Mr. Hesevron. I do not challenge you on that at all. You and I 
differ radically 

Mr. Lyons. I don’t want. to duck any issues, and any time you can 
prove that I am wrong or the industry is wrong, I will knuckle down 
and admit it, in public, and I hope that will apply across the board. 

Mr. Heserron. I hope it will all work out for the best. interests of 
all concerned, and that includes the consumer. 

That does lead me to this one question that I failed to ask of others 
and I failed to ask of you: In connection with these meetings, were 
they all held in New York? At least one of them was held in New 
York. Were they all held in New York? 

Mr. Lyons. I am sure they were. 

Mr. Hesevron. You knew, did you not, in 1955, about the vigorous 
opposition to the so-called Harris-Fulbright bill expressed publicly 
by some of the mayors of the various cities ? 

Mr. Lyons. Yes. 

Mr. Heserron. In developing a bill of this kind which you have 
See to us, and other witnesses have reported—you are not alone 
on this best. interests of the consumer, did it occur 
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to anyone, so far as you ew to suggest that they might ask Mayor 
Wagner, Mayor Dilworth, or any of the public officials who had ex- 
pressed concern about this legialt ation, to sit in with them and express 
their point of view ? 

Mr. Lyons. I don’t know, of course, what occurred to the others 
who participated in those meetings. That did not occur to me. 

Mr. Hesevron. That would not be the sort of an expression of opin- 
ion, by an important public official in regard to the consumer’s interest, 
that would seem to you to be worth exploring? 

Mr. Lyons. I didn’t think that was the point of beginning. 

Mr. Hrsevron. No representative of the consumer, as such, how- 
ever, was ever invited to any of those meetings ¢ 

Mr. Lyons. I diifer comple ttely. I think the distributors were repre- 
senting the consumer interests. 

Mr. Hersevron. Then you want to leave it that they are the ones 
who properly and primarily and exclusively should represent the con- 
sumer et in this bill? 

Mr. Lyons. I didn’t say should. I think in this case, too, they did 
so very wisely. 

Mr. Dincety. Would the gentleman yield to me? 

Mr. Heserron. I do not want tocut him off. He has something else 
to say. 

Mr. Lyons. May I finish the answer to the question ? 

I think they acted very wisely, and, of course, the reason they were 
willing to discuss the matter was that they were becoming greatly 
concerned about the future supply of gas; and that, sir, is definitely i in 
the public interest. 

Mr. Hesevron. That, you think, would be a sufficient reason for 
relying on them to express public interest in such a meeting? 

Mr. Lyons. Again, I say I don’t know who should be the sole repre- 
sentative of the consumers. I just don’t know. But I know in that 
case that the consumers were well represented. 

Mr. Hesetron. Did you want me to yield ? 

Mr. Dincet. I certainly did. Thank you, Mr. Heselton. 

What do you think would happen if you walked up to a consumer 
in the city of New York or in my city of Detroit or Mr. Heselton’s 
State of Massachusetts, and said, “What do you think about having 
the gas distributors represent you as consumers?” What do you think 
they would mgt ¢ 

Mr. Lyons. I don’t think it is the consumers that are primarily 
concerned in this matter. I think it is people 

Mr. Dinceiit. You do not think the consumers have an interest? 

Mr. Lyons. No; I think as such—now, there may be some, but. I 
don’t know of any group of real consumers that raised any issue about 
the gas. The fact is, I don’t know why the industry has been pilloried. 
I don’t know what we have done to bring this all about. 

We have produced over the years an abundance of both oil and gas. 
We have sold it at reasonable prices. Gas is underpriced on a com- 
parative basis with any other fuel today. 

So what is it, Mr. Chairman, we have done? I don’t know. 

Mr. Dinceti. Well, you haven’t answered my question, still. 

Mr. Lyons. I did answer it. 
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Mr. Dineett. What do you think one of these consumers would say 
if you were to tell him that the gas distributors had been his repre- 
sentative at this meeting ? 

Mr. Lyons. I believe, and I would be willing to make you a propo- 
sal in this respect, I believe that if the facts could be presented to the 
American public, or excluding, limiting it to the heavy gas-consuming 
areas, and if we could present the facts to them, in thejr own interests, 
looking at it from their own standpoint, I have no doubt, sir, what the 
consumers would do, and they would vote for this bill, 

Mr. Macponaxp. Will the gentleman yield to me? 

Mr. Drvcett. I still have not gotten an answer. 

Mr. Rogers (presiding). The gentleman from Massachusetts still 
has the floor and he yielded. 

Mr. Lyons. I still didn’t understand your question. 

Mr. Dincei. I say, What do you think a consumer would say if 
you walked up to a consumer in New York or in my city of Detroit 
or in Boston, and told him that at a meeting like this, the producers 
and the pipeline folks and the distributors had decided that the dis- 
tributors were the consumer representatives ? 

Mr. Lyons. What do I think a given consumer 

Mr. Drxcetxt. What do you think a consumer would say, just an 
ordinary consumer ? 

Mr. Lyons. A majority of the consumers—my own opinion is that 
they would approve the action. 

Mr. Drncetx. I think they would spit in your eye. 

Mr. Lyons. Well, you and I completely differ, sir, and I will make 
you a proposal: You give me a list of the voters in your district, and 
I will give you a list of the members of my association. You write 
to the members of my association, state your point of view. I will 
write to your voters, or you can come speak to my members and I will 
come speak to your voters, and I have no doubt what the result will be. 

Mr. Macponaxp. Is that an open offer ? 

Mr. Rocrrs. The regular order. 

Mr. Lyons. I make the proposal to you. 

Mr. Rogers. Mr. Macdonald, let’s have regular order. The gen- 
tleman from Massachusetts has the floor, and we are going to conduct 
these hearings in accordance with the rules. 

Mr. Heserron. I express my regret that you have had to stay so 
long, but my appreciation of your forthright statement, with which 
I cannot agree. 

Thank you very much. 

Mr. Lyons. I am sorry that is the case, sir. 

Mr. Rogers. The Chair now recognizes the gentleman from Mich- 
igan, Mr. Dingell. 

Mr. Drncetx. I am going to start off by yielding to my colleague 
from Massachusetts, Mr. Macdonald. 

Mr. Macponap. I certainly appreciate that. I may be a while. 
Are you yielding for a question, or for my few, because I have got 
quite a few? 

Mr. Drncetu. I yield for a question, and then I will be very brief. 

Mr. Macpvonarp. I vield back. 

Mr. Drxcett. Thank you very much. 
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I want to go over with you, if I may, this business of reasonable 
market price, and I think that it is a very important thing we should 
nail down—what constitutes a reasonable market price. 

Tell me this: Would “reasonable market price” be the cost of new 
drilling? 

Mr. Lyons. Of course, now you are asking me a question that you 
ought to ask the Federal Power Commission. The rules are set out 
in this bill, and what the Federal Power Commission is going to take 
into account, sir, I just don’t know. 

Mr. Drincevx. Let me ask you this: You had something to do with 
the drafting of this bill? 

Mr. Lyons. I want to answer your question. 

No; I had nothing to do w ith the physical drafting of the bill. I 
merely s sat in as a participant in the discussions that ‘took place and, 
on the basis of those discussions, the typing was done, the drafting 
was done. 

Mr. Dincetx. Let me ask you this: If you were to have a rate case 
before the Federal Power Commission, what would you tell the Fed- 
eral Power Commissicn that reasonable market price was? 

Mr. Lyons. I would tell the Federal Power Commission that the rea- 
sonable market price was the price at which the industry would con- 
tinue to drill the sufficient number of wells needed to supply the gas 
demanded by this Nation. 

Mr. Dincetu. That is a very nice saying, but what does that mean ? 
How much—does that mean what it costs to drill a new well? 

Mr. Lyons. No. It means just what I said it meant. 

Mr. Dincetn. Well, I am supposed to vote for or against this legis- 
lation, and I want to know what I am voting for. 

Now, look 

Mr. Lyons. Mr. Dingell—— 

Mr. Drncetu. I want to be fair with you, sir, I really do, and I 
have considerable respect for you. I think you are a man of great 
ability. 

Mr. Lyons. I want to be with you, too. 

Mr. Drncetu. I believe you are a man of considerable personal in- 
tegrity. We do not happen to agree on this, but I do happen to have 
considerable respect for you. 

Mr. Lyons. Thank you very much. 

Mr. Dincett. You say it is the amount that will stimulate sufficient 
production to guarantee a sufficient amount of gas to the consumer, is 
a reasonable market price. Now, does that mean replacement costs, 
costs of new drilling? 

Mr. Lyons. Well, I will answer it, definitely, to my mind, it would 
not mean the cost of new drilling. That is why I oppose the amend- 
ments suggested by Mr. Kendall. It definitely would not mean that. 

Mr. Dincetn.. Would you not want the cost of new drilling consid- 
ered in fixing reasonable market price? 

Mr. Lyons. I don’t know what the cost of new drilling is, Mr. Din- 
gell; honestly, I don’t know. 

Mr. Dinceti. Would you want it to be the cost of the last well you 
drilled ? 

Mr. Lyons. I wouldn’t want costs to have anything to do with it; 
that is, cost on a unit basis, a barrel of oil or a cubic foot of gas. 
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Mr. Drncet. I am talking about cost of drilling. You can figure 
what it costs to drill a well, can you not ? 

Mr. Lyons. Yes, when we finish the drilling of a well, we have the 
total amount of dollars that well cost. 

Mr. Dineett. Would you want the cost of the last well to be the 
reasonable market price ‘ 

Mr. Lyons. I definitely would not want it. 

Mr. Dineeti. Would you want it to be the cost in the whole field? 

Mr. Lyons. I certainly would not. 

Mr. Dineeit. Do you not think it would be the fair way to get it, 
because it would be the cost throughout the field, and you could say 
it is the field cost, and if it were 8 or 12, or whatever it might be, “All 
my neighbors are getting that much for the gas; I should get that 
much?” Would that not be an argument you would make? 

Cr. Lyons. No: I wouldn't make that argument. 

Mr. Dineett. What would you say, then? What would you tell 
the Federal Power Commission, then, that your reasonable market 
price of your gas would be? 

Mr. Lyons. As I say, I can—let me say this first, and I really want 
to answer your question—— 

Mr. Dinceti. I want you to, sir. 

Mr. Lyons (continuing). In the most direct and objective manner 
I can. 

When you take this—and I say this as a predicate, maybe it will 
help us get to an understanding. I just don’t know. When you speak 
about costs to me, I don’t have, I don’t know whether you were here 
or not when I testified on this point this morning, but I just don’t 
know, and there is no way for it to be ascertained. I have been in the 
business for more than—— 

Mr. Dincety. I want you to remember this: I am not talking about 
costs now, and I am not trying to trap you. I am trying to find out 
what this word means. Remember, you are going to have to live with 
this the same as my consumers are, so let’s go back to this business, 
and I asked you this question: 

I said, would it not be fair to infer that you were going to say, in this 
proceeding before the Federal Power Commission, that * Al] my neigh- 
bors and all the leases around me are getting this much for their gas, 
and, therefore, I should get this much”? 

Would that not be a fair inference? 

Mr. Lyons. Let me try to pinpoint it so I can answer it. You mean 
by that that I would argue that I should receive the weighted average 
price in this field? 

Mr. Dincetxt. Well, I do not know whether you would be saying 
that, but would you not say that “My neighbors are getting this much, 
and I should get this much”? 

Mr. Lyons. So we get to understand our terms and just what it 
is—— 

Mr. Dincewi. Let’s take that and say weighted average price. 

Mr. Lyons. I don’t understand the question. 

Mr. Dineeiy. Let us say, would you not say that weighted average 
price is a consideration in the fixing of your gas prices ¢ 

Mr. Lyons. I wouldn’t say so, because 





Mr. Dineeitt. What are you going to tell the Federal Power Com- 
mission when you go down there and you are saying, “Now, I have 
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got this contract, and I think it is a good contract and I think it is 
fair to the consumer”; what are you going to point to and say. “This 
is the evidence on which I base that” 

Mr. Lyons. Well, I will tell you a I would say is what I have 
already said. 

Mr. Dincevi. That is what 1 want to hear. 

Mr. Lyons. And it is precisely what I would say: That I feel they 
ought to base the price of gas, ‘under this formula, at such a figure 
that it would justify and provide the capital and incentive for the 
drilling needed to supply the demand of the Nation for gas. 

You see, it is an overall thing. We can’t start at the bottom and 
work up, of course, because it just does not exist in that respect. You 
have got to look at the overall picture. 

Mr. Drnceii. Now let me say this: You have been in here and 
everybody has been in here saying, “Unless we get rid of this regu- 
lation, we are going to divert our gas in intrastate commerce.” ‘That 
is what you have been saying, I do not say you are threatening, you 
are going to take your gas from interstate into intrastate, and I think 
in your mind that there is considerable merit in that. 

Now, you are going to say, then, when you go before the Federal 
Power Commission with this standard, - nless we get this much for 
this gas, we are going to divert our gas in intr astate commerce, and 
therefore that is not enough, and that is that.” Is that what you are 
going to say ? 

Mr. Lyons. No. Of course, as I say, we have to go—what I would 
say wouldn’t necessarily affect what the Federal Power Commission 
would do. But I would read these standards to the Federal Power 
Commission—— 

Mr. Dineeiit. What proof are you going to submit to satisfy those 
standards ¢ 

Mr. Lyons. That is for the Federal Power Commission to say, sir. 
I just don’t know. 

Mr. Dineetx. If you are a party to an action before the Federal 
Power Commission what are you going to say ¢ 

Or let me ask you this: Are you just going to say it is for the con- 
sumer to prove that these are not ret sonable, according to the lan- 
guage of the bill? Is that what you are going to say ? 

Mr. Lyons. No. I would simply read these provisions of the bill 
to the Federal Power Commission, and then it would be the Federal 
Power Commission’s job to work out a price that it felt fit these 
formulas. I can’t work it out any further. 

Mr. Dinceii. What you are saying to me, then, when you are say- 
ing you cannot work it out, you do not know what evidence you are 
going to submit under this bill; am I correct ? 

Mr. Lyons. I don’t know what the Federal Power Commission 
will require. 

Mr. Dinoeiyi. Well, remember this: The Federal Power Commis- 
sion does not try your proceedings before them. You try your own 
proceedings before them. And now you are telling me you do not 
know what you are going to submit to the Federal Power Commission 
to prove what is the reasonable market price for your gas; am I right? 

Mr. Lyons. No—yes, you are right, because the “Federal Power 
Commission will work out the formulas that it wants used. It will 
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ask for the data that it needs to fit its balanced opinion on a reason- 
able market price and bring it within the framework of these stand- 
ards. What the Power Commission will do, I just don’t know. 

Mr. Drncetx. Well, do you not think that maybe you are risking 
something when you are just placing yourself at the mercy of the 
Power Commission without knowing what evidence you must produce 
under the bill. 

Mr. Lyons. I am certainly risking a great deal, sir, under any type 
of regulation of a competitively produced commodity and, of course, 
this is one type. 

Mr. Drncetx. Let me ask you this question, then: You tell me now, 
and the synthesis of what we have gone through is this: You cannot 
tell me what standards are going to be used under this law to fix 
what is the reasonable market price of the gas; am I correct in that? 

Mr. Lyons. I cannot; no. 

Mr. Drncrit. No. And you want me, then, to legislate for you and 
all the other producers and give you some standard that you do not 
know what it is and cannot define? 

Mr. Lyons. Well, you know, Mr. Dingell, the Congress gives author- 
ity to boards and commissions to carry out mandates that are much 
more loosely drawn than these bills. 

Mr. Drncett. I am aware of that; and I am also aware of what 
the administrative boards do with the discretion we give them. 

Mr. Lyons. You take the appropriations. So I think here we have 
reasonable standards, the best that can be devised for any type of 
regulation of a competitively produced commodity. I don’t think 
that any—the FPC or any other group of men can arrive at as sound 
a condition as would be arrived at in a competitive market. 

Mr. Drncetu. All right. 

Now then, let me ask you this: What is the reasonable market price 
for the gas that you are selling? You just give me a figure now. 

Mr. Lyons. Well, let’s take my overall gas. 

Mr. Drncers. All right. What is the reasonable market price for 
your overall gas pr oduction ? ? 

Mr. Lyons. It is a price that will keep me drilling wells. 

Mr. Drncett. Well now, how much is that? How many cents per 
thousand cubic feet ? 

Mr. Lyons. I just don’t know. But I will tell you this. I think 
I can better illustrate it with oil. Let’s just say that the price of oil 
were reduced a dollar a barrel. I know that would stop my drilling. 
Whether a reduction of 15 cents would do it, it might do it to some 
extent. 

The same thing is true whenever my overall income does not justify 
me, in my overall balanced judgment, taking all of the imponderables 
into account, taking my 30 years’ experience into account. You know, 
we all have a know-how in this business. 

Mr. Drncetu. I am willing to concede you are an expert in the 
business, but I still want you to tell me what, in dollars and cents, 
and taking any unit of measurement you want, is a reasonable market 
price for the gas you produce, taking it overall or from any one of 
your wells or any contract you know about, or any area you might 
choose ? Just tell me what the reasonable market price for gas is, 
in dollars and cents, according to all the criteria that this wonderful 
Federal Power Commission of ours is going to use. 
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Mr. Lyons. Again, I must say that I can’t answer that, because that 
falls under the reponsibility of the Federal Power Commission. 

Mr. Drnceiti. What do you think is a reasonable market price for 
gas? 

Mr. Lyons. It is a price that will bring about the drilling of the 
number of wells needed to supply the increasing gas demands of the 
Nation. 

Mr. Dincett. All right, you said that. 

Let me ask you this, then: The city of Detroit, it says here, pays at 
the wellhead, through the usual series of middlemen, 8.9 cents for gas 
per thousand cubic f feet. Is that a reasonable market price? 

Mr. Lyons. I don’t know. 

Mr. Drnce tt. Is it a reasonable market price? 

Mr. Lyons. Well, “reasonable” is just an open-ended term. Rea- 
sonable in comparison with what ? 

Mr. Dinceti. That is exactly what I want. You are telling me you 
cannot fix reasonable market price. You are telling me you do not 
know what reasonable market price is or what contitutes the standards, 
or that you would use, in making your case before the Federal Power 
Commission. 

Mr. Lyons. That is not what I said. 

Mr. Dincexu. That is exactly what you said, and we will have the 
record read at this point; and you are expecting me to vote on a bill 
that does not have better standards than that? 

The Cuatrman. Will my colleague yield to me? 

Mr. Drncetu. Yes. 

The Cuarrman. You are a lawyer? 

Mr. Lyons. I am, but I have not practiced for 20 years. 

The Cuarrman. I will say you were a lawyer; were you not? 

Mr. Drvceut. I will admit the witness is an excellent lawyer. 

The Crairman. The answer you want to submit is found on page 
15 in paragraph (4): 

The reasonable market price is not necessarily the price of the last sale, the 
highest price, the lowest price, the weighted highest price, the average field 
price, or other priced arrived at by the mechanical application of a single 
criterion, Instead, it is a price which the Commission, exercising its judgment 
and discretion in weighing, among other things directly relevant to the issue, all 
factors enumerated above, determines is the reasonable market price. 

And those factors are enumerated at the top of page 15. 

Mr. Drncett. Then I am going to ask the witness again, in view 
of that criteria, what would he stress to the Federal Power Commis- 
sion as setting forth the reasonable market price of gas he was selling 
under a contract ? 

Mr. Lyons. I would present the demand figures, the consumption 
figures. 

Mr. Dineeti. No; I am asking you 

Mr. Lyons. You are asking me what I would do, so I am telling 
you sir. 

Mr. Dincett. All right, sir. 

Mr. Lyons. I would present the consumption figures, probably for 
the last 10 years. I would present the estimated increased demand 
figures, probably for the next 5 years. I would present, probably, the 
last highest price paid, prices in the general area, and then I would 
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ask the Commission to take all of the factors into account and arrive 
at a balanced judgment decision. 

Mr. Dineewn. All right. 

Now, let me see. You said you would take the last highest figure. 

Mr. Lyons. I would take all of the available data that I thought 
might fit these standards. Of course, I can’t sit here and tell you what 
they would all be, either. 

Mr. Drnce.w. I understand that. 

Mr. Lyons. But I very definitely would present the information 
as to whether or not the total income of the gas industry could bring 
about the drilling of the number of wells required to meet increasing 
demands over some period of time. 

Mr. Drneevi. And, of course, an increase in price always stimulates 
drilling; am I correct ? 

Mr. Lyons. Stimulates any type of business activity; yes; any in- 
crease in price. 

Mr. Drnceti. Then on the basis of that, we can infer, since they are 
always going to be anxious to stimulate drilling, that they are always 
going to be raising prices; am I correct ¢ 

Mr. Lyons. As long as income will not justify and defray the cost 
of drilling the number of wells necessary to meet consumer demands, 
consumer demands will not be met. 

Mr. Dineeii. And so they will have to stimulate this production by 
raising income all down the line? 

Mr. Lyons. If they want the gas, there is no other way I know to 
get it. 

Mr. Drncevi. Now let us go a step further. You said you would 
also cite the contracts in the area in proving your case; did you not? 

Mr. Lyons. Not in the area. I said I would follow these standards 
here. 

Mr. Drncetx. But you would cite contracts in the area; you told me 
that. Ididnottell youthat. You told me that. 

Mr. Lyons. No. 

Mr.. Drnceti. That you would cite other contracts in the area. 

Mr. Lyons. Other contracts. You said “all.” 

Mr. Dinceitt. No. But you said you would cite other contracts, 
and you certainly would not pick low contracts in the area. 

Mr. Lyons. I would pick them all; yes. 

Mr. Drxcetx. You would pick high contracts, because, after all, the 
higher the contracts you cite, the better your price would be, am I 
right ? 

Mr. Lyons. No. I would pick the facts and apply it across the 
board. 

Mr. DinceiL. Well, but you certainly would not fix 

Mr. Lyons. I would do my best to present whatever, in my judg- 
ment at that time, on the advice of counsel—are you a lawyer, sir? 








Mr. Dincetx. I happen to have that misfortune. [Laughter. | 

Mr. Lyons. Well, you know, then, what I am talking about. 

Mr. Dineen. I do. 

Mr. Lyons. I would go to my attorney and ask him to advise me, 
to read this law and advise me. I also would—of course, I presume 
that the Federal Power Commission, as it goes along, would develop 
rules of procedure under these standards, and I would follow those. 
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To sit here now and tell you what that all would be, I cannot do that, 
sir. I just can’t look into the future that way. 

Mr. Dincetx. But you sure would not cite the lowest contracts in 
the area. 

Mr. Lyons. I definitely would. 

Mr. Dincetxt. But you also would cite the highest. 

Mr. Lyons. I definitely would. 

Mr. Dincei. And, of course, you would try to get the best contract 
price that you could out of the Power Commission. 

Mr. Lyons. I certainly would. 

Mr. Drncett. I mean, you are not in business for charity purposes, 
and I would not expect you to be. 

Mr. Lyons. That is right. 

Mr. Drncetx. But on the basis of this, you are going to be trying to 
get the best price you can get, are you not ? 

Mr. Lyons. I am. 

Mr. Dincett. And everybody else in the industry is going to try to 
get the best price. 

Mr. Lyons. And the buyers are going to try to get the lowest price 
they can. 

Mr. Drncetn. With the consumer’s money. 

Mr. Lyons. Does anybody ever do—— 

Mr. Dincety. Because that is what the buyers are dealing with, the 
consumer’s money. 

Mr. Lyons. Does anybody do anything with anything except with 
consumer’s money, whether it is I or you in Congress or anybody else? 

Mr. Dincet. I agree, but i in this particular case they are going to 
be dealing with the consumer's money and with a guar: anteed fair 

rate of return. 

Mr. Lyons. Not guaranteed; no. 

Mr. Divert. The interstate pipeline folks are guaranteed a fair 

rate of return, costs plus a fair rate of return, are they not? 

Mr. Lyons. I beg your pardon? 

Mr. Dincery. Interstate pipeline people are guaranteed costs plus 
a fair rate of return, are they not ? 

Mr. Lyons. Oh, on their fixed facilities. But we are talking about 
now on finding and producing gas, and nobody is going to insure me 
against loss there. 

Mr. Dinceiu. Gas is one of the costs, is it not, of the pipeline folks? 

Mr. Lyons. Let’s see, are we talking about pipelines or producers? 

Mr. Dinceix. The pipelines are the buyers. 

Mr. Lyons. Are we talking of pipelines as buyers? Yes. 

Mr. Drxcety. And they are going to be getting costs plus a fair 
rate of return. 

Mr. Lyons. They do that, yes. 

Mr. Divert. So on the basis of what you told me, it is fair to 
assume that what you are going to be trying to get is the fair field 
price, would it not be? 

Mr. Lyons. Under this formula, I would be trying to get the 
reasonable market price. 

Mr. Drneett. But you would be getting the fair field price. The 
field price would be the general fair market price. 

Mr. Lyons. It may be in some—— 
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Mr. Drncett. Would you not say they would be the same, fair 
field price and reasonable market price ? 

Mr. Lyons. There are a lot of standards set out here, Mr. Dingell, 
and I would just have to take them all into account, and I can’t do it 
here, and I think the Commission would do so. 

Mr. Dincetxi. Do you not think it would be fair to say that every- 
body in the field is going to be pointing to everybody. else in the field, 
so they are going to: try to equalize prices across the field ? 

Mr. Lyons. I ‘certainly wouldn’t want to do that, for one. 

Mr. Dinceit. Would you not say, though, they are going to try to 
equalize prices across the field? 

Mr. Lyons. I opposed minimum price laws. 

The same price? No, I wouldn’t want that. In fact, it is an im- 
possibility, anyway, on the very nature of the gas business, because 
lines built 10 years ago were built under conditions that existed at 
that time. The lines had to sell the gas on the competitive basis 
that existed at that time. 

Now a new line comes in today, and it has to face different condi- 
tions. So if you are going to have one static price for gas, let’s take 
the price that existed 10 years ago, if that was to be the prevailing 
price, then you wouldn’t have the lines you have got today. 

Mr. Drngett. That does not answer my question. 

Mr. Lyons. Well, I am sorry. 

Mr. Drvcett. Let me ask you this question: Does not this bill, of 
course, continue to provide for upw ard renegotiation of contracts? 

Mr. Lyons. What do you mean, in all respects? 

Mr. Drncet. Does not this bill provide for all gas producer con- 
tracts 

Mr. Lyons. Well, it’s subject, under this bill—let’s take it specifi- 
cally. 

Mr. Drncew. I ask you specifically, does not this bill allow and 
provide for upward revision in renegotiation of gas producer con- 
tracts? 

Mr. Lyons. Well, it does this 

Mr. Dineeti. Let me ask you this—I am asking a fair question. 

Mr. Lyons. I know you are asking— 

Mr. Drncett. It is a perfectly fair question. 

Mr. Lyons. You are asking a very broad question that would cover 
every provision in this bill, and that Is why I hesitate to answer. I 
don’t know that I could answer “Yes” or “No” to that question and 
be covered by every provision of this bill. 

The Cuarrman. I would be glad to answer it. Yes, it permits the 
renegotiation of contracts and, after renegotiation, is considered to 
be a new contract, and then effective only when approved by the Fed- 
eral Power Commission. 

Mr. Dincett. Thank you, Mr. Chairman. 

So, in view of what our chairman said, who is not trying to trap 
you, as you might have reason to fear that I am, would it not be fair 
to say, then, that we are going to have a constant renegotiation of 
contracts up to the re: asonable market price, which will happen to be 
more or less the going price of gas in the area? Would that not be 
a fair statement? 

Mr. Lyons. I think that the economy is going to go up and down, 
and of course your regional market standard is going to follow that. 
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Mr. Dince... Gas prices have never gone down, have they? 

Mr. Lyons. Now, if 

Mr. Dinecett. Wait. Gas prices have never gone down in your 
memory, have they ? 

Mr. Lyons. No. 

Mr. Dineetx, And it would not be reasonable to expect that they 
would, would it? 

Mr. Lyons. Under present conditions, no. 

Mr. Dinceti. So we come back to this point: that throughout 
the years, reasonable market price is going to go up in gas, is it not? 

Mr. Lyons. I think so. 

Mr. Dincett. And so, all existing producer contracts, then, are 
going to take their contracts and renegotiate whatever their price 
may be up to the reasonable market price of gas as it progresses up- 
ward; am I correct in my inference on that, or not? 

Mr. Lyons. Well, again, now we get down to the specific provi- 
sions of the bill. 

Mr. Drneeti. Would it not be reasonable to expect that they would 
do that ? 

Mr. Lyons. It takes two people to renegotiate a contract. 

Mr. Drneevi. Let me ask you this: Would they not be very foolish 
‘they did not? 

Mr. Lyons. They would be very foolish if they didn’t try to. 

Mr. Dincetn. And—— 

Mr. Lyons. But it takes two parties to renegotiate a contract. 

Mr. Dinceti. Well, of course, remember this: The pipeline people 
are going to be dealing with their consumers’ money, operating on a 
cost- -plus-a- fair-return basis, are they not? 

Mr. Lyons. They do operate that way. 

Mr. Drneetx. And they are going to have to be getting the gas, 
are they not ¢ 

Mr. Lyons. That is their desire. 

Mr. Dineety. That is their desire. 

And there are more buyers for gas than there is gas being pro- 
duced today, is that not a fact ? 

Mr. Lyons. The demand is increasing, of the whole United States. 

Mr. Drncetx. And it is not in excess supply. 

Mr. Lyons. Everybody in the United States desires to burn gas 
because it is a comparatively less price and it is more convenient fuel. 

The Cuatrman. Will my colleague yield to me again? I do not 
like to interrupt him, but I think the record should be made con- 
sistent. 

Mr. Dincety. I would be glad to yield. 

The Crarrman. Of course, it takes two to negotiate a contract; 
but in this bill, the parties negotiating a contract do not necessarily 
make it an effective, valid contract. In this instance, the Federal 
Power Commission has got to determine whether or not that contract 
meets the requirements. 

And furthermore, the consumers—that is, the distributors and 
those who are interested in it—and anyone else have an opportunity, 
after that new contract is filed, to come in and protest it and offer 
evidence that it is not justified. 

So in this case, not only are there two to negotiate a contract, but 
you have other interests involved to protect the consumers. 
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Mr. Lyons. I think it is true, after they negotiate, they have the 
veto power and the governing power of the Commission. 

Mr. Drnceiit. Answer me this one question, sir: Does not this bill 
compel the consumer to come in and prove that this contract is not 
the reasonable market price, and there is no such burden on the pro- 
ducer ? 

Mr. Lyons. The burden is on the producer. 

Mr. Dincetu. I will be glad to yield to my colleague and our dis- 
tinguished chairman on this point. 

I asked this question: Does not this bill place the burden on the 
consumer of coming in and showing that the price fixed by the con- 
tract is not the reasonable market price, rather than placing the bur- 
den on the producer to show that it 1s? 

Mr. Lyons. Well, the two provisions, in the case of a new contract, 
that contract is filed with the Federal Power Commission, and the 
pipeline that filed it has the burden of proof. 

In the case of price increases that are sought under the indefinite 
pricing clauses of existing contracts, in that case the producer has 
the burden of proof. 

In no case does the consumer have the burden of proof. 

Mr. Dincetx. Are you willing to stand on that answer ? 

Mr. Lyons. Yes. 

Mr. Drneexx. All right. 

Now let me ask you one more question. We talked about competi- 
tion in the industry, and we have agreed that there are more con- 
sumers than there are producers, and that the demand exceeds the 
supply. 

Now let me give you one particular case. This is quoting Mr. Le- 
Boeuf and not John Dingell, and so you can be sure it is somebody 
who knows what he is talking about. 

I could give you plenty of examples. Take the case where there was gas sup- 
plied by Southern Natural and producers were selling at 8 cents. They had later- 
als through the field. Transcontinental last year goes into that field, duplicates 
the laterals at a cost in excess of $800,000, a completely uneconomic waste, and 
offers 18 cents for the gas. 

So the situation is this: One pipeline company is in there, has lat- 
erals throughout this field. Another pipeline company comes in and 
builds a completely new set of laterals to take gas in competition and 
to compete, have its buyers compete, against the other, and it buys 
gas at 18 cents as against 8 cents which was the existing level of pro- 
ducer contracts in that field. 

Now, would that not be something which could very often happen 
under this particular bill? 

Mr. Lyons. I presume it could, but I see nothing wrong in that. 

Mr. Dinceiy. Well, here is the thing: It better than doubles the cost 
of gas at the wellhead. 

Mr. Lyons. How much, Mr. Dingell, did it cost the people to build 
a line, paying the 18 cents? 

Mr. Drncetx. $800,000. 

Mr. Lyons. How much did it cost the people to build a line paying 
8 cents? 

Mr. Dineetx. I do not know. 

The Cuarman. I think we had better proceed in order. Mr. Ding- 
ell is asking the questions. 
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Mr. Drncetu. I appreciate that, but I am delighted to give the wit- 
ness every opportunity. 

Mr. Lyons. I didn’t mean to reverse the order. It is a little difficult 
for me to answer you specifically, because your questions are general. 

Mr. Drnceti. Well, is that not an unhappy situation for the 
consumer ¢ 

Mr. Lyons. I don’t think so. Evidently there are consumers who 
don’t think so, either, or they wouldn’t be buying the 18-cent gas. 
There are evidently consumers who desire very ‘much to get that gas. 

Mr. Drncett. Wait a minute. You are talking about one kind of 
consumer and I am talking about another kind of consumer. You are 

talking about a pipeline company as a consumer. I am talking about 
the fellow who burns the gas at the burner tip as a consumer. 

Mr. Lyons. I am talking about that, too, Mr. Dingell. The man at 
the end of the line, the man who burns the gas. Now, that company 
could not build that line and couldn’t pay that price unless there were 
people not only willing to pay it but anxious to pay it. 

Mr. Drncett. It is your assumption, then, that the price should be 
whatever the traffic will bear; is that it? 

Mr. Lyons. Not at all. Not whatever the traffic will bear. It 
ought to be the price that a willing buyer would pay to a willing seller. 


Mr. Dinceti. Now, we do not have that kind of situation here at all, 


do we, because the ultimate buyer does not have a thing in the world 
to say about the gas price; does he? 

Mr. Lyons. Yes; he does. 

Mr. Dinceit. What does he have to say ? 

Mr. Lyons. He has the election not to use it. I don’t mean it in 
the sense he ought not to use it, either, but the buyer is the man who 
has the ultimate control. 

Mr. Dineett. What about the man who makes $5,000 a year and 
has $1,200 to $1,500 invested in gas-burning equipment? What about 
him? 

Mr. Lyons. I say I don’t want in any sense to say or tell hira to burn 
wood, for instance; I don’t mean that at all, because we are anxious for 
our gas to be sold in interstate commerce. 

Mr. Dinceti. You would say for him to burn oil? 

Mr. Lyons. I beg pardon? 

Mr. Drncetx. You would say for him to burn oil? 

Mr. Lyons. No, I wouldn’t even say that. I would say for him 
to burn whatever he preferred to burn. 

Mr. Drncett. All right. 

So, in other words, if economic factors are such, why, that he has to 
discontinue, then he should discontinue ? 

Mr. Lyons. Well, it is either this—he has a choice, that is evidently 
true in this case, of paying that price for the gas and having a line 
built, or not. 

Mr. Divert. And every time gas prices rise, oil prices are going 
to rise—is that not a fact—because they are competitive fuels? 

Mr. Lyons. No, I don’t think that would follow. 

Mr. DincE. L. I happen to have a very interesting quote here on that 


point but in the interest of being fair, I am going to yield to my 
colleague from Massachusetts. 


The Cuamman. Mr. Macdonald? 
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Mr. Macponaxp. First of all, sir, I would like to clear up two things 
which I think need clearing up. 

And one of them, I think you did not mean to say—I hope you did 
not mean to say it. But you remarked that nobody representing the 
consumer has appeared here. Now, I take that as—if not a personal 
affront—an affront to many of us who, in our own simple-minded way, 
think that we are. We have studied the problem as diligently as we 
possibly could, have been through these hearings once before, and are 
representing, to the best of our ability, what we think the consumer 
interest is. 

So in your remarks about the consumer, the true consumer, not be- 
ing represented, I personally—and I have never said this to a witness 
before—think it was uncalled for, because we are, in our own way, try- 
ing to protect the consumer. 

Mr. Lyons. I did not say that, to start with, and you have misun- 
derstood what I said, sir. 

Mr. Macponap. The record will show it. I am not going to con- 
tinue this harangue with you, but I copied it down 20 seconds after 
you said it, I will just say in passing. 

Mr. Lyons. May I repeat what I did say? 

Mr. Macponap. Yes. 

Mr. Lyons. I said I knew of no consumer groups who had objected. 
I said nothing about representatives of consumers. And, therefore, 
I did not, and I do not now, refer to the representation in Congress 
or by the mayors. And certainly in your case, sir, I think you are 
acting in absolute good faith. 

Mr. Macponatp. Well, I appreciate that. 

Mr. Lyons. I think that is true of every other man on the com- 
mittee. 

Mr. Macponavp. I can certainly assure you of that. 

Mr. Lyons. We have a difference of opinion, and I think that is 
because, and solely because 

Mr. Macponanp. Right, sir. 

Mr. Lyons (continuing). The same facts are not available to both 
of us. 

Mr. Macponaxp. The second thing I would like to clear up is, 
you said that everybody, including Congress, has a piece of the con- 
sumer’s money. I am telling you—Mr. Dingell agreed for some rea- 
son I do not quite understand—but I can assure you that I have no 
piece of the consumer’s money whatsoever. 

Mr. Lyons. I won’t argue that with you. 

Mr. Macponatp. If you meant taxpayers, who support the Con- 
gress and who support the oil industry and the natural-gas industry 
in large measure, I would agree with you that you all, and we all, are 
supported by tax dollars. And, therefore, if you meant taxpayers, 
I would agree. 

I just correct you if you meant what will appear in the record when 
you said “consumers.” 

Mr. Lyons. I don’t mean the consumer groups pay it directly, but I 
do say this, that every person in this Nation is a consumer. 

Mr. Macponaxp. Not of natural gas. 

Mr. Lyons. Not of natural gas. I was speaking then generally. 

Mr. Macponarp. Well, the conversation was about natural gas, 
but it isa minor point. I do not want to drag it out. 
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Mr. Lions. I meant the individual consumer, the householder, for 
instance. That is the only person I referred to in my statement, and 
certainly not to the representatives of those groups. 

Mr. Macponaxp. Well, there are householders in many States who 
do not have natural gas, so far as that goes. 

But to get to more important subjects, I was very interested in your 
statement concerning the bill, and I am sure you have read the finished 
bill. 

Mr. Lyons. I am pretty fuzzy on it right now, though. 

Mr. Macponatp. But you have read it, and I am happy to know that. 

Parenthetically, did you read my bill, about which you made a 
statement? I notice you did not know the number of it. 

Mr. Lyons. I didn’t have it available. Yes, I read the bill, and put 
down here what I understood it to mean. 

Mr. Macponarp. But you never had my bill available? 

Mr. Lyons. I have read it. I did not have it when I prepared this 
statement. 

Mr. Macponaxp. I see. 

Mr. Lyons. I tried to get the number so that I could insert it, but 
I was unable to do so at the time when I had to send it to be mimeo- 
graphed. 

Mr. Macponap. Right, sir. 

We were this morning discussing your membership, and as I recall, 
you told me that you had to own or be an oil or gas producer to be a 
member, and you had 8,500 of them. 

Mr. Lyons. Own an interest in oil and gas. 

Mr. Macponap. Own an interest. Do you include royalty owners, 
then ? 

Mr. Lyons. Oh, yes. 

Mr. Macponarp. I see. So this 8,500—do you happen to know how 
many of the 8,500 are actually producers? 

Mr. Lyons. No, I don’t, Mr. Macdonald, just precisely. I don’t 
know. 

Mr. Macponatp. If you could find it out, it would be interesting to 
me. 

On that very point, I would like to accept your invitation which 
you extended to Mr. Dingell, for you to come to my district and 
dicuss this gas bill, if you will permit me to go to your association 
to explain my bill to them. 

Mr. Lyons. I would be delighted to have you. 

Mr. Macponatp. I accepted one invitation and had to cancel it 
because of committee commitments that were not present when I 
accepted it, so I was wondering if you were going to have a meeting 
of your association prior to final action on this gas bill. 

Mr. Lyons. No, there will not be, I am sorry. 

Mr. Macponatp. Is there any chance that you could have a special 
meeting ? 

Mr. Lyons. I doubt it, within that time. I just don’t know how 
long it will be before the bill is acted upon. 

Mr. Macponatp. Is there any way you could take a straw ballot of 
your membership ? 

Mr. Lyons. I will do it on the basis that I proposed to you. I will 
exchange lists with you, and you take the ballot of my people and I 
will take the ballot of yours. 
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Mr. Macponatp. Can you do it before this gas bill—— 

Mr. Lyons. Again I say, I don’t know when the gas bill is going to 
be acted upon. 

Mr. Macponatp. When do you say you can furnish me my list? I 
could furnish you yours next week. 

Mr. Lyons. I will have to have one made up next week; I will have 
to do it. I will have to have names and addresses. 

Mr. Macponaxp. I will give you the names and addresses of my 
entire district. You are welcome to all the names and addresses. 

Did I ever understand who you are representing here today, your 
Lyons Co. or these membership people of the association ? 

Mr. Lyons. Both. 

Mr. Macponarp. Both. 

Do you think there is any conflict of interest between your com- 
pany, which produces, how much, 17 billion last year, and many of 
your members who do not produce 2 billion ? 

Mr. Lyons. If I did, I wouldn’t be here, sir. 

Mr. Macponavp. Sir, do you not think that, in looking at my bill, 
and I will go into that later, but I want to go through your state- 
ment 

Mr. Lyons. All right, sir. 

Mr. Macponatp (continuing). In looking at my bill, would you not 
be torn between representing yourself, who is not exempted under my 
bill, and the people who produce less than the minimum standard 
of 2 billion cubic feet ? 

Mr. Lyons. There would be no conflict of interest at all. 

Mr. Macponatp. Can you give me any reason why the people who 
would be released under my bill would not want to be released ? 

Mr. Lyons. I certainly can. 

Mr. Macponaxp. I wish you would. 

Mr. Lyons. The fact is they would not be released. 

Mr. Macponatp. They would not be? 

Mr. Lyons. They would not be. They would be released as a matter 
of law, but not as a matter of fact. 

Mr. Macponatp. You mean the control that the big companies 
exercise could get around this, and they would still be caught, not in 
Federal regulation, but in monopoly regulation? Is that what you 
are telling me? 

Mr. Lyons. I mean that precisely they wouldn’t be legally caught, 
but as a matter of fact they would be caught, and here is how that 
would come about. Shall I tell you? 

Mr. Macponaxp. I would be happy to hear it. 

Mr. Lyons. There are two reasons: 

The first is, as I pointed out this morning, that 2 billion feet is 
less than 6 million cubic feet per day, so you have got a very small 
number then that would be exempted and fall within that category, 
and the number would constantly fluctuate up and down. 

Mr. Macponatp. Sir, I have to interrupt you, because you are mak- 
ing a misstatement, because that is not so, and I can prove it factually, 
not by my figures but figures by the Federal Power Commission, which 
show that roughly 139 companies produce a vast majority—I have to 
be conservative in my estimate for the reason I do not want them 
contradicted by something which is really weighted on your side, so 
I have been very conservative indeed. It is, under their figures, it 
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proves conclusively that, it proves and states, 72 companies, or 1.6 per- 
cent, of the 500 producers that the FPC reports as having reported 
to them under this Natural Gas Act, supplied 79 percent of the entire 
amount of gas sold in interstate commerce in 1955. 

How can you tell me that 99.4 percent of the people are—— 

Mr. Lyons. I don’t know that I am following you. Do you have 
the figures there on how many producers produce less than 2 billion 
feet. a year? 

Mr. Macponatp. Yes, sir. On page 3 of the report I put in the 
record a long time ago, the Federal Power Commission report, you 
can see for yourself— ‘T will hand you one if you would like to see it: 
it is headed “Table 1: Direct Sales by Producers of Natural Gas to 
Natural Gas Pipeline Companies, Sales by Size Groups,” and it gives 
the size interval, the produce ers, the sales, the percent, and the revenue. 

And by my figures, in adding this up, there are roughly 4,222 pro- 
ducers who would come out from under regulation if my bill were 
enacted into law. 

How can you tell me that a small percentage, that only a small 
percentage, are going to be let out ? 

Mr. Lyons. Let’s see if we can follow each other on that. 

Mr. Macponaxp. Let me hand you this. 

Mr. Lyons. If you don’t mind, I would just rather talk with you. 
I can do it more easily. 

Mr. Macponaup. I might be making a misstatement. I want you to 
see the official report. 

There are the figures right there. That would be the cutoff place 
right there, 2.9—I have been calling it 3 percent—97 percent of the 
producers come out from under Federal regulation; about 3 percent 
stay 1n. 

Mr. Lyons. Well, as I say, that figure is going to fluctuate, and 2 
billion feet per year—— 

Mr. Macpona.p. Sir, we do not have too much time. It may fluctuate, 
but it is not going to fluctuate so it is ever going to get to where more 
than 10 percent of the producers would come under control, by the 
terms of this bill. Ninety percent of them—I will give you 7 percent, 
which I do not really concede in my mind. 

Mr. Lyons. Here is the fallacy in your argument. When you take 
a percentage of the total number producing above a certain amount 

of gas, if I am following your figures correctly, and then another per- 
centage that are producing less than a total amount of gas, there you 
don’t have the breakdown on the amount of gas produced by the num- 
ber of individuals, and let’s 

Mr. Macponap. Are you going to start talking about the unitiza- 
tion of the field ? 

Mr. Lyons. No. I still say that under your bill—now, maybe you 
will differ with me on this, and that is all right, of course—but when 
you just analyze it 

Mr. Macponatp. Not only that, but the figures disagree with you. 

Mr. Lyons. I say here, if you take 3 percent of—let’s say, 3 percent 
of the population make less than $50 000 total, well, how many of that 
3 percent will make less than $10,000 out of that total, you see, and 
here we don’t have that figure. 

Mr. Macponatp. I do not know about—we are starting to sound to 
me like an Abbott and Costello routine. I am not talking about the 
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total population of the country. I am just talking about gas pro- 
ducers, whose figures are right before you. 

Mr. Lyons. Sir, that is all I am talking about. You have here a 
certain per centage that produces less than so many billion cubic feet, 
a trillion cubic feet. 

Mr. Macponatp. Who sell in interstate commerce the amount of 
feet 
Mr. Lyons. How many out of that number, though, that produce 
that total amount of gas—how many of that number produce less 
than 2 billion feet per “year? That is what we want to get at, and 

that is the figure you do not have there. 

Mr. Macponap. That figure is right there. 

Mr. Lyons. Where is it? 

ee Macponabp. It is right in your hand. 

I do not want to use up the time. I hate to argue about obvious 
facts. 

Mr. Lyons. Well, let’s us 

Mr. Macponaxp. It isin the record, anyway. 

Mr. Lyons. Let us look at this. 

Mr. Macponap. I just don’t have the time to have you 

The Cuamrman. The gentleman is not familiar with the table, and 
he is not, therefore, capable or qualified to testify on the table that 
the figures present. 

Mr. Macponaxp. That I agree to. 

The Crarrman. You have presented your information for the rec- 
ord, and it has been received. If this witness is not familiar with that, 
I do not think it serves any point talking about it. 

Mr. Macponaup. Mr. Chairman, you misunderstand. Whether or 
not he is familiar with that table, I have made the blanket statement 
that producers who do not produce more than the minimum of 2 billion 
cubic feet, will come out from under regulation. He has purportedly 
told me, for the record, that he represents some 8,500 members, a 
number of whom automatically would have to fall in the category 
that would be released. 

The Crarrman. I think, Mr. Macdonald, you have made the point. 

Mr. Macponaxp. I am asking him why he does not want to have 
them released. 

The Cuatrman. I think you would have to know the members of 
the industry to know their philosophy. He tells you about his own 
opinion, what he thinks about it, and you have a right to question him 
about his opinion. 

Mr. Macponap. I am trying to ask him that. I am trying to find 
out whether this represents a conflict of interest; whether he is repre- 
senting a company which would not be cut out from regulation under 
my bill, and whether he purports to represent a number of companies 
who would be. 

That is the whole gist of my question, Mr. Chairman. 

Mr. Lyons. Again, I looked at your statement, and I do not find 
anywhere in the stateme - a figure that shows the total number of 
producers who produce less than 2 billion feet per year. So much 
for this statement. 


Mr. Macpvonatp. I cannot help it if you cannot see it. It is there; 
it is in the record. 
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Mr. Lyons. Idon’t. I don’t see it at all. 

Secondly, your proposal is meaningless for another reason. 

Mr. Macponatp. Which proposal, now? My bill? 

Mr. Lyons. Your proposal that 

Mr. Macponarp. Or my questioning about the figures ? 

Mr. Lyons. Your proposal about the 2 billion exemption. 

Mr. Macponarp. Right. 

Mr. Lyons. Because here is what will happen: The high percentage 
of those people involved that will be selling gas under contracts to 
interstate carriers, even though they are rele: ised, the interstate car- 
rier is not going to pay them any more for their gas than it receives 
for its own gas. 

Mr. Macponap. You are talking about the transmission companies ¢ 

Mr. Lyons. I am talking about the exempt producers. 

Mr. Macponatp. In relationship to the transmission companies? 

Mr. Lyons. That is right. 

And I happen to know, as a matter of fact, in those cases a high 
percentage of them would go into interstate commerce. 

Mr. Macponavp. I am not trying to get them a higher price for 
the gas. I am trying to take them out from Federal regulation. 

Mr. Lyons. Here is why they do not get out, though: Legally, 
they are out, and as a matter of fact they are not, and that is why lL 
am not inconsistent, among other reasons. Here is what happens: 

You take those exempt producers, and in a high percentage of the 
cases their gas will be going to the interstate carriers, and even though 
their price is not subject to control as a matter of law, as a matter of 
practice and fact the interstate line is not going to pay them any more 
than its regulated price is. 

So there, you see, you bring them right back under regulation. 
You do indirectly what you cannot do directly. So they are not re- 
leased at all. 

Mr. Macponaxp. Sir, I could not agree with you more. I think 
that is one of the strongest statements in support of my bill that I 
have heard, because these people are captives. But I do- 

Mr. Lyons. Who is a captive, sir? 

Mr. Macponarp. The small, independent producer is a captive. 

Mr. Lyons. Don’t you ever believe that. 

Mr. Macponacp. Well, I do believe it, sir. 

Mr. Lyons. Well, you are wrong, sir. 

Mr. Macponarp. And if, for concrete example, if you hit a well—— 

Mr. Lyons. Because I am one of them, and I am no captive. 

Mr. Macponatp. Well, you may be small in Texas, although as I 
understand it you have wells in Arkansas, Kansas, Louisiana, Missis- 
sippi, and Texas. They may be small by that Southwestern stand- 
ard, but you are not particularly small by New England standards. 

If you produce as much as the record shows you do, I would say 
you were a substantial producer of natural gas. 

Mr. Lyons. Again, I call your attention to the fact that that total 
represents total gas produc ed from the leases we operate, and not the 
receipts from gas that comes to us. 

Mr. Macnonatp. Anyway, I am not concerned to get people like 
you 
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Mr. Lyons. Mr. Macdonald 

Mr. Macponap. Could I complete the question ? 

Mr. Lyons. Certainly. 

Mr. Macponarp. I am not concerned with freeing people like your- 
self, who can have an impact on the market. I am sure you are con- 
cerned with it, but in my opinion, I think the consumer is protected by 
keeping you under regulation. That is my opimion. That is my 
preface. You have to understand what is in my mind. 

But I cannot see where the truly independent producer, the little 
fellow whom everybody is always talking about in this room, who 1 is 
really going to be saved from regulation, “who has m: aybe 2 or 3 wells, 
that the Natural Gas Act was never intended to enc ompass, because of 
the fact that the Natural Gas Act was put in to protect the public in- 
terest—which is, of course, a fact which you agree to, is it not? 

This fellow does not have any impact on the market. Therefore, he 

cannot adversely affect the public interest, can he? 

Mr. Lyons. Yes, every-—— 

Mr. Macponarp. You see, he cannot affect it. 

Mr. Lyons. Every commodity, every sale, affects the market. 

Mr. Macponatp. You say he would still be regulated by the 
monopoly hold that these pipelines have on him. 

Mr. Lyons. We are talking about different kinds of effects. Let 
me say—— 

The Cuarrman. I would like to respectfully suggest that we will get 
nowhere by arguing with each other, and that applies equally well to 
both. 

Mr. Macpnonatp. Sir, I do not want to argue with you, believe me. 

Mr. Lyons. Yes. 

Mr. Macponaup. And if you will just give me responsive answers, 
it will avoid arguments. 

If I were you, I would take the same position. 

Mr. Lyons. It has been long, and it is late, and I want to answer 
your questions. Would you pinpoint them ? 

Mr. Macponarp. One of the things that is fundamental to me, be- 
cause of my perhaps not underst: nding the industry as well as the 
people who grew up in it, I thought the people who would be a hundred 
percent for my bill are the people who are talking about the adverse 
effect of Federal regulation on their business, and which I agreed 
with them in part, for the harassment of certificates of convenience 
and necessity, and all of the. other requirements that the Federal 
Power Commission makes them go through. I felt that they would 
jump at the opportunity of having a bill which the consumer —e 
would also back, because they are in a sense small business, and 1 
would be no problem to get t such a bill backed by the consumer in- 
terests; since, in my opinion, it is in the interest of these smaller pro- 
ducers, I naturally assumed that the smaller producers would be all 
for it. 

And in my own mind, sir, and I do not mean to be disrespectful, I 
truly think the 1 ‘eally small ones would be, but we have heard from 
two people, Mr. Brown and yourself, and I am just pointing out that 
if this matter had come before the arene = if the member- 
ship in a free vote had directed you to appear against the bill, I 
would put a lot more stock in the opposition that” you have voiced 
against my bill. 
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That is my position; and so, now you understand me, there will be 
no room for argument, I hope. I do not want to prolong this. 

Mr. Lyons. I don’t want to argue in the least. 

The CuatrMan. Just a minute. 

Let him ask the question, and then you can answer it. 

Mr. Macponap. It is getting late, but I just want to point out I 
did not have anything to ) do with getting it late. Since you cannot 
come back tomorrow, I would like to ask you the questions that I 
wished to ask you. 

In your statement, you talked about the fact that there is no mo- 
nopoly, and that there is competition. You said, on page 6, that today 
every gas producer, from the largest company to the smallest indi- 
vidual producer, is under Federal control; and that the fallacy in 
the reasoning of the Supreme Court in the Phillips decision is that to 
exploit consumers, monopoly must exist. 

Now, to look at the monopolistic side of it, you would certainly 
say that the distributors have a monopoly at the distributing end of 
the line; would you not? 

Mr. Lyons. I would 

Mr. Macponaup. And they are regulated on a cost-plus basis. 

Mr. Lyons Properly so. 

Mr. Macponarp. Right. 

And also, it is economically feasible to have usually just one pipe- 
line go into an area. 

Lyons. That is true. 

Mr. Macponaup. And, therefore, the distributors—and I am now 
talking about the companies—are at the mercy of a monopoly because, 
in other words, a pipeline going into their area, there is only one, so 
there has to be — 

Mr. Lyons. I don’t know just what you mean there. Would you 
restate the question so I can answer it prec isely ? 

The Cuairman. Mr. Macdonald, I would suggest you ask a ques- 
tion and— 

Mr. Macvonarp. Is it not true that the pipelines have the distribu- 
tors at their mercy as far as price is concerned 4 

Mr. Lyons. No; I don’t think so. 

Mr. Macponarp. If a pipeline going into Boston says you are 
going to pay, and they can get the Federal Power Commission to go 
along with it, and they say you are going to pay 35 cents for your 
gas, what can the distr ibutor do exc ept go into the FPC rate thing 
and try to protest? If the FPC grants it, what can the distributor 
do. except go out of business ? 

Mr. Lyons. If what happens there—I still am not getting your 
question. 

The Cuartrman. He asked you, if the Federal Power Commission 
approved a proposed rate of a natural gas company, in interstate 
commerce, to a distributor, what could the distributor do 

Mr. Lyons. Do without the gas, or pay the price. 

Mr. Macponarp. That is right. 

Mr. Lyons. The regulated price. 

Mr. Macvonatp. So he is at the mercy of the pipelines, is he not 2 

Mr. Lyons. No. He is not at the mercy of the pipelines, because 
he doesn’t have to buy the product. 
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Mr. Macponaup. Well, then you agree with General Thompson, 
who appeared here 2 years ago, and said that we in New England 
could always go back to burning coal or wood ? 

Mr. Lyons. I certainly do not agree with that. 

Mr. Macponaup. If you say—what do you say? You say he 
does not have to buy the gas. I agree with you. What is he going 
to buy? It gets cold up there in the winter. 

Mr. Lyons. What is your question 

Mr. Macpona.p. You say that he does not have to buy the gas; 
so I now ask you, what is he going to buy ? 

Mr. Lyons. That would be his election. I don’t know what he would 
buy. 

Mr. Macvonap. Well, the election is not a very savory one is it? 

Mr. Lyons. I don’t want to be : argumentative, but if I go down to 
a store and I want to buy a suit of clothes, they tell me what the 
price is, and I either buy it or walk off and leave it. 

Mr. Macponarp. I know, but there is not just one store and one 
suit in the clothing business. You do not go to a store which only 
has one suit and one price, do you? 

Mr. Lyons. Certainly not. 

Mr. Macvonaup. Well, that is what the consumer of natural gas 
is doing. He is shopping in a market in which he has no choice. 

Mr. Lyons. No. He has other fuels that he can buy. 

Mr. Macponaxp. Is it not true—let me put it this way: Is it not 
true that the only real competition, except for trying to find gas, the 
only true competition is between the pipelines trying to obtain gas 
from the producers ? 

Mr. Lions. May I ask you, to see if I understand your question, 
that the sole competition is between pipeline companies? 

Mr. Macponatp. Yes, to buy gas from a producer. 

Mr. Lyons. Well, of course, there is very specific and very definite 
and very aggressive competition between the pipelines when it comes 
to buying. 

Mr. Macponatb. That is right, sir. 

Mr. Lyons. And also between the sellers when it comes to selling. 
The competition is not limited to the pipelines themselves. 

Mr. Macponaup. You say that a market that is controlled by 
roughly 2 percent of the entire producers, there is extreme competition 
on the selling end ? 

Mr. Lyons. There very definitely is. 

Mr. Macponatp. You would not say there is a seller’s market, now ? 

Mr. Lyons. A seller’s market in the case of gas ? 

Mr. Macponaup. Yes. 

Mr. Lyons. No; it isnot aseller’s market. I don’t think—— 

Mr. Macponarp. How would you characterize it, as a buyer’s 
market ? 

Mr. Lyons. As a competitive market, and I can prove it to you. It 
isa highly competitive market. 

Mr. Macponarp. Even though 2 percent of the entire industry 
controls 








Mr. Lyons. As I pointed out, Mr. Macdonald, monopoly is not a 
theory, it is a fact. It must exist in fact and not in theory. And the 
facts are, as I can prove, that there is very keen competition in the 
finding and producing and marketing of gas. 
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Mr. Macponap. Finding, I agree with. There is competition in 
finding the gas. 

Marketing of it, when 2 percent control it 

Mr. Lyons. Well, I oo nce it year in, year out, and have over a 
long period of time, and I am not speaking from hearsay, I am speak- 
ing “from direct personal experience in many, many cases, and other 
cases that occurred under my own eyes. 

Mr. Macponaup. Yes, sir. You have illustrated a solid knowledge 
of the field, for which you are to be congratulated, and I am not trying 
tocompare knowledge with you. 

But I repeat my question ; You think that it is possible that in a 
field that 3 percent, 2 to 3 percent, control 97 percent or 96 percent of 
the gas, that that is not a monopolistic situation 4 

Mr. L rons. Not at wll. Having answered that—— 

The Cuairman. You have answered the question. Let’s just have 
answers to the questions, and the questions that are asked. 

Mr. Macponaup. Did you finish your answer ¢ 

Mr. Lyons. Yes. 

Mr. MacponaLp. You say not at all 

Mr. Lyons. I say it is competitive. 

Mr. Macponaup. On page 11, you say: 





The sheer physical chore of regulating gas producers has already proved an 
an overwhelming task. Accounting procedure alone is a burdensome, time- 
consuming, and costly nightmare, not only to both large and small producers, 
but also to the Commission. 

Would you not like to see the small producers whom you purport 
to represent, be relieved of that administrative burden / 

Mr. Lyons. Not at the price they would have to pay. 

Mr. Macponaup. And the price they would have to pay is to come 
out from under Federal regulation. 

Mr. Lyon. Is to think they were doing so, but not doing so. 

Mr. Macponaup. Because they would not be paid a higher price 
because the pipelines would only pay the price that the big fellows 
set in the first plac e, 

The Cuairman. That is not a question. 

Mr. Macponaup. Is that correct ? 

That is a question. 

Mr. Lyons. Would you, I am Sorry, please restate it? I thought 
you were just making a statement. 

Mr. Macponaup. Read it back to him. 

I made a statement, and I asked if the statement was correct. 

Mr. Lyons. Lam sorry. Please pardon me. 

Mr. Macponap. I didn’t know we were operating under the rules 
of evidence. We had not been before. 

Mr. Lyons. I did not know that. I probably lost it. 

Mr. Macponavp. All right, sir, would you read it back ? 

(The question was read by the reporter. ) 

Mr. Lyons. I can answer that “yes.” 

Mr. Macponaup. In other words, you agree the only burden they 
would have, the only way they would still be controlled, is that the) 
could not get a higher price for gas because the price is really estab- 
lished in the field by the big companies; is that correct ? 

Mr. Lyons. Mr. Chairman—did you finish 

Mr. Macponaup. Yes. 
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Mr. Lyons. I would like to answer the question “yes” or “no,” but 
those are questions that I get in trouble on. They are not—the “yes” 
or “no” answer is o a full answer. 

The Cuatrman. I understand that, and what I said was the argu- 
ing back and forth between the questioner and the witness. 

Mr. Macponavp. I am not arguing with the witness, Mr. Chairman. 

Mr. Lyons. The answer is “yes.” The explanation is that I differ 
with you when you say the price is fixed by the big fellows. It is the 
price that the Federal Power Commission fixes that they are subject 
to, not the price the company fixes, because the company does not fix 
the price. It is regulated. 

Mr. Macponatp. The company does not go in and ask for a cer- 
tain price? 

Mr. Lyons. It does not fix the price. 

Mr. Macponap. But it asks for a certain price, which the Federal 
Power Commission either establishes or not; is that right? 

Mr. Lyons. That is right, yes. 

Mr. Macponatp. And the only burden that the smaller producer 
would have is that he could not get any higher price than that allowed 
in the field by the Federal Power Commission to the larger com- 
panies. 

Mr. Lyons. Yes, for the reasons I have given. 

Mr. Macponavp. Right. Thank you, sir. 

Sir, you have raised a good deal about the consumer’s interest being 
protected because of reserves. I am sure, being versed as well as you 
are in the field, I am sure you know the natural-gas reserves in the last 
reports are the highest ever in the history of our country, do you not? 

Mr. Lyons. Yes. 

Mr. Macponatp. And you know the rate of exploration has in- 
creased since the Phillips decision, under the Phillips decision, since 
and under the Phillips decision, each year, has it not? 

Mr. Lyons. The rate? Yes; yes. 

Mr. Macponarp. And that there were more gas wells found in 1955, 
by some 600, than ever before in the history of exploration ? 

Mr. Lyons. I don’t have the figures before me. If you say so, I 
agree. 

Mr. Macponarp. Right, sir. 

Under those circumstances, can you explain your concern for the 
consumer about the lack of reserves? 

Mr. Lyons. I can. 

Mr. Macponatp. Would you for me? 

Mr. Lyons. The Phillips case was decided in 1954. Following the 
Phillips case, the industry thought—and again I have got to separate, 
when I say “industry,” I mean the so-called independent gas indus- 
try—thought that the Congress would adopt a bill releasing them 
from control. 

As you know, it took some time before the Congress acted on that 
bill. It was acted on favorably, and the bill was vetoed. 

Then along came the Detroit case, which for the first time said that 
regulation under the Phillips decision had to begin on the basis of 
cost. 

Then, along simultaneously has come the endeavors that have led 
to the bill which is before this committee at this time. 
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Therefore, there has been no opportunity whatsoever for the Phil- 
lips decision to have any impact on drilling. It would not have had, 
anyway, because the business of finding and producing oil is long 
range. It will take a producer 5 years to assemble a block of leases, 
if he is successful in disc overing oil or gas, before he can develop it 
and have any appreciable : amount for sale. 

As to the regulated pipeline company which engages in drilling 
activities, it, too, has expected that it would receive the same treat- 
ment; so there has been, as proved by the action of the Federal Power 
Commission, there has been a general suspension of impact until these 
matters could be acted on by the C ongress. 

Now, to show you—just one more statement, and I will be finished. 

Mr. Macponarp. Yes, sir. 

Mr. Lyons. To show you what does happen when an industry like 
the gas-finding industry is regulated, we have only to—it is only neces- 
sary to look at the regulated companies themselves. 

Prior to the time that the “vy were regulated, they developed sub- 
stantial reserves of their own, at a far greater rate than they have 
since. Since that, the rate of discoveries on a comparative basis has 
declined, and today I know of no interstate line which produces any 
significant quantity of the gas that it markets. 

Mr. Macponarp. Are you talking about pipeline companies? 

Mr. Lyons. You see, I divided my answer into two parts. 

Mr. Macponavp. All right, sir. 

Mr. Lyons. First, the so-called independent producer who had not 
been regulated. 

Mr. Macponaup. That is right. 

Mr. Lyons. And then I spoke of the regulated long lines. 

Mr. Macponatp. On that very point you raised concerning these 
pipeline producing companies, you objected to somebody’s using the 
word “windfall.” 

Mr. Lyons. I do, sir. 

Mr. Macponaxtp. Would you say that it is a bit of a windfall to the 
pipeline producing companies to have discovered these reserves, as 
you pointed out quite correctly that they did, to pass on the costs 
of the gathering, the exploration, and the producing of this gas to 
build these reserves which made them an important part of your in- 
dustry, and then charge off to the consumer, as I just: sti ated, those 
expenses; then suddenly along comes this bill, which will make it 
impossib Ne for the Federal Power Commission to look at costs of pro- 
ducing gas; they have collected once for the consumer, the consumers 
who built, actually built, those reserves for the pipeline producing 
companies. Do you not think that it is a bit of a windfall to these 
lucky companies that have this reserve, which the consumer has paid 
for once, to get their reserves increased in value when the fair field 
criteria is used in establishing a price for that gas? 

Mr. Lyons. Again, I will answer “No,” and then I would say I do 
not know just what you mean by “windfall.” 

If it means what I think it gate, then I still object to the word. 

Mr. Macponarp. “Windfall” is a legal term, as you know, that 
makes it legal if a tree abuts your property, not owned by you, but 
for example, an apple falls on your property due to the ‘wind, you 
never had anything to do with having it grow, it suddenly appears 
on your property, and by the operation of the windfall theory it 
becomes your property. 
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That is what a windfall is, and if there is a better description of 
what would happen to these lucky pipeline producing companies, I 
rannot think of it. Perhaps you can. 

If you do not want to call it a windfall, what do you want to call it? 

Mr. Lyons. I would call it just the natural operation of standards 
that should have already prevailed. And to know whether or not or 
just what it did mean to any particular company, I would have to 
know what the responsibilities of that company were, and many other 
factors. 

Mr. Macponatp. Do you think that the pipeline companies would 
have been willing to have a fair field price for that gas at the time 
that they were building their reserves ? 

Mr. Lyons. I don’t know what they would have been willing to do 
then. 

Mr. Macponatp. Sir, how long have you been in this business? 

Mr. Lyons. Over 30 years. 

Mr. Macponatp. Well, were those lines not built during your time? 

Mr. Lyons. Mr. Macdonald, I cannot know what every man wants 
to do at a given time. 

Mr. Macponavp. I am not asking you about that. 

Well, I will ask you this: What was the fair field price for the gas 
in, for example, Panhandle Eastern Pipe Line? 

Mr. Lyons. I don’t know. 

Mr. Macponatp. You do not know. You talked about the lack of 
initiative if this bill were not passed, the lack of incentive, that drilling 
would fall off, and so forth. And in the face of the fact that it has 
not fallen off in 3 years but has increased, you said you thought there 
would be no incentive to go out there. Do you think the 27.5 percent 
depletion allowance is consider: ible incentive ? 

Mr. Lyons. Yes, I think it is an incentive. 

Mr. Macponatp. Do you think it is incentive enough to keep the 
rate of exploration up to the present level ? 

Mr. Lyons. At what price? 

Mr. Macponaxp. At the price of what, drilling or what ? 

Mr. Lyons. It is 2714 percent of something. You see, I would have 
to know what you had in mind to answer your question. 

Mr. Macponap. The 27.5 I am talking about, is a tax allowance 
which I am sure you have utilized, so you must know a little more 
about it than I do about its advantages. 

Mr. Lyons. I certainly do. 

Mr. Macponaxp. This is the 27.5 I am talking about. Is it not the 
fact that if you hit gas that you have a 27.5 depletion allowance until 
that gas runs out? “If it does not run out for another hundred years, 
is that not incentive enough to keep the people looking for it? 

Mr. Lyons. In the first place, you do not—2714 ‘percent is an er- 
roneous figure. 

In the next place, it would depend on all of the imponderables that 
go with the finding and drilling for oil, or gas, rather. 

Mr. Macponatp. This is one time I am going to have to break the 
chairman’s edict, and say is it not a fact—the last time I looked, al- 
though there are some bills in to lower it—the last time I looked, 
every gas and oil company was entitled, under the Federal tax laws, 
to take 27.5 off the top? 
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Mr. Lyons. That is not a fact, sir. 

Mr. Macpvonatp. That is not a fact? 

Mr. Lyons. That is not a fact. 

Mr. Macvonap. Have they lowered the 27.5? 

Mr. Lyons. The regul: ations have not been changed but, of course, 
you know that the 271 6 percent is limited to 50 percent of the net. 
“ Mr. Macponaxp. 52 percent, is it not? 

Mr. Lyons. 50 percent, as I recall it. 

Mr. Macpvonaxp. I think it is 52. However, you may continue. 

Mr. Lyons. I can give you an example if you would like to have it. 

Mr. Macponaup. We had an ex: unple from Humble Oil & Refining 
Co. who, in 1955, saved $67 million by not having to pay the same 
kind of taxes that every other industry in the United States has to 
pay. 

How much did you save in 1955 in your Lyons Co. under the 27.5 
depletion allowance / 

Mr. Lyons. I do not recall, and I do not call it saving, either. 

Mr. Macponaup. You do not call it a saving? 

Mr. Lyons. And I did not, as I say again now—the 2714 percent 
did not apply to me. 

Mr. Macponaup. Your company did not utilize the tax relief? 

Mr. Lyons. We utilized the rcentage depletion deduction, but it 
was not 2714 percent because—I do not want to go beyond your ques- 
tion now, because—it is limited to 50 percent of the net, and that in- 
variably—not invariably—I am sure there are some cases to the 
contrary, but a few years ago I took, I do not recall waien it was 
a 5- or 10-year period, and my computations for that time, I did not 
receive 2714 percent, I received 1714 percent, which is less i sulfur 
receives, for instance, slightly more than iron, " I recall it. 

So actually, you see, on an average basis, I do not get anymore 
percentage depletion reduction than extractive industry generally. 

Mr. Macponarp. If you can answer me in less than 2 minutes, why 
you only got 17 percent, I would be awfully interested. 

The CHarrMan. | just do not think that is a proper question. The 
depletion problem is before the Ways and Means Committee and not 
before this committee, and you can properly ask him if it was an 
incentive to get gas. 

He answered that question, and I think that is sufficient on that line 
of questioning. 

Mr. Macponaup. Sir, | might change my mind, I might agree with 
him, and I am just looking for knowledge. 

I might change my mind if I thought 27.5 was not actually given, 
and that is why I am asking the question. If it is only 17 percent, 
I might change my mind. 

Mr. Lyons. It varies, Mr. Macdonald. But I thought what you 
had in your mind was that 2714 percent was an invariable figure, 
which it is not. 

Mr. Macpona.p. It is an invariable figure in the Federal Code. 

Mr. Lyons. It is the maximum figure, not the minimum. 

Mr. Macponavp. But do you say that we have public-spirited citi- 
zens in the industry who feel that this is an unf: air allowance, perhaps 


a little too much, so they do not take the full 27.5, they only take 17 
percent ¢ 
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Mr. Lyons. You are basing your opposition to—— 

The Cuamrman. Well, the Chair has ruled on that question now. 

Mr. Macponatp. All right, sir. 

The CHarrMan. It is not before this committee, and it has nothing 
to do with regulating the gas industry. 

Mr. Macpona.p. I will naturally bow to the chairman’s ruling, but 
it definitely does have a good deal to do with this gas regulation, be- 
cause I think it more than adequately answers any testimony concern- 
ing incentive. 

I know there are many industries in Massachusetts which would be 
delighted to have 27.5 percent tax allowance. 

Mr. Lyons. May I venture, sir, to say that the gas and oil business 
is open to them ? 

Mr. Macponatp. Well, some of them go in it, and that is why they 
goinit. They invest their money because they are told they can have 
27.5 off the top, and if they lose they can take a complete tax reduc- 
tion ; that is why they invest. 

Mr. Lyons. That would not be the reason. 

Mr. Macponatp. In any event, the chairman has ruled, and I bow 
to his decision. 

I was interested in your answers to Mr. Heselton’s questions con- 
cerning the meetings of the drafting committee and the meetings that 
followed thereafter. 

How many meetings did you attend ? 

Mr. Lyons. I do not recall the number. 

Mr. Macponatp. Roughly? Three, four, five ? 

Mr. Lyons. Six,eight. I donot remember the precise number. 

Mr. Macponatp. But you attended most of the meetings that were 
held ? 

Mr. Lyons. Yes. 

Mr. Macponatp. Were they all held in New York ? 

Mr. Lyons. Yes. 

The Cuatrman. There was one meeting held in Dallas that I hap- 
pen to know about. I do not know whether you attended that. 

Mr. Lyons. I mean all the meetings I attended, Mr. Chairman. 

Mr. Macponaxp. All the meetings you attended were in New York ? 

Mr. Lyons. All meetings, yes, for this pur pose. 

Of course, I have attended oil meetings at other places. 

Mr. Macponaxp. Right, sir; but for drafting ? 

Mr. Lyons. But so far as the three industry group meetings, I did 
not attend any meeting that did not occur in New York. 

Mr. Macponatp. And you say there were roughly from 8 to 10 of 
those ? 

Mr. Lyons. Yes; I would not be certain about the exact number. 


Mr. Macponap. Were the people who mainly participated Mr. John 
Heyke 





Mr. Lyons. Yes: he was one. 

Mr. Macponatp (continuing). And Don Luce? 
Mr. Lyons. He was another. 

Mr. Macponatp. And William Dougherty ? 
Mr. Lyons. Part of the time. 

Mr. Macponarp. Charles Murphy ? 

Mr. Lyons. Yes. 
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Mr. Macponatp. Frank Prior? 

Mr. Lyons. Yes. 

Mr. Macponatp. Charlton Lyons, yourself ? 

Mr. Lyons. I was there. 

Mr. Macponarp. Leslie Fournier ? 

Mr. Lyons. Yes. 

Mr. Macponatp. Wilbur Heard ? 

Mr. Lyons. Yes. 

Mr. Macponatp Herman Pressler ? 

Mr. Lyons. Yes. 

Mr. Macponatp. Could you identify those gentlemen’s company 
affiliations ¢ 

The Cuarrman. That has already been identified in the record. 

Mr. Macponatp. Some of them have not been mentioned, if I am 
not mistaken. 

Who is Mr. Leslie Fournier? Whom does he represent ? 

Mr. Lyons. He is an official of the Panhandle Eastern. I do not 
know what his capacity is. 

Mr. Macponatp. And Wilbur Heard? I did not hear about him. 

Mr. Lyons. He isan attorney. 

Mr. Macponatp. Attorney for whom ? 

Mr. Lyons. Attorney for the Stanolind Oil & Gas Co. 

Mr. Macponarp. Yousaid he lives in Dallas? 

Mr. Lyons. In Tulsa. 

Mr. Macponarp. Tulsa. 

Did you attend the meeting of October 9? 

Mr. Lyons. Wasthat in New York? 

Mr. Macponaxp. Yes, sir. 

Mr. Lyons. I cannot be certain. I attended all meetings, with the 
exception of one. Whether that was the meeting on October 9 or 
not, I do not recall. 

Mr. Macponaxp. In that meeting was it determined that a gas bill 
in which the three segments would participate would be O. K.’d and 
sent back to Commissioner Kuykendall ? 

Mr. Lyons. That is what year; October when ? 

Mr. Macponaxp. 1956. 

Mr. Lyons. I do not think there was any determination made that 
early. 

Mr. Macpona.p. Were minutes of the meetings held—kept ? 

Mr. Lyons. I think not. I do not know of any minutes that were 
kept. However, as we went along from time to time the consensus 
was written down, no agreement. 

Mr. Macponatp. Who presided at the meetings? 

Mr. Lyons. Didn’t have any presiding officer, really. 

Mr. Macponaup. Well, vou mean everybody just stood up and talked 
atonce? Who kept order? 

Mr. Lyons. We have no presiding officer. There were just 6, 8, 10 
men there at a time. 

Mr. Macponatp. Who called the meeting to order? 

Mr. Lyons. It just started; they just started talking. We had— 
nobody was chairman of the group at all. It was an informal group. 


Mr. Macponatp. Was this held in a hotel room, law office, or 
where? 
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Mr. Lyons. Some of them were held at the Plaza Hotel. I remem- 
ber one meeting at the Yale Club. I think another was held in Mr. 
Dougherty’s office. 

Mr. Macponatp. That is Mr. William Dougherty ? 

Mr. Lyons. Yes. I just do not recall exactly where they were all 
held. 

Mr. Macponatp. As a result of these meetings were communica- 
tions sent to people who did not participate, outlining what you all 
had done? 

Mr. Lyons. I did not send any. I presume, though, that people 
who were there did send them to their associates. That is a pre- 
sumption. 

Mr. Macponatp. Were these, what purported to be minutes, sent 
not just to associates of the eight people represented, but to the indus- 
try as a whole? 

Mr. Lyons. Again I am speaking about a matter not within my 
knowledge, because I did not so distribute them. 

Mr. Macponatp. Have you ever seen what purports to be a minute 
of these meetings ? 

Mr. Lyons. I received—I had my copies, yes, of the words that 
were written down at that time. 

Mr. Macponatp. Who sent them to you? 

Mr. Lyons. Some of them I received at the time, and I believe on 
1 occasion they were written up later, or maybe 3 occasions, and 
I believe Mr. Pressler sent me a copy. 

Mr. Macponatp. Mr. Pressler ? 

Mr. Lyons. Yes. 

Mr. Macponatp. I forget who he is. 

Mr. Lyons. Mr. Herman Pressler, who was a member of the par- 
ticipants. 

Mr. Macponaxp. I understand that, I know you answered before. 
What company is he with? 

Mr. Lyons. Humble. 

Mr. Macponatp. Humble? 

Mr. Lyons. Yes; Humble Oil Co. 

Mr. Macponarp. A subsidiary of Standard Oil? 

Mr. Lyons. Of New Jersey; yes. 

Mr. Macponap. In the minutes that were sent to you, did it out- 
line what should be included in the gas bill ? 

Mr. Lyons. No. 

Mr. Macpnonatp. Did it relate at all to what was going to be in 
the gas bill? 

Mr. Lyons. It simply represented the points that the participants 
had agreed on or not agreed on; not all of them, of course, but some 
of the basic points on which there was agreement or disagreement, 
which were noted. 

Mr. Macponap. In the area of agreement was it determined that 
the yardstick or criterion for the Commission to us in reviewing price 
increases should be the reasonable market price ? 

Mr. Lyons. That was the consensus from the beginning of the 
meetings. 

Mr. Macponaup. Nobody disagreed ? 

Mr. Lyons. Nobody. 
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Mr. Macnonaup. Not even the gentleman who represents the dis- 
tributing company, Mr. Heyke? 

Mr. Lyons. No, and there was a basic reason for that. 

Mr. Macponatp. Did it contain the following principles, and state 
that the following principles, should control : 

“The Commission shall recognize the fact that natural gas is a 
commodity, and shall not consider costs OF use the public-utility rate 
base cost-of-service concept or formula” 

Mr. Lyons. That was one of the provisions that we had agreement 
on. 

Mr. Macponatp. And did it say: 

“The Commission shall consider whether the price as determined 
by it will assure to consumers of natural gas a continuing adequate 
supply thereof”? 

Mr. Lions. Yes. 

Mr. Macponatp. Did they say, “whether the contract price was 
arrived at competitively and in arm’s length bargaining ?” 

Mr. Lyons. Just to answer your question acc surately, you say “they. 

I presume you are talking about the memorandums? 

Mr. Macponatp. The Commission. 

Mr. Lyons. Yes. You are not now talking just about a memo- 
randum of October 9, are you? I do not ree: all specifically what was 
in the October 9 memorandum, so I do not want to be limited in my 
testimony to the October 9 so-called minutes, because I do not know. 

Mr. Macponacp. Right, sir. 

But what has been described by Mr. Kuykendall as the principles 
of the gas bill? 

Mr. Lyons. Yes. Those—we were in agreement on those principles, 
after long negotiations. 

Mr. Macponacp. Were there any negotiations about this cost? 

Mr. Lyons. No, not on that point. 

Mr. Macponap. There was no negotiation about cost ? 

Mr. Lyons. Are you talking about the utility rate? 

Mr. Macponatp. The cost basis was in with just no argument; 
everybody agreed that cost should not be on allowable criteria? 

Mr. Lyons. Correct. 

Mr. Macponavp. Including the distributing company : 

Mr. Lyons. Should not be the criteria. 

Mr. Macponaup. The reasonable market price criteria should 
prevail ? 

Mr. Lyons. Right. 

Mr. Macponarp. There was no discussion about that ? 

Mr. Lyons. There was discussion; we discussed every point and 
every word. There was discussion pro and con, but that was the 
concensus from the very beginning of the meetings. In fact, if it 
had not been, we would not have been there. 

Mr. Macponap. In other words, the principal reason for the meet- 
ing was to get a cost basis into the gas bill? 

Mr. Lyons. The principal reason for the meeting was, Mr. Mac- 
donald, that the distributors had become greatly ‘concerned about 
their future supply of gas. 

Mr. Macponarp. We are not going into that. I do not want to 
correct you. You give the impression that every distributor in the 
country is for this bill, and I can assure you that is not so. 
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Mr. Lyons. I am referring, of course, to the people we are talking 
about now, those who participated. 

Mr. Macponatp. There was one distributor there; was there not? 
That was Mr. Heyke. Wasn’t he the only distributor there? 

Mr. Lyons. No, I do not think so. I think—is not the Public 
Service Company of New Jersey a distributing company? Mr. Luce 
was there. Consolidated Edison is also a distributing company. 

Mr. Macponatp. Who represented them ? 

Mr. Lyons. At one time Mr. Forbes was there, and at another time 
some other man. I do not recall his name. 

Mr. Macponatp. Was Mr. LeBoeuf there? 

Mr. Lyons. Mr. LeBoeuf attended some of the meetings, yes. 

Mr. Macponatp. Were you here yesterday ? 

Mr. Lyons. Part of the time. 

Mr. Macponatp. Did you hear Mr. LeBoeuf deny he ever partici- 
pated in these meetings? 

Mr. Lyons. Well, he may not have considered himself a partici- 
pant. 

I did not hear that, to answer your question. 

Mr. Macponarp. All right, sir. 

Well, to go on 

The Cuatrman. I think the record, of course, will speak for itself 
onthat. But,as I recall, Mr. LeBoeuf said he did participate in some 
of these meetings, particularly with those where the legal end 
involved. 

Mr. Macponatp. Mr. Chairman, the record, of course, will show, 
but his testimony of participation went just to the three men who 
were called together for the secret meetings by Mr. Kuykendall, and 
in answer to Mr. Dingell’s 

The CHatrman. The gentleman is in error there. Mr. LeBoeuf’s 
testimony will stand on that. 

Mr. Macponarp. That is not right, sir. 

In response to Mr. Dingell’s question he said he denied it. He said 
he was not present. 

You never answered my question as to whether the contract price 
was arrived at competitively and in arm’s length bargaining; is that 
part of the principles? 

Mr. Lyons. Whether that was one of the provisions that reached 
unanimous agreement, unanimous agreement was reached on at some 
point in the negotiations: yes. 

Mr. Macponarp. But it was reached. I do not care whether it was 
unanimous at this point or negotiated. 

And “The reasonableness of all the provisions of the contract as 
they relate to prices, existing and future prices” ? 

Mr. Lyons. Yes. 

Mr. Macponarp. And “The quality of the natural gas being 
purchased” ? 

Mr. Lyons. Yes. 

Mr. Macponarp. “Conditions of delivery” ? 

Mr. Lyons. Yes. 

Mr. Macpvonaup. And that “The Commission shall consider——” 

Mr. Lyons. All came out of the Harris bill, the original Harris bill, 
as I remember. 

Mr. Macponap. Right. 
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These entire principles were based on the Harris bill together 
mainly with the cost basis being prohibited. 

Mr. Lyons. And then with an additional fundamental difference. 

Mr. Macponaip. Excuse me? 

Mr. Lyons. There was another difference. Excuse me, go ahead. 

Mr. Macponautp. What was the other fundamental difference? 

Mr. Lyons. Well, of course, the producers, under this bill, are 
subjected to Federal regulation directly. 

They were only subjected to it indirectly under the original Harris 
bill. 

Mr. Macponatp. Just to digress for a second, how did you agree 
to that when your statement tod ay and your testimony was especi ially 
fervent against any kind of Federal regulation as being ruinous of 
the industry ? 

Mr. Lyons. Well, I have explained that at length. If you care for 
me to, I will restate it. 

Mr. Macponap. If it is in the record I will read it. 

The Cuarrman. It is not necessary to go into that. We went over 
it again and again. 

Mr. Macponarp. Did it also contain the principle that: 

The Commission shall consider the current level of field prices under other 
contracts in the same field and under contracts in other fields and areas which 
contain terms and provisions generally comparable to those in the contract under 
review, giving appropriate weight to the circumstances affecting price under 
which such other contracts were negotiated and the factors set forth above? 

Mr. Lyons. That is my recollection, 

Mr. Macpona.p. Did it further contain the fact that: 

The reasonable market price is not necessarily the price of the last sale, the 
highest price, the lowest price, the weighted highest price, the average field price, 
or other price as arrived at by the mechanical application of a single criterion. 
Instead, it is a price which the Commission, exercising its judgment and discre- 
tion in weighing, among other things directly relevant to the issue, all factors 
enumerated above, determines is the reasonable market price. 

Mr. Lyons. That also is my recollection. 

The Cuatrrman. And was in the report on the bill last year 

Mr. Lyons. Yes. 

Mr. Macponaxp. There is no desire for a rollback of gas prices or 
price increases resulting from objectionable escalation clauses in ex- 
isting contracts? 

Mr. Lyons. Yes. 

Mr. Macponap. If the price is an existing firm price, it shall not 
be rolled back ? 

Mr. Lyons. Yes. I think that is right, too. 

Mr. Macvonatp. Such a price increase pending before the Com- 
mission and not approved by the Commission, including a price in- 
crease collected under bond is not an existing firm price? 

Mr. Lyons. I will say there I do not oe with this explanation. 
I just cannot remember, Mr. Macdonald. I do not have it before me. 
I have not had it for some time. 

The Cramman. Mr. Macdonald, I will advise you that you have 
consumed the hour. 

Mr. Macponatp. I actually have one last question. 

The Cyaan. Very well. 
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Mr. Macponatp. As to gas owned and produced by an interstate 
pipeline or an affiliate of an interstate pipeline, the same provisions 
contained in subsections F and G, which would have been added to 
section 5 of the Natural Gas Act by section 2 of H. R. 6645 shall be 
included in the bill except that the criterion or yardstick shall be the 
same as that suggested in section 6 above. 

Mr. Lyons. Well, I do not recall what those various sections mean, 
but there was again the consensus that the pipeline in that respect 
would be given the same treatment as the so-called independent pro- 
ducer. 

Mr. Macponarp. And a copy of this resolution was sent to Mr. 
Kuykendall ¢ 

Mr. Lyons. That I do not know. I think he testified on that him- 
self. I did not send it to Mr. Kuykendall. 

Mr. Macponarp. I am sorry I do not have more time, as I have 
more questions, but let the rules prevail. 

The Cuarrman. I think most of the things that have been said, 
have been said over and over again actually, as a matter of fact, dur- 
ing the course of time that this witness has testified. 

I have not asked you any questions, Mr. Lyons, but I must clear 
up for the record just 1 or 2 things. 

In the first place, there is nothing wrong about a group of citizens 
getting together when they are interested in mutual problems, is 
there ? 

Mr. Lyons. No, sir. I think that is 

The CHatrman. That is done with the New England business peo- 
ple, chambers of commerce, labor groups, insurance people and all 
other people interested in problems where they have mutual con- 
cerns and responsibility ; is that true? 

Mr. Lyons. Definitely so. 

The Cratrman. At meetings that were called, they generally be- 
came known throughout the industry; was that not true? 

Mr. Lyons. That is true. There was nothing secret about them. 

The Cuarrman. And were not the results of the negotiations or 
the discussions carried back to the various segments, explained to 
people who were interested in that particular segment, including the 
distributors, as well as the long lines and the producers ? 

Mr. Lyons. Yes. Not only that, but they were in the trade pub- 
lications and in the press generally. 

The Cuatrman. Now, was it not true that the entire group agreed 
to accept as the basis to start their discussions in trying to reach a 
general understanding of the basic policies the bill that was vetoed 
by the President in the last Coughennt 

Mr. Lyons. Yes. 

The Cuarrman. And on that as a basis to start from, with a view- 
point to eliminate the most serious objections that were raised during 
the last year as a premise upon which to start ? 

Mr. Lyons. Yes. 

The Cuarrman. Well, I, for one, think there was nothing wrong 
about it because it is done in the field of activity that we have in our 
whole system of this country. 

I do not want the record to reflect that there is any discredit what- 
soever on good, honest citizens getting together es frais their 
mutual problems. 
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Somehow or other I cannot but feel that this matter is brought 
up and overplayed for the purpose of implication. 

I think it should be well understood unless there is something before 
this committee and in the record to show that there was some viola- 
tion of some kind going on, that there should be no imlication what- 
soever involved. 

On behalf of the committee, let me thank you for your appearance 
here today. I know you must be tired. You have endeavored, I 
know, to answer questions as honestly and as truthfully as you can 
on this whole subject. 

You have made a very fine statement. I think you have been fair 
about this whole thing, and we are very glad to have your testimony. 

Mr. Macponap. I would just like to concur in that. 

Mr. Lyons. Thank you, Mr. Chairman, and Mr. Macdonald. It 
has been a privilege to be here. 

The CuarrMan. Thank you. 

Mr. Macpvonatp. Thank you. 

The Cuairman. The committee will adjourn until 10 o’clock in the 
morning. 

(Whereupon, at 7: 30 p. m., the committee took a recess, to reconvene 
the following day, Wednesday, May 22, 1957, at 10 a. m.) 
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WEDNESDAY, MAY 22, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Oren Harris, chairman, presiding. 

The Cuamrman. The committee will come to order. 

Before the committee resumes the hearing this morning, I think 
it would be appropriate to note that from the newspaper ‘and other 
reports that I have received this morning, the passing of a very good 
friend of members of this committee and of the Congress, Mr. Tom 
Preston, who is general counsel and vice president for the Association 
of American Railroads. We express our regret. 

Mr. Preston has been associated with the Association of American 
Railroads, an organization composed of most of the class I long-line 
roads in the United States, for a good many years, having come from 
Richmond, Va., years ago, I think first with the Seaboard and then 
other positions in a legal capacity. Mr. Preston has been before this 
committee on many occasions and always conducted himself in the 
finest manner, showing ability and outstanding legal qualities. 

I think it is only appropriate to note the passing of this man who 
has contributed so much to the committee for its consideration in 
many, many matters. I know the members of this committee join me 
in expressing regret in the passing of Mr. Preston. 

I think when the committee adjourned late yesterday, it was an- 
nounced that Mr. William A. Dougherty would be the first witness 
this morning. 

Mr. Dougherty, I understand that you had other arrangements and 
contemplated coming for your presentation on Friday, ‘but in view 
of the change, that you made a special effort to come to Washington 
over the night and be here this morning for your appearance today. 

If we have caused you any inconvenience, we are sorry, but the com- 
mittee has a schedule that we must carry out so far as possible because 
of the importance of this legislation and so many other matters pend- 
ing before us. 

‘We are glad to have you this morning. We welcome you to the com- 
mittee for the presentation of your statement and position with ref- 
erence to H. R. 6790 and related bills, proposing to amend the Nat- 
ural Gas Act. 

Mr. Dovenertry. Don’t worry about any inconvenience to me. That 
is nothing compared to the importance of this proceeding. 


Se} 
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I have filed with the committee the prepared statement which I 
wish to have incorporated in the record. 

The first eight pages of it consists of a statement of the reasons why 
the company with which I am connected believes that H. R. 6790 and 
H. R. 6791 should be enacted. 

Following that, there are a number of pages that deal with an 
analysis of the bill from the standpoint of the distribution companies 
with which I am connected, and it would be my thought that [ read 
only the first eight pages. 

If it is satisfactory to the chairman, I will read the first eight pages 
and ask that the remaining part of the statement be incorporated in 
the record. 

After I have read the first eight pages, again if it is satisfactory, 
T would like to make a few comments, more or less in summary form, 
as to why we think this bill is a proper protection for the future gas 
supplies of our company. 

he CuHarrMan. Very well, your entire statement, together with 
the map which is included therewith, will be received for the record 
at this time. 

I might mention, however, as a matter of fact, that in the printing 
of these maps, I think it will show in black, because the facilities 
at the Government Printing Office are such that they are not sufficient 
to show the colored part. I believe that is correct. 

Mr. Dovucuerry. If it should become important for the committee 
to have reproductions of this made we can have many, many of them 
furnished of sufficient volume to incorporate, if that is desired. 

The CHatrmMan. We will consider that. But the map will be in- 
eluded in the record with that explanation and together with the 
statement, and you can summarize it as you desire. 

Mr. Doveuerrry. I also had in mind the last few pages in the book- 
let which has a heading “System Policy,” which represents a policy 
formally adopted by the board of directors of the Consolidated Nat- 
ural Gas and each of its subsidiaries, and I assume that the chair- 
man’s comment about inclusion would relate to that as well. 

The Cuatrman. Yes. Where is that? 

Mr. Dovucuerry. It is in the back part of this volume. It has the 
tab heading “System Policy.” 

The CuHarmman. That may be included. 


STATEMENT OF WILLIAM A. DOUGHERTY, CHAIRMAN OF THE 
BOARD AND GENERAL COUNSEL, CONSOLIDATED NATURAL GAS 
CO. 


Mr. Dovucnertry. My name is William A. Dougherty. I reside at 
29 Woodside Drive, Greenwich, Conn. I am appearing in support 
of H. R. 6790 and H. R. 6791 on behalf of Consolidated Natural Gas 
Co., of which company I am chairman of the board and general.coun- 
sel. The office of Conosolidated Natural is at 30 Rockefeller Plaza, 
New York 20, N. Y., where my own office is also. 

Consolidated Natural Gas Co. is a public utility holding company 
subject to regulation by the Securities and Exchange Commission 
under the Public Utility Holding Company Act. 
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It owns all the securities of five operating companies engaged in 
producing, purchasing, gathering, transporting, storing, and selling, 
both at wholesale and retail, natural gas. 

These subsidiaries are located in the States of Ohio, West Virginia, 
Pennsylvania, and New York. They constitute an interconnected 
and coordinated natural-gas system which we refer to as the Con- 
solidated Natural system. 

The map which is appended to the end of this statement shows the 
pipelines and other facilities, the communities where natural gas is 
served to consumers, and the points of sale to nonaffiliated loc: ul dis- 
tributing companies. 

In Ohio natural gas is supplied to consumers in the densely popu- 
lated and highly industrial northeastern part of the State by the East 
Ohio Gas Co. 

The River Gas Co. serves the general area along the Ohio River 
near Marietta, Ohio. These two companies are under the regulation 
of the Public Utilities Commission of Ohio. 

In Pennsylvania, Peoples Natural Gas Co. supplies natural gas to 
consumers ina part of Pittsburgh and in other communities in western 
Pennsylvania subject to the jurisdiction of the Pennsylvania Public 
Utility Commission. 

Hope Natural Gas Co. distributes natural gas to consumers in the 
northern part of West Virginia under the jurisdiction of the West 
Virginia Public Service Commission. Hope’s principal business is 
the supplying of natural gas to the four other affiliated companies of 
the Consolidated Natural System. Such sales are subject to regula- 
tion by the Federal Power Commission. 

New York State Natural Gas Corp. does not distribute gas locally 
but sells it wholesale to a number of distributing companies in Penn- 
sylvania and New York. New York Natural is “subject to regulation 
by the Federal Power Commission. 

The companies comprising the Consolidated Natural System have 
been in business in the Appalachian area since the early discovery of 
natural gas in western Pennsylvania in the early 1880’s. Peoples 
Natural Gas Co. has been supplying gas in P ittsburgh since 1885, 
River Gas Co. has been in operation since 1894, and Hope and East 
Ohio since 1898. 

The Consolidated Natural System in 1956 supplied at retail 1,079,- 
501 consumers in 745 communities with an estimated total population 
of 4,416,000. 

The system sold natural gas to 32 wholesale customers for distribu- 
tion in 328 communities with an estimated total population of 
3,548,000. 

In 1956 the system’s total sales volume was slightly in excess of 468 
billion cubic feet. Including the consumers of the system’s wholesale 
customers who purchase their entire natural- -gas requirements from us, 
an estimated 1,654,501 consumers of all classes are dependent upon 
the Consolidated Natural System for natural gas. The total estimated 
population served is almost 8 million. 

All companies in the system except the River Gas Co. engage in 
the production of natural gas in the States in which each operates. 


The Peoples Co. has pr oduced gas in Pennsylvania for more than 70 
vears. 
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All the companies purchase natural gas locally from nonaffiliated 
producers and have done so for more than 50 years. At present the 
system companies buy g gas under more than 2,000 contracts from non- 
affiliated producers in the Appalachian gas fields. 

Prior to 1948 all of the natural gas supplied to the system markets 
came from the Appalachian area, and not until the latter part of 1943 
was gas from the midcontinent and southwest gas fields required as a 
part of the gas supply of the system. 

Production of natural gas in the Appalachian area continues in 
substantial quantities, and in 1956 the total quantity of gas produced 
and purchased by the system in the Appalachian area exceeded the 
amount required to meet the entire system requirements in 1943. 

Although gas produced and purchased in the Appalachian gas 
fields has continued in about the same volumes for the past 15 years, 
the tremendous growth in the requirements of the system markets has 
necessitated the ‘purchase of ever-increasing quantities of natural gas 
from the long-distance pipelines through which natural gas produced 
in the midcontinent and gulf coast gas fields is br ought to our mar kets. 

In 19438 sales of the system companies totaled 127 billion cubic feet. 
These had increased in 1956 to 468 billion cubic feet, and substantially 
all of the increase had to come from pipeline-purchased gas. 

In 1956 these purchases were in excess of 350 billion cubic feet and 
represented 71 percent of the total gas supply of the system. 

The system gas supply for 1956 came from these sources: 








Thousand Percent of 
| cubie feet total 
Southwest gas purchased: 

Panhandle Eastern Pipe Line Co 55, 405, 000 11 
Tennessee Gas Transmission Co_.-- ia 143, 903, 000 29 
Texas Eastern Transmission Corp 2 142, 945, 000 29 
Re rh OS occ neninabuawesed euskbedunbek os a 8, 326, 000 2 
NN vic bacicnne a ke oe exiews 2 350, 579, 000 71 
Appalachian gas (the subsidiaries): 7 a 
Produced____ rt 69, 575, 000 14 
Purchased.........-- ; | 71, 160, 000 15 

Total (in the States of Pennsylvania, West Virginia, and Ohio, pri- 
marily)........- 140, 735, 000 29 
Total gas supply - -- - ‘ f 491, 314, 000 100 


In order to purchase the Southwest gas at the most economic price, 
our system companies take gas under our basic contracts at a uniform 
daily 1 rate generally refer red to as a 100- percent load factor basis. 

Since the demands of our domestic consumers on a cold winter d: ay 
are about 8 times what they are on a warm summer day, it is necessary 
in the summertime for the system to put most of this gas into under- 
ground storage facilities, of which we now have 26 in ‘the 4 States in 
which the system operates. 

By following this practice we were able to sell and deliver to our 
customers, both retail and wholesale, on January 16, 1957, a new peak 
quantity of 2,873 million cubic feet. 

Notwithstanding this tremendous increase in the demands of our 
customers during the past 14 years, we are anticipating a substantial 
increase during the next 10 years, 
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In order that we might plan intelligently and make arrangements 
for rendering the services required for those dependent upon us, we 
have recently engaged the nationally known firm of Robert Heller & 
Associates to make a study of the economic development and growth 
possibiliti ies of our markets over the next 10 years. 

Their report shows that during the next 10 years we can expect to 
add 285,000 new customers, bringing us to a total of approximately 
1,360,000 customers serviced directly by system companies. ‘There 
will also be a substantial growth in the gas requirements of our whole- 
sale customers. 

Notwithstanding that we already have attached a large part of the 
potential house-heating customers, that study projects a volume 
growth during the next 10 years equal to 75 percent of that experi- 
enced during the past 10 years. This means annual sales of 700 billion 
cubic feet by 1966, compared to 468 billion cubic feet sold in 1956. 
If the committee is interested in reading that report, we will gladly 
furnish copies. 

We have them here in Washington, and if any members of the 
committee would like the report they can let me know and we will be 
glad to give you a copy. 

I have gone into this much detail with respect to the extent of the 
market serviced by the Consolidated System companies in order to 
demonstrate that our management is keenly aware of the necessity of 
developing adequate supplies of natural gas to meet the demands of 
our customers. 

We deem our highest obligation, as a public-utility system, to be the 
serving of our consumers with a continuing dependable supply of nat- 
ural gas at the lowest price consistent with the best service. 

In order that we may render the service expected of us, we are 
convinced that the interests of our consumers require that financial 
incentives to those who risk their capital in seeking additional gas 
supplies should be sufficient to justify the risk and to encourage the 
exploration and development of natural gas for our markets. 

We have had long years of experience in dealing with producers 
in the Appalachian fields. We have always followed a policy of 
establishing prices through voluntary agreement which would en- 
courage the development of natural gas throughout this area. 

The markets we serve will need inc reased quantities of natural gas 
during the next 10 years. To obtain this needed gas there should be 
an orderly process of arriving at the reasonable market price which 
the producer should receive as compensation and incentive for his 
risks, 

We are firmly convinced that the regulatory principles embodied 
in H. R. 6790 and H. R. 6791 will provide a means whereby we can 
serve our customers with the increasing quantities of natural gas they 
will require at prices which will be fair and reasonable for the serv- 
ice rendered. It is for that reason that Consolidated Natural Gas 
Co. and its subsidiaries, after thorough consideration of the proposed 
legislation, have formally adopted a statement of policy in support of 
these bills. A c opy is attached to this statement. 

When, in 1955, this committee was considering H. R. 4560 (the 
predecessor of H. R. 6645, generally referred to as the arate: Ful- 
bright bill), J. French Robinson, then president of Consolidated 
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Natural Gas Co., since retired under the company ‘s annuity plan, ap- 
peared and stated the objections of the Consolidated — to that 
proposed legislation. He opposed the passage of H. R. 4560 as it 
was under consideration and suggested a number of amendments that 
would remedy the defects which we believe were inherent in H. R. 
4560. 

Mr. Robinson’s statement appears in part 1 of the hearings on 
H. R. 4560, starting on page 536. His conculsions and recommenda- 
tions, starting on page 551, in part, were that sales by producers 
should be on a reasonable market-price basis but only if the favored- 
nation, price-redetermination, and other objectionable escalator 
clauses were eliminated and controlled. Several amendments were 
suggested which contemplated direct regulation by the Federal Power 
Commission of producer contracts, both present and future, which 
contained escalation clauses. 

A study of H. R. 6790 and H. R. 6791 shows that they are not 
subject to the objections made to H. R. 4560 by Mr. Robinson. These 
bills conform to the principles which the Consolidated Natural system 
sought to have adopted by this committee. 

The regulatory principles embodied in these bills will enable the 
Federal Power Commission to set up procedures which will give 
ample opportunity to all interested parties to participate in the 
determination of the reasonable market price of gas sold by producers 
to the interstate pipelines. 

I might say for the benefit of the members of the committee who 
were not here when I started, I suggested to the chairman that the 
remainder of my statement be not read but be included in the record, 
ere permission the chairman gave me. 

I do, however, want to point out briefly what we consider the 
advantages of the regulatory procedure provided by H. R. 6790 over 
and above the present methods that are under effect under the Na- 
tural Gas Act as interpreted by the courts. 

There are two principles that we feel are important here: 

The first is that there is no exemption of the producer contract as we 
felt. was in the Harris-Fulbright bill. There is no exemption from 

regulation of prices. 

The second is that these objectionable escalation clauses which Mr. 
Robinson testified about and to which there was so much objection 
made are outlawed as to future contracts. 

And we think those are important just as he then thought they 
were important. 

We have never objected to what is now defined in this bill as “de- 
finite pricing clauses.” We used to talk about them as fixed time and 
place and amount increases. We knew of them. They were reason- 
able in amount. And at no time had our system ever taken exception 
to a step-up fixed price series in a contract for 20 years which was 
necessary for financing and other purposes in the industry. 

We think, therefore, that the permission that this bill gives to con- 
tinue this type of a clause in the existing contracts is proper. And 
I can, if questions are asked me, explain in detail why I think that is so. 

We think that the review of new contracts is a better method of 
regulatory procedure for our distribution system than is available 
at the present. And that is because, when a producer and a pipeline 
company enter into a contract, if this bill were enacted into law, that 
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would have to be filed with the Commission, and it could not become 
effective until hearings were held, and if objections were made by any 
of them. 

At the present time, new contracts can be made, and unless there 
is some new delivery point or some certificate requirement under sec- 
tion 7 of the act, there is no legal right in any distributing company or 
consumer or State commission to come in and insist on a hearing on 
the reasonableness of that new price. As a matter of fact, the prices 
that have been put into effect since the Phillips decision, in new con- 
tracts, have been substantially higher than the prices that were in 
contracts before the Phillips decision. 

In only three of those cases has the Commission, on its own initiative 
and exercising its own discretion, brought into question whether or 
not the prices under these specific certificate applications would be a 
reasonable price. 

Our company has participated in certificate applications by 'Ten- 
nessee Gas Transmission Co. before the Commission, wherein we 
sought to raise the question of the reasonableness of the price of the 
new contracts. And the Commission said that it is not a rate case. 
That would have to come later. 

That means that under the present procedure the only way to inquire 
into those initial prices which are higher and have been higher since 
the Phillips case, is by starting a general investigation, which is re- 
ferred to by the Commission, and those of us who practice before it 
know it as a 5-A general investigation, which sometimes takes 2 and 
more years to finish. So as we view it, as the new contract is brought 
in, we will now have, if this bill becomes the law, the right at the 
threshold, before the contract goes into effect, to have our day in 
court. 

The question of these “indefinite pricing clauses” that we used to 
call escalation clauses, of course, is eliminated from new contracts 
So far as existing contracts are concerned, we do not worry about the 
continuance of those clauses in existing contracts, because no price 
increases in the future can be implemented under them until the pro- 
cedure that is provided for in section 13—B of the proposed law would 
take plac e. 

We have had an analysis made of the existing contracts, not only of 
the pipeline companies that serve our system, that is, not only Ten- 
nessee Gas Transmission and Texas Eastern Transmission Corp., 
bringing gas from the gulf coast area, but of almost all other contracts 
of all pipelines that bring gas from Texas, Louisiana, up to the 
consuming areas of the Northeast. 

And an analysis of those contracts shows that all of the old contracts 
have in many instances, because of these objectionable favored-nation 
clauses, now reached prices that are as high or higher than the States’ 
prices fixed in what are now called definite pricing clauses. 

We believe that if there should be any continuing jurisdiction over 
present fixed prices in present contracts—if there should be—that we 
would be met with the proposition that if it is to be used as a ceiling 
then there should be the right for those companies to proceed where 
the price is lower than the reasonable market price. 

We are convinced that such a procedure would cost our distributing 
companies more money than if those present contracts, all of which 

92196—57—pt. 2——_-9 
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were made before the Phillips decision, continue in effect under their 
fixed-price clauses. 

Two of the important things in this new method of procedure is the 
fact that the burden of proof i is placed upon the pipeline company in 
new contracts and in old contracts, if an increase is to go in effect at 
the time the bill goes into action, the burden of proof is either upon 
the pipeline or the producer, namely, the one that asks the increase. 

That, we think is a most impor tant element in the general procedure, 
because those are the people that know why they have made the 
contract and why the price is as it is. 

The contracting parties working for the pipeline have made the deal, 
they have had to justify it with their management. 

And we feel they ought to justify it as w ell before the Federal Power 
Commission. 

So I say we think that as to new contracts and as to existing con- 
tracts, the procedure which is set up here will protect our consumers of 
the Consolidated System, and because of the study we have made of 
these contracts with our principal suppliers we feel we are much 
better off to have those fixed-price contracts in existence rather than to 
have any further inquiry into the pricing. 

Now, I think that the issues in this situation have been pretty well 
drawn as to where the dividing line is. And we are opposed to con- 
tinuing the public-utility rate-base method of fixing the producer 
prices ‘for all of the reasons that have been stated so fully by so many 
people and from our own experience in the Appalachian field, our 
own experience in dealing with these pipelines in their contracts. 

But I think Mr. Ralph Locher, who is the law director of the 
city of Cleveland, pretty well drew the issue when he was here on 
May 17. 

And may I say parenthetically that we appreciate very much the 
nice things Mr. Locher said about the gas service of the East Ohio 
Gas Co., and otherwise. We simply seém to have a difference of 
opinion as to pr inciple here. 

But on page 1297 of the record on that day of Friday, May 17, in 
answering certain questions stated by Mr. O’Hara, Mr. Locher said 
he had read the statement which I had filed with the committee. 

I think he disagreed with me. And then he said: 

But we disagree fundamentally with the Dougherty position in that it is 
his honest judgment, and it is certainly yours as sponsor of this bill, that 
you can have adequate regulation by regulating producer contracts on the 
concept of reasonable market price. 

It is our position that we should not depart from the traditional method 
of using two things, cost and a rate base. And the Hope Natural Gas Co. 
spelled that out. 

I do not know any better way of stating what the essential differ- 
ences between the proponents ‘and opponents of this bill are than 
— statement, because I feel certain that if the yardstick of this bill, 

3 (ec), is changed so that it says that the Commission shall use cost 
a shall use the public-utility rate-base method, that the opposition 
would all cease. 

Of course, the producers, if that were to be done, would be in a 
worse position under this bill than under the present law. 

So we get on to the proposition of not whether these producer con- 
tracts are to be regulated, gentlemen. It is a question of what kind 
of regulation, what method, and what standards are to be applied. 
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I have the greatest of respect for Mr. Locher’s judgment and Mayor 
Celebrezze and their view, but frankly, we have given a lot of study 
to this, and it is our responsibility to see that the consumers of Ohio 
and Pennsylvania and West Virginia and certain parts of New York 
continue to have an adequate supply of gas. 

I think the viewpoint of those who are insisting upon the continu- 
ation of the present regulation is that they are thinking more of the 
next 2 or 3 or 4 years. We are looking at 10, 15, 20, and 25 years. 

And we are convinced that under a continuation of the present 
regulation, as interpreted by the courts, that we will not get the 
quantity of gas in 10, 15, 20, and 25 years that we want, that is, 
natural gas. 

We will furnish our consumers gas. We will have to make it out 
of coal, because fortunately the Consolidated System is in an area 
where there are many, many acres of coal land and we used to manu- 
facture gas many years ago. 

But that is going to cost you more. And we believe after giving 
thorough consider: ation that the utility rate-base method should not 
be employed. 

And I want to point out two or three things right here that seems 
to me a wrong ener ne has been put forward inadvertently and 
without knowing it: That 1s, that under the rate-base method the 
incentive is now suffi ient because the tax laws give a 2714-percent 
deduction for income taxes of the value of the gas at the well. 

In other words, let's call it statutory depletion. 

Gentlemen, you may not know it, but under the rate base method 
as followed at the Federal Power Commission and as interpreted by 
the courts, the producer, the gas company, whether he be a pipeline 
that produces gas or anyone else, does not keep that 2714 percent, 
because that is used in arriving at the income tax allowed and it is 
passed on completely to the consumer. 

So that this theory that the 2714-percent depletion allowance ought 


to be enough incentive is fine, if we could keep it under the present 
method of regulation. 


Then there has been a lot said 

The CHaiMan. I just want to comment again, so the members will 
know it, on yesterday afternoon a rather extensive discussion on the 
2714-percent depletion problem was had, and I ruled as chairman of 
the committee that the discussion on that problem insofar as incentive 
for adequate supplies of natural gas, would be appropriate, but to go 


beyond that it would not, because it belongs to the jurisdiction of 
another committee of Congress. 


I think the committee should know that. 

Mr. Dovcuerry. My point is it would be a nice incentive if we 
could keep it, but under the present methods of regulation that is not 
permitted to be retained by the gas producer, either pipeline or 
producer, but it is passed on. 

The Cuarrman. The only reason for such ruling is that it is a sub- 
ject, in itself, of another committee, and if we were to get into it we 
would be here for months and months. 

Mr. Macponaip. I would like to hear Mr. Dougherty’s complete 
statement as to why they do not get the 2714 percent. 

Mr. Dovenrrry. Under the method of the public-utility concept 
as it has been followed by the Federal Power Commission and as has 
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been stated by the court of appeals in this case, which has been referred 
to as the City of Detroit case, and as was decided by Examiner Binder 
in an examiner’s opinion against Colorado Interstate, the amount of 

271% percent of the value at the well was used as a deduction for the 
income-tax allowance that would be included in the cost of service. 
resulting for Colorado Interstate in no income-tax allowance at. all. 

Although on the rate base the examiner said they were entitled to a 
return on $414 million. 

Mr. Macponaxp. In other words, they never got it / 

Mr. Doucuerry. They never got it. We did not get the advantage 
of it. 

There have been a number of things said about gas reserves and 
increase in gas reserves in 1956 over the previous year. 

But I think— 

Mr. O’Hara. I am sorry that the loudspeaking system is not work- 
ing very good. Idid not hearthat. Would you mind repeating that / 

Mr. Dovuguertry. What I just said / 

Mr. O’Hara. What you just said. 

Mr. Dovcuerry. I said with respect to gas reserves there have been 
certain figures related as to the increase in total gas at the end of 
1956 as compared with 1955, but it has not been brought out that the 
major part of that increase has resulted not from new dr Ning but has 
resulted from a redetermination and recomputation of previous figures. 

The report that has been referred to, namely, by the joint com- 
mittee of the American Petroleum Institute and American Gas Asso- 
ciation shows, as has been stated, that as of December 31, 1956, the 
computed total gas reserves throughout the country were 237.8 tril- 
lion cubic feet, and that at the end of 1955, the figure was 223.7 trillion 
cubic feet, showing an increase of reserves between those 2 years of 14.1 
trillion cubic feet. 

In making that computation the report also shows that new discov- 
eries in 1956 added 5.6 trillion cubic feet. That extensions and revi- 
sions of previous years’ estimates added 19.2 trillion cubic feet. 

Now, the production i in 1956 was 10.9 trillion cubic feet. 

So that it is clear that not only the 14 trillion excess which appears 
between these 2 year-end figures, but another 5 trillion came from re- 
computation. 

Because the new discoveries of 5.6 trillion were less than the pro- 
duction. 

Mr. Hesevtron. Are those figures in the formal statement ? 

Mr. Dovcuerry. No, sir. 

The reason they are not, Mr. Heselton, is I prepared that before a 
lot of these points were brought out. 

But I thought I wanted to give the committee the information on 
them. 

Then, on the question of reserves, there have been statements made 
that the consumers in the past have in effect paid for gas reserves, 
and I think that is made not with the full knowledge of what the 
accounting and costing methods are, because if the “producer paid 
$1,000 for a lease, that is a capital account. 

When a well is drilled, the cost of that well, not only the pipe but 
the contractor’s fees, are capitalized. So that whatever is expended 
for that well has been invested as capital funds. 
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And there is no return or repayment to the one who has spent it 


until the gas is produced and that is done through depreciation and 
amortization. 


In some instances, the delay rentals are paid, but that is a minor part 
of the total capital. So it is an erroneous concept that some large gas 
reserves have been paid for by the consumers and, therefore, to 1n- 
crease the prices now would result in some sort of a windfall. 

In concluding what I say and before questioning begins, we believe 
as said before, that for the first time when new contracts are made, 
that bill gives us the right at the threshold to question the price. 

And we think that is a big advantage and we believe that the con- 
cept of reasonable market price can be used. Prices established in a 
free market are just market prices, and the word “reasonable” added 
to that we think adds a great deal, it adds something together with the 
standards set forth in section 13-C, that the Commission can follow. 

And I do not agree with the charge that they are simply going to be 
a rubber stamp and approve every price that may be made between the 
pipeline and producer. 

That concludes my formal statement, Mr. Chairman. 

(The attachments to Mr. Dougherty’s statement follows :) 


ANALYSIS OF BILL 


In order to demonstrate that these bills now meet the objectives which the 
Consolidated Natural System had in mind in opposing H. R. 4560, a brief analysis 
may be helpful. Since the bills are identical, reference will be made to H. R. 
6790. 

There are two basic prince iples stated in H. R. 6790 which we believe will afford 
protection to the consumer in his right to a continuing adequate supply of gas 
at reasonable prices. The first is that complete exemption from regulation is not 
provided. Sales of natural gas by producers are to be regulated by the Federal 
Power Commission to the extent set forth in sections 2, 3, and 4 of the bill, 
which is to be cited as the “Natural Gas Act amendments of 1957." The second 
is that the escalation clauses to which such strong objections were made during 
the hearings on H. R. 4560 are prohibited from being included in any new contract 
or added to any existing contract. 

In carrying out these principles additional sections are added to the Natural 
Gas Act which provide for regulation of the sale of natural gas under producer 
contracts, these being designated as sections 13A, 13B, 138C, 13D, and 13E. Pro- 
ducer sales are to be subject only to Federal regulation, and the bill expressly 
excludes regulation by any State or local authority over the sale price of natural 
gas either at or before the commencement of the transportation of such natural 
gas in interstate commerce. Section 13F deals with pipeline-produced gas, and 
section 13G provides a limited exemption to producer contracts which do not con- 
tain an indefinite pricing clause. 

Sections 3 and 4 of the bill set up a new and special procedure under which the 
producer sales will be regulated. 

In order to exclude the producer sales from the provisions of the Natural Gas 
Act as now constituted, certain definitions not now included in that act are added 
to section 2 of the act. 

Two of these definitions apparently are taken from H. R. 6645, these being 
the definitions of “Transportation of natural gas in interstate commerce” and 

—= in interstate commerce of natural gas for resale.” 

By the use of these definitions a sale as ras in the field no longer causes a 
producer to fall within the category of “natural-gas company” as defined in 
paragraph (6), section 2 of the Natural Gas Act. Producers’ sales are thus 
relieved from the utility type of regulation applicable to the interstate pipelines. 

None of a producer’s activities within the producing field will be considered 
to be transportation of natural gas in interstate commerce. This is because 
the definition to be added to section 2 of the act as paragraph (10) limits such 
phrase to the movement of gas which takes place after the completion within 
the producing fields of all production, gathering, processing, treating, compress- 
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ing, and the delivery of the natural gas into the transportation facilities of the 
pipeline company. 

Likewise, a producer sale within the field will not be a sale in interstate com- 
merce since the definition to be added to section 2 of the act as paragraph (11) 
means only such sale as is made by the pipeline company after transportation 
in interstate commerce as defined in paragraph (10) has commenced. 

Having thus eliminated producer sales from the present provisions of the 
Natural Gas Act, the bill classifies these sales for the purposes of the continued 
jurisdiction by the Federal Power Commission under the special regulatory 
procedures contained in section 4 of the bill. Paragraphs (12), (13), and (14) 
are added to section 2 of the act to accomplish this. 

A producer contract is defined as a contract for the sale of natural gas to a 
natural-gas company where the sale occurs in or within the vicinity of the produc- 
ing fields at or prior to the commencement of the transportation of such gas 
in interstate commerce. 

There are two classes of producer contracts: “new producer contracts” and 
“existing producer cotnracts.” <A “new producer contract” includes a producer 
contract executed after the date the bill takes effect as a law, and any renegotia- 
tion or other amendment made or entered into after February 1, 1957, of any 
producer contract which changes the pricing provisions or the duration of such 
producer contract. An “existing producer contract” is any producer contract, 
or renegotiation or amendment thereof not changing its pricing provision or 
its dnration. executed on or before the date the bill takes effect as a law, whether 
or not deliveries had been commenced at such effective date. 

The regulatory treatment accorded new producer contracts is more inclusive 
than that provided for existing producer contracts. In order to prevent changes 
being made in the pricing provisions or the duration of the contract during the 
pendency of the bill, a cutoff date is fixed so that any changes after that date 
would become subject to regulation in the same manner as a new producer con- 
tract. If this were not done, opportunity would exist to increase prices during 
the pendency of this proposed legislation and thus escape the controls which 
are necessary for the protection of consumers against future prices in excess 
of the reasonable market price, Since President Eisenhower in his budget mes- 
sage on January 16, 1957, indicated the necessity of legislation of this character, 
the date of February 1, 1957, seems appropriate as a line of demarkation. In 
this way only those bona fide prices that were contained in contracts executed 
prior to February 1, 1957, would have the benefit of the proposed section 13G 
which frees from regulation an existing producer contract which does not contain 
an indefinite pricing clause. Without such a limitation the protection of con- 
sumers, which President Eisenhower stated to be necessary, would not exist. 

I have already referred to the so-called favored-nation, price redetermination, 
and similar escalation clauses to which serious objection had been made during 
the hearings on H. R. 4560, and the prohibition against such clauses in new 
producer contracts. In dealing with these and other types of escalation clauses, 
the bill makes a classification between definite and indefinite pricing clauses 
in paragraphs (15) and (16). A “definite pricing clause” is any provision 
which sets forth in terms of a specific price per unit the prices to be paid for 
natural gas sold under the contract, and includes the initial price, any increase 
in the initial price by specific amounts at definite future dates, and tax-re- 
imbursement clauses. Such clauses were referred to in this committee’s report 
on H. R. 6645 on pages 8 and 9 and were designated as “the step-up clause” and 
“the tax-increase clause.” A typical example is one which sets the initial price 
at a stated price per thousand cubic feet with an increase of one-half cent per 
thousand cubic feet every 2 years, and in addition provides for reimbursement 
by the buyer to the seller of all or part of any future increase in the severance 
tax. Clauses of this type have not been considered objectionable, as was 
stated in the committee’s report on H. R. 6645 on page 9. 

Any provision for determining or changing the price in a producer contract 
which does not fall within the definition of a “definite pricing clause” is termed 
an “indefinite pricing clause.” An “indefinite pricing clause’ may be of the 
objectionable type prohibited by section 13A (a), or it may be of a character 
designed to give proper protection against inflation in view of the fact that pipe- 
lines and distributing companies require long-term commitments of gas, gen- 
erally for 20 years. 

One more definition is included which is designated as paragraph (17) and 
is added to section 2 of the act. It defines an affiliate of a natural-gas com- 
pany and is required in connection with the treatment given pipeline produced 
gas in section 13F. 





NATURAL GAS ACT 969 


Having stated the definitions necessary in setting up the new regulatory pro- 
cedure for producer contracts, section 4 of the bill adds seven new sections to 
the Natural Gas Act designated as sections 13A through 13G, inclusive. 

Section 183A deals only with new producer contracts and is divided into 
subsections (a) to (g), inclusive. Subsection (a) prohibits the inclusion in 
any new producer contract, or in any amendment of a producer contract, of 
certain described indefinite pricing clauses designated as (1) two-party favored 
nation, (2) third-party favored nation, (3) better market or price redetermina- 
tion, and (4) spiral escalation. These four specified types generally were 
characterized as objectionable clauses and were listed in this committee’s report 
on H. R. 6645 on page 8. 

Clauses of this type may continue in existing contracts if already included 
before February 1, 1957, but any proposed price increase based on such a clause 
must be subjected to the regulatory procedure set forth in section 13B. 

Subsections (b) to (g), inclusive, provide the machinery by which a new 
producer contract must pass the specified tests if it is to continue as a valid 
and binding agreement. In brief, these subsections set up the following pro- 
cedure and require the following action: 

(b) Every new producer contract must be filed with the Federal Power Com- 
mission by the pipeline company purchaser within a designated time. Notice of 
the filing, including a summary of the principal pricing provisions, shall be 
published in the Federal Register. 

(c) In addition, the pipeline company must mail such a summary to each 
distributing company and municipality which is an ultimate purchaser for re- 
sale of gas, but only to such as have filed with the Commission a written re- 
quest to receive such summaries. The Commission will maintain an official list 
of those to whom the summaries are to be sent. 

(d) Objections to a new producer contract may be filed within a stated time 
by any interested State, State commission, municipality, producer, pipeline com- 
pany, or distributing company which is or may be affected by the contract in its 
purchases or sales of gas. These objections may be made on 1 or more of 3 
grounds, these being: 

(i) that the definite pricing clause results in a price which exceeds the 
reasonable market price of the gas at its point of delivery. 

(ii) that the contract contains an indefinite pricing clause which is pro- 
hibted by subsection (a) of section 13A, or some other indefinite pricing 
clause which is contrary to the public interest, or 

(iii) that the duration of a producer contract is shortened. 

The Commission also may initiate a proceeding on any of these grounds. 

(e) If an objection is filed or if the Commission initiates a proceeding a 
hearing is to be held promptly, after which the Commission determines whether 
any of the objections are valid. At this hearing evidence may be introduced by 
the producer, the pipeline, the Commission, and any objector. The burden of 
proving that the new producer contract meets the required tests is upon the 
pipeline company filing the contract. 

(f) If any one of the objections is determined by the Commission to be valid, 
then the new producer contract becomes null and void from and after the 
effective date of the Commission’s order so finding. If the new producer con- 
tract under review is an amendment of a producer contract, then only the 
amendment becomes null and void, the producer contract continues in force 
and effect, and any sums collected by reason of the amendment must be re- 
funded to the pipeline company. 

(zg) If no objection is filed or if the Commission determines that any which 
have been filed are not valid and so orders, the new producer contract continues 
in full force and effect according to its terms. Any definite pricing provisions 
which have been held valid are thereafter removed from regulation, but Federal 
Power Commission jurisdiction continues over any indefinite pricing clause per- 
mitted to remain in the contract and over any future renegotiation or amend- 
ment of the definite pricing provisions. 

In the judgment of the Consolidated Natural System, the procedure set forth 
in this section 13A gives ample protection to the right of the consumer against 
excessive prices in new producer contracts. Distributing companies, by listing 
their names with the Commission, will receive sufficient information unon which 
can be made a decision whether to file objections. Thus, full opportunity will be 
given at the outset to inquire into all pricing provisions of the contract, the 
initial price, future increases, and any clauses providing for future increases, 
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based upon price indexes or other indefinite pricing clauses designed to protect 
against inflation. 

Particularly important to the consumer is the requirement that the burden of 
proof is on the pipeline purchaser. Having made the contract the pipeline com- 
pany knows why it believes the terms are reasonable, and it and the producer 
have all the necessary information to justify the pricing provisions. In regu- 
latory practice the utility proposing a change in rates always has the burden 
of proof as against any objections or protests of intervenors. 

Section 13B deals with increases resulting from indefinite pricing clauses and 
is divided into subsections (a) through (g), inclusive. These set forth the pro- 
cedure which must be followed before any price increase can be put into effect 
as the result of an indefinite pricing clause, whether contained in an existing 
producer contract or a new producer contract. Generally speaking, Commission 
jurisdiction attaches to the price being paid under a producer contract which 
contains an indefinite pricing clause only when such clause operates to increase 
the price after the date subsection (a) takes effect. By subsection (g) a pro- 
ducer is given the right to waive, in writing, all benefits which might arise under 
an indefinite pricing clause in the contract, and from and after the date when 
such waiver is filed with the Commission no further jurisdiction over the price 
being paid under that contract shall exist. 

The procedure for obtaining such an increase is similar to that providing for 
the approval of a new producer contract, and is as follows: 

(b) In order for a producer to obtain an increase in price as the result of an 
indefinite pricing clause after the date this subsection takes effect, application 
must first be made to the Commission for a determination of the reasonable mar- 
ket price of the natural gas at its delivery point. Such application may be made 
either by the producer or pipeline not earlier than 7 months prior to the proposed 
date of the increase. 

(c) The one making the application shall mail a copy to each distributing 
company and municipality which is an ultimate purchaser for resale of the 
natural gas, but only to such as have filed with the Commission a written request 
to receive copies of such applications. The Commission will maintain an official 
list of those to whom applications are to be sent. In addition, notice of the 
filing is to be published in the Federal Register. Objections may be filed within 
a stated time and any interested State, State commission, or municipality, or 
any producer, pipeline company, or gas distributing company which is or may 
be affected by the increase in price proposed under such indefinite pricing clause, 
may file objections on the ground that the proposed increase in price will result 
in a price which exceeds the reasonable market price of the natural gas at its 
delivery point. 

(d@) A hearing is to be held promptly, after which the Commission is to 
determine and by order fix the reasonable market price of the gas at its delivery 
point. The burden is placed upon the one seeking the incre: Ise, whether it be a 
producer or pipeline, to prove that the proposed increase will not result in a 
price which exceeds the reasonable market price of the gas at its delivery 
point. 

(e) If the Commission fails within 7 months after the filing to determine and 
fix by its order the reasonable market price of the gas the pipeline company 
then shall pay to the producer the proposed price until the Commission has 
made its determination and entered its order. Provision is made for shortening 
this period of 7 months by written agreement of the producer and pipeline. 
If the Commission finds that the proposed price is in excess of the reasonable 
market price then such part of the price increase as is determined to be exces- 
sive must be refunded with interest to the pipeline company. 

(f) After the Commission has determined and fixed by order the reasonable 
market price, then the producer is entitled to receive only that part of the 
increase in price which results in a price which does not exceed the reasonable 
market price as determined and ordered by the Commission. Any excess must 
be refunded with interest to the pipeline company. The increase cannot be 
collected earlier than 7 months after the filing of the application, or such 
lesser period as the parties to the contract have agreed upon in writing. 

This section 13B, in the judgment of the Consolidated Natural System, gives 
the consumer adequate protection against unjustified increases resulting from 
an indefinite pricing clause whether contained in an existing contract or in a 
new contract. A distributing company can arrange to receive a copy of an appli- 
cation for any such increase and can take appropriate steps to object. As in 
the case of a new producer contract, the burden of proving that the proposed 








NATURAL GAS ACT 971 


price increase does not result in a price greater than the reasonable market 
price is upon either the producer or the pipeline who possesses the facts justi- 
fying any proposed increase. 

Under the bill the Commission must determine the reasonable market price 
of the natural gas at the point of its delivery to the pipeline, and section 13C 
includes a statement of principles to be followed. Stated at the outset is the 
basic principle that the public utility rate base cost-of-service method shall 
not be used in determining the price to be paid a producer for natural gas. 
Natural gas is to be treated as a commodity and the Commission is not to con- 
sider costs or use the public utility concept in arriving at its conclusions. The 
Commission is required to consider these things— 

(2) (a) whether the price as determined by it will assure to consumers of 
natural gas a continuing adequate supply thereof ; 

“(b) whether the contract price was arrived at competitively and in arm’s 
length bargaining ; 

“(c) the reasonableness of all the provisions of the contract as they relate to 
prices under a definite pricing clause; 

“(d) the quality of the natural gas being purchased ; 

““(e) conditions of delivery.” 

In addition, the current level of field prices under other contracts in the same 
field or in other fields which contain terms and provisions generally comparable 
to those of the contract under review, shall be considered. 

Finally, the bill states: 

“(4) The reasonable market price is not necessarily the price of the last 
sale, the highest price, the lowest price, the weighted highest price, the average 
field price, or other price arrived at by the mechanical application of a single 
criterion. Instead, it is a price which the Commission, exercising its judgment 
and discretion in weighing, among other things directly relevant to the issue, 
all factors enumerated above, determines is the reasonable market price.” 

In the judgment of the Consolidated Natural System, this section 13C gives 
ample leeway for all interested parties to bring before the Commission all matters 
which are directly relevant to the issue of reasonable market price, including the 
effect upon consumers of the proposed price. We believe that the pricing of 
natural gas in the field cannot be done under the public utility method of de- 
termining a rate base and allowing a return thereon. We so stated in the hear- 
ings on H. R. 4560. The hazards involved, the widely varied results from the 
expenditure of equal amounts of money, the different results which are obtained 
in diversified producing fields, the widely spread areas of operations, all make 
this method unsuitable as a pricing mechanism. Likewise, we do not believe 
that costs incurred by the producer should be given consideration. This might 
result in varying prices for the same gas in the same field and can result in 
establishing a hodgepodge of prices, making reguiation impracticable and un- 
satisfactory to producer and consumer alike. We believe that the experience 
of the Federal Power Commission in recent independent producers’ cases demon- 
strates that cost is not a reliable criterion and that the public utility rate base 
method leads only to confusion. 

Section D is inserted to make invalid the so-called escape clauses which are 
found in a number of producer contracts. Those clauses purport to give the 
right of cancellation in the event of asserted Federal governmental jurisdiction. 
Since Federal regulation is proposed by the bill, it is necessary to prevent the 
use of such clauses by either party to the contract. 

Section 13E makes clear that a pipeline company whose rates are under con- 
sideration is to have allowed as an operating expense any price which it is 
obligated to pay under the pricing provisions of a producer contract which are 
in effect under the act, including certain prices which are dealt with in pending 
proceedings in sections 5 and 6 of the bill. Any other payment is declared to be 
unlawful, 

It has long been recognized that a pipeline company which engages in the 
production of its own gas which it transports and sells for resale in interstate 
commerce should be entitled to the same treatment as a producer having no 
pipeline operation. The Consolidated system has long urged the fairness of 
this position. It was emphasized in the report of this committee on H. R, 6645, 
pages 9 to 12. The Federal Power Commission has recognized the appropriate- 
ness of making an allowance to a pipeline company for its own produced gas of 
an amount greater than that determined under the public¢ utility concept, and has 
heen sustained in this view by the Court of Appeals of the District of Columbia. 
Section 13F carries out this principle and gives to the pipeline company which 
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produces its own gas an allowance of the reasonable market price at the point 
where delivery of the gas is made into the transportation facilities. Similar 
treatment is given if the pipeline company buys gas from an affiliate, which is 
defined in paragraph (17) added to section 2 of the act as meaning one who con- 
trols, is controlled by, or is under control with the pipeline company. 

In accordance with the principle stated in section 2 of the bill that certain 
exemptions should extend to producer contracts, section 13G provides for the 
absence of jurisdiction over the price paid under any producer contract which 
does not contain an indefinite pricing clause, and except as is provided in sec- 
tion 13A of the act and sections 5 and 6 of the bill. 

When a change is made in regulatory procedures, pending cases always cause 
some difficulties. Sections 5 and 6 of the bill are directed to this problem as they 
affect existing contracts. Section 5 of the bill is divided into subsections (a) 
through (h), inclusive, and prescribes procedures for the disposition of certain 
types of pending rate cases under existing producer contracts. In doing so, 
there is a declaration in subsection (b) of the validity of— 

(i) All prices which were paid on June 7, 1954, by reason of an order of a 
State regulatory agency; 

(ii) All prices which are payable on the date the subsection takes effect 
under a definite pricing clause: and 

(iii) All prices which are payable on the date the subsection takes effect 
under an indefinite pricing clause except as to prices involved in certain 
pending proceedings classified in four groups, these being 

(1) All proceedings under section 4 (e) of the Natural Gas Act in- 
volving an increase occurring after June 7, 1954, resulting from the 
operation of an indefinite pricing clause where the increase was sus- 
pended by the Commission ; 

(2) All proceedings under section 5 (a) of the Natural Gas Act initi- 
ated prior to January 1, 1957, involving a price increase occurring after 
June 7, 1954, under an indefinite pricing clause; 

(3) All proceedings under sections 4 (e) and 5 (a) of the Natural 
Gas Act initiated prior to January 1, 1957, to the extent such proceed- 
ings involve a price increase occurring after June 7, 1954, and resulting 
from the renegotiation of an existing producer contract subsequent 
to May 22, 1953, and prior to the effective date of the bill; and 

(4) All proceedings involving a controversy as to the price to be 
paid under an existing producer contract which, on or before January 
1, 1957, was the subject matter of a court proceeding under section 
19 (b) of the act, unless the proceeding is voluntarily dismissed. 

Except for the four preceding groups of cases, all other rate proceedings are 
to be discontinued. In making its determination and orders in each of the pend- 
ing proceedings which are to continue to a conclusion, the Commission is to base 
its decision on the determination of the reasonable market price of the gas and 
therefore shall apply the principles set forth in section 13C. 

Section 6 of the bill deals with pending cases in which either a pipeline com- 
pany or an independent producer is seeking a certificate of public convenience 
and necessity for the sale and delivery of natural gas in interstate commerce. At 
present, the Commission does not require in every case a showing that the pro- 
posed price for the natural gas to be delivered pursuant to the certificate is a 
reasonable price. In some cases, certificates have been conditioned upon a re- 
vision downward of the price proposed in the contract between the independent 
producer and the pipeline. This is a matter of Commission discretion and a 
distributing company has no legal right to insist upon this procedure. There are 
now pending before the Commission certain proceedings in which the contracts 
involved would fall within the definition of an “existing producer contract” and 
thus become valid without inquiry having been made into the reasonableness of 
the price. Section 6 provides that any such contract under which deliveries of 
gas had not commenced before February 1, 1957, and for which a permanent 
certificate has not been issued prior to the effective date of the amendments, will 
be subject to scrutiny in the certificate proceeding as to the reasonableness of 
the proposed price. There are presently pending proceedings in which the prices 
proposed are higher than any heretofore paid in the area from which the gas is 
to come. ‘These pending proceedings are to continue to a conclusion, and in 
passing upon the application for the certificate of public convenience and necessity, 
the Commission is to determine whether the proposed price exceeds the reason- 
able market price at the point of the delivery of the gas. If the Commission does 
find that the proposed price is in excess of the reasonable market price, the 
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Commission is directed to deny the certificate and the contract is to be null and 
void as of the time of such denial. 

In coneluding this statement, I wish to emphasize again that H. R. 6790 con- 
tains provisions for the direct regulation of the price which the producer may 
charge for gas sold to the natural-gas company and which in turn is sold to the 
distributing company for ultimate distribution to the public. The bill establishes, 
for the first time, a legal right in a distributing company to a review of the pricing 
provisions of a new contract at the time of its filing. 

In summary, the procedures and methods set up in this bill meet the objections 
which the Consolidated Natural system had in 1955 to the bill then under con- 
sideration. Since H. R. 6790 conforms to the objectives which we have long felt 
to be necessary in protecting the consumers we serve in their right to an adequate 
supply of gas at reasonable prices, we recommend that this bill be approved by 
this committee and that its passage be recommended. 

On behalf of the Consolidated Natural system, I wish to express to the com- 
mittee our appreciation for permitting this expression of our views on this pro- 
posed legislation which we deem most essential to the future gas service which 
we hope to render our consumers. For myself, may I express my thanks for the 
courtesy and patience with which you have listened to me. 


CONSOLIDATED NATURAL GAS Co., 
New York, N.Y. 


STATEMENT OF CONSOLIDATED NATURAL GAS CoO. AND SUBSIDIARIES FAVORING 
ENACTMENT OF H. R. 6790 AMENDING THE NATURAL GAS ACT 


On April 10, 1957, identical bills, H. R. 6790 and H. R. 6791, were introduced 
in the House of Representatives, the former by Congressman Oren Harris, chair- 
man of the House Committee on Interstate and Foreign Commerce, and the latter 
by Congressman Joseph P. O’Hara of Minnesota, a ranking minority member of 
the committee. Since the bills are the same, they will be referred to as a single 
bill. 

The bill proposes amendments to the Federal Natural Gas Act that will con- 
tinue Federal Power Commission regulation of sales of natural gas by producers 
to pipelines for transportation and sale in interstate commerce. Exemption from 
regulation is not provided. 

The managements of Consolidated Natural Gas Co. and its subsidiaries have 
given extremely careful consideration to the effect of the proposed legislation upon 
their consumers. We deem our highest obligation, as a public utility system, to 
be the serving of our consumers with a continuing dependable supply of natural 
gas at the lowest price consistent with the best service. 

We opposed the Harris-Fulbright bill, which was vetoed on February 17, 1956, 
by President Eisenhower, because it did not correct abuses that had arisen from 
the use of the so-called favored nation, spiral escalation and other similar price- 
increase clauses. Specific suggestions were made during the hearing that, if 
adopted as amendments, would have remedied the features which we deemed 
contrary to the interests of our consumers. 

The situation under the present law is unsatisfactory to producers, pipelines 
and distributors. 

The present Natural Gas Act was not designed to fit the needs of regulation 
of producer sales; and the Harris-Fulbright bill did not provide safeguards for 
consumers. In our judgment H. R. 6790 will protect consumers in their right 
to fair and reasonable prices without discouraging the exploration for additional 
reserves of natural gas. It embodies the principles that we believe are essential 
to legislation regulating the sale of natural gas by producers. These principles 
are: 

(1) Producers selling natural gas to interstate pipelines should be relieved 
of the public-utility type of regulation now in effect. 

(2) Sales by producers should be regulated by the Federal Power Commission 
to the extent necessary to prevent prices in excess of the reasonable market 
price for the natural gas at the point of delivery to the interstate pipeline. 

(3) The inclusion in new contracts of favored nation, spiral and other objec- 
tionable escalation provisions should be prohibited. Specific price increases 
reasonable in amount during the contract term and clauses giving reasonable 
protection against inflation are not objectionable. 

(4) New contracts should be submitted for Federal Power Commission review 
before becoming effective. 
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(5) Interested parties should have the right to object to a proposed contract 
on the grounds that the pricing provisions result in a price higher than the 
reasonable market price for the natural gas, or that the contract contains esca- 
lation clauses which are prohibited or are contrary to the public interest, or 
that the duration of a producer contract is to be shortened. The burden of 
proving these objections to be not valid should be on the pipeline. If the objec- 
tions are sustained by the Commission the proposed contract should not become 
effective. : 

(6) Existing and approved new contracts that contain only the definite pricing 
type of escalation clause should be relieved from future regulation. 

(7) Prices under contracts not relieved from regulation should not be in- 
creased except after hearing and a determination by the Commission of the 
reasonable market price of the natural gas at the point of delivery, which then 
becomes the maximum price payable until a different determination is made 
by the Commission. The burden of proving the reasonableness of the proposed 
price should be on the producer of pipeline. 

(8) Natural gas produced by a pipeline or an affiliate should be priced at 
the reasonable market price in the same manner as gas purchased from a 
nonaffiliated producer. 

(9) The Commission should consider all relevant factors in arriving at the 
reasonable market price, treating natural gas as a commodity. The price should 
not be determined on the public utility cost-of-service method. 

(10) The Commission should fix a price that in its informed judgment will 
assure to consumers a continuing adequate supply of natural gas at reasonable 
prices. 

After a thorough study of the changes in regulatory control which H. R. 6790 
proposes, Consolidated Natural Gas Co. and its subsidiaries have concluded that 
we will support and actively work for the passage of this legislation. 

CONSOLIDATED NATURAL GAS Co. 

Tue Hast Onto Gas Co. 

THE PEOPLES NATURAL GAS Co. 

NEW YORK STATE NATURAL GAS Corp. 
Hope NATURAL GAS Co. 

THE RIVER GAs Co. 

APRIL 26, 1957. 

The Cuatrman. Thank you, Mr. Dougherty, for your statement 
and I am sure the members of the committee will take ¢ ognizance of 
your entire staatement which I have gone over myself. 

I might say for the benefit of the committee I was the first one in 
this morning. [Laughter.]| Mr. Macdonald was right on my heels, 
I can tell you that. 

And I think, as you know, I have not consumed any time but there 
are 2 or 3 things that I did want to bring out in the hope that we 
might be able to save some time later on. 

In the first place, you are the general counsel of the Consolidated 
Natural Gas Co. 

Mr. Doveuerry. My official title is chairman of the board and 
general counsel. 

The Cuarrman. Of the Consolidated Natural Gas Co.—this is all 
in your statement, but I know it will be hashed out and I think for 
the benefit of those who might do so, we might as well get it over 
now if we can and maybe save some time. 

The Consolidated Natural Gas Co. is a public utility holding com- 
pany, a company under the Public Utility Holding Company Act? 

Mr. Doucuertry. Yes, sir. 

The CHatrman. Now, this holding company of yours consists of 
how many subsidiaries ? 

Mr. Doucuerty. Five. 

The CHatrman. And as you have explained each one of them in 
your statement here and outlined their association ? 
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Mr. Dovucuerry. Yes. 

The Cuamman. And what each of these subsidiaries do in the 
performance of public service ¢ 

Mr. Doucuertry. Yes. 

The CHairman. I want to say, Mr. Dougherty, I recognize full 
well the impact of the objections of the opposition that your com- 
pany had on the bill that passed the Congress in the 84tht Congress 
and was vetoed by the President. 

Mr. Dovcuerry. I have heard rumors of that, Mr. Chairman. 

The Cuamman. And I want to say also that now I am very glad 
to have you on our side. 

Mr. Dovcuerry. May I say I am very glad to have the bill as it 
is drafted on our side. That is the way I look at it. 

The Cuamman. Have you read the statement that I made at the 
outset of the hearing / 

Mr. Dovucuerry. I did, sir. 

The Cuaiman. In that statement and through questioning it was 
developed that the bill was the result of several meetings that were 
held during the last year. 

Mr. Doucuerry. Yes, sir. 

The Cuarrman. Did you participate in some of those meetings? 

Mr. Dovucuerry. I participated in almost all of them, Mr. Chair- 
man. 

The Cuamman. Were they held in New York? 

Mr. Dovucuerry. Every meeting was held, every one except one 
was held in New York, and that one was at Houston, Tex.. and I 
will be glad to give you the whole story if you would like it. But 
the one in Houston— 

The CHairman. The whole story has been related several times 
already. We were just trying to confirm the fact that you were one 
of them since your name has already beeen mentioned. 

Mr. Doveuerry. I think I should say this, that I was representing 
Consolidated Natural Gas as an executive on the policy group for the 
distributing companies, and, in addition, after the drafting of the 
principles, the memoranda started, I was requested to act as one of 
the lawyers, also. So that you might say I participated in all of them. 
In the meeting I was at in Houston was as a lawyer drafting; that 
was in November of last year. 

The Cuarrman. It was as the result of those meetings that a state- 
ment of policy was drafted ? 

Mr. Doucuerry. Yes, sir. 

The Cuairman. And there was nothing unusual about getting to- 
gether informally and discussing mutual matters of the industry and 
in the interest of the public from the producing end to the transpor- 
tation side of it, and the distributing end and the consumer interest 
was there. 

Mr. Dovcuerry. I think not. The only thing unusual was that we 
had an awful time with the producers to get them to where we 
finally got them in January of this year. 

Mr. Hesevron. I did not hear you. 

Mr. Doveuerry. The only tough time we had was to get the pro- 
ducers where they would agree to this statement, of the statement that 
was finally adopted in January of this year. 
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The Cuatrman. That was for the purpose of trying to get some 
mutual understanding of the statement of policy to eliminate the 
most serious objections that you felt that you had to the bill, in the 
last Congress, which affected the consumer interest. 

Mr. Dovcuerry. It certainly was, and primarily I was interested 
in trying to get them over to the point of view that Mr. Robinson 
expressed last year, which we felt is sound. 

The Cuamrman. You have seen in the record, I am sure, the names 
which have been referred to of those in attendance at those meetings ? 

Mr. Dovuenerty. I have read some of them. I don’t know that I 
have seen everything. I had read 1 or 2 newspaper articles. 

The Cuarrman. And those names that were mentioned, and some 
of them publicly in newspaper stories and otherwise, are as you have 
observed ? 

Mr. Doucuerry. Yes; but there were a lot of others there; for 
example, Mr. James Bomar, who appeared here on behalf of the 
consumers of the State of Tennessee, attended 1 or 2 of the meetings. 

Some of the distributing companies that are opposed to this change 
in the public-utility-rate concept attended them, and then withdrew 
because they didn’t want any change in the bill. Some of those have 
been listed as witnesses in opposition. 

The Cuarrman. In view of that, there was nothing secret or un- 
usual about these discussions. 

Mr. Dovucuerry. There was certainly nothing secret about it— 
when you have the distribution company meetings we had about 25 
or 30 there. And you can’t keep anything secret with that many 
people in it. 

The Cuarrman. One other thing: Has your attention been called 
to the two amendments that were proposed by Mr. Kendall? 

Mr. Dovcuerty. Yes, sir. 

The CuHarrman. One of them was with reference to permissive 
cost ? 

Mr. Doucuerty. Yes, sir. 

The Cuatrman. Do you think that would be in the best interests 
or not? 

Mr. Dovenerry. I don’t think it would be in the best interests. 
If the committee decided to adopt Mr. Kendall’s suggestion on that, 
I would still be for the bill. 

But I think it will present difficulties in the future, that I would 
like to see avoided, because to me it is merely bringing in the public- 
utility concept by the side door instead of the front door. 

The Crarrman. With reference to that suggestion regarding the 
review of the existing fixed step-up price contracts, would you be 
favorable to that proposal ? 

Mr. Dovcnerty. No; I would be against it. And I was against it 
right from the beginning, in our discussion. 

The Cuarrman. Very well. My time is up. 

Mr. Macdonald. 

Mr. Macponaxp. In addition to your duties as chairman of the gen- 
eral board and general counsel, you are a member of the firm of 
Dougherty & W hite; you are also a director and member of the 
executive committee of the C olorado Interstate Gas Co.; aren’t you ? 

Mr. Dovenerty. And also vice president of that company. 
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Mr. Macponaup. And they are large producers of natural gas in the 
Panhandle field and in the entire Rocky Mountain area, in the supply 
of gas out there, especially in Colorado ¢ 

Mr. Dovenrrry. Almost the entire—not the complete Rocky Moun- 
tain area, but a substantial part of it. 

Mr. Macponatp. You also ship gas to Chicago through the Natural 
Gas Pipeline Company of America 

Mr. Dovenertry. Well, the company sells gas—Colorado Inter- 
state—sells gas both in the Panhandle and in ‘the Hugonot field to 
Natural Gas Pipeline, which in turn transports it to Chicago. 

Mr. Macponatp. You are also a director and general counsel of the 
Mississippi Corp. which supplies the St. Louis market from the 
Southwest ? 

Mr. Dovuguerry. Lam. 

May I say I am a director until the annual meeting tomorrow. I 
hope I can still say “Yes” day after tomorrow. 

Mr. Macponap. I am sure you will be able to. 

Mr. Dovgurrry. | hope so. 

Mr. Macponaup. And you are also counsel for the Olin Gas Trans- 
mission Co., which is a pipeline company ? 

Mr. Dovcuerry. Yes. It produces gas, too. 

Mr. Macponatp. You are a very busy man and cover many aspects 
of this field ? 

Mr. Doveuerry. I try to keep busy, Mr. Macdonald. 

Mr. Macponatp. I was interested in your remark concerning the 
amount of reserves, because I read with great interest your speech at 
a meeting before the New York Society of Security Analysts on April 
24,1957. 

Mr. Doveuerry. Yes, sir. 

Mr. Macponarp. I must say that I didn’t hear the speech, but if 
you gave the speech as I read it, your feelings were quite the opposite 
of those expressed today. You were very optimistic about the amount 
of reserves that you have, and the future seemed to be ever expanding, 
with practically no limit. 

Mr. Dovenerry. I think you are referring to remarks made by Mr. 
Comerford, the president, and not by me. The statement is not quite 
as broad as you say. We had no worries as to the future. It depends 
on what you call the future. We have no worries about the next 4 or 
5 years; that is right. 

Mr. Macponarp. The president of your company speaks with as 
much authority as you do. 

Mr. Dovcuerty. I would say more so, because he is the chief execu- 
tive officer. 

Mr. Macponaxp. In his statement, did he not say, as to new gas 
reserves, on page 6 of his speech : 

The industry has come through a tremendous postwar expansion in the con- 
sumption of natural gas, and yet it was able each year to discover more gas 
than was produced and sold. In the 10 years ending with 1956, a total of 77 
trillion cubic feet was added to reserves for the future in addition to supplying 
the market requirements for the period. Gas reserves at the end of 1956 were 


nearly 238 trillion cubie feet, equal to 22 years’ supply at that year’s rate of 
consumption. 


This is in contrast to 12 to 13 years’ supply of oil reserves, which for years 
has been considered adequate by that highly successful industry. 

These gas reserves of 238 trillion cubie feet are conservatively stated, in that 
they are for present developments in the United States only, and they do not 
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take into account future developments in nonproductive areas or the unexplored 
areas. 


Mr. Doucuerty. That is exactly right. 
Mr. Macpona.pb (continuing) : 


They do not include large offshore areas considered to be very great potential, 
nor do they include deeper production expected to be found in many of the 
presently operated fields. 


Mr. Dovenerty. You are quoting him correctly. 
Mr. Macponap (continuing) : 


In addition, there will be available to us in the future vast reserves from 
Canada and Mexico. One of our suppliers will soon begin to receive gas from 
three fields in northeastern Mexico, where large reserves have already 
developed, and this is just the beginning of developments there. 

The large reserves already developed in Canada represent only a minor part 
of the gas yet to be found in that country, in the opinion of one of our leading 
independent geologists. The network of pipelines over most of our country today 
is such that wherever new discoveries are made, they help the supply situation 
for all consuming areas, by displacement of supplies otherwise required from 
the present producing areas. 

The fact is that no one is able to comprehend the ultimate possibilities with 
respect to either oil or gas reserves. 


been 


And this I emphasize : 

We do know that industry estimates of reserves are ultraconservative even 
for the known developments to which they are limited. 

We also know that the search for oil and gas also directly relates to the profit 
to be gained, and we believe that the opportunities for profit will stimulate the 
discovery and development of adequate quantities of gas in this country for 
many, many years to come. 

Mr. Doucuerry. He said that and that last part—— 

Mr. Macponatp. Do you disagree with him? | 

Mr. Dovenrrty. That last point is just why we feel that this law 
must be passed, is to give that opportunity for profit to stimulate that. 

You have, of course, my own remarks about natural-gas legislation 
in the same pamphlet made at the same time, as you know. 

The problem we have is not whether the reserves will be brought to 
the surface in Louisiana and Texas but whether they will be brought 
up to us. 

And I know of instances, I can name them to you, where gas— 

Mr. Macponatp. Do you think down there they are motivated by 
profit ? 

Mr. Dovcuerty. If regulation is such that they do not wish to ; 
mit them to the regulatory authority under the rules established, 
think they will hold them until they think they can get a better deal. i 
know people doing it now. 

Mr. Macponaup. They have not been doing it very much since the 


Phillips decision if we believe the estimates put out by the American 
Petroleum oil or gas figures. 


Mr. Dovcuerry. There has not been a great increase in the volume 


taken out. There have been increases in reserves. 

Mr. Macponaxp. Increases in sales and increases in profits. 
already put the figures in the record. 

Mr. Doveuerry. Of course, the increases—— 

Mr. Macponaxp. I will let the record that I put in speak for itself. 
I think if you will take a look at them you will agree with me. You 
know more about the industry than I do, so you know about that. 


I have 
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Mr. Doucuerry. The increase in volume moving in interstate com- 
merce since the Phillips decision has not been tremendous. It has been 
just about what the normal development would be. 

Whatever profits these big oil wr make are not related to 
their natural-gas business entirely. I don’t know how much is. But 
it would have to be separated if there was to be some determination. 

Mr. Macponaup. Yes, sir; but we will leave that. [ Laughter. | 

The Cuatrman. The time of the gentleman has expired. 

Mr. Macponatp. Thank you. 

The Cratrman. Mr. Bennett. 

Mr. Bennerr. I want to ask you a few questions. 

Mr. Doveuerry. About which? 

Mr. Bennerr. About section 5 of the bill. 

Mr. Doueuerry. Yes sir; | have it. 

Mr. Bennerr. I would like to ask as to the prices made effective by 
the State regulatory agencies that were in effect on June 7, 1954. Is 
that correct ¢ 

Mr. DouGuerry. Yes, sir. 

Mr. Bennerr. In subsections (b) (ii) and (b) (iii) of section 5, all 
prices payable or were being paid on the date these subsections take 
effect under a definite pricing clause or under an indefinite pricing 
clause of any contracts are declared valid prices and such prices shall 
continue in force and effect until changed. 

I call your attention to the fact that in subsection (b) ( ii) the words 

“all prices payable” are used, while subsection (b) (111) i words “all 
prices which were being paid” are used. 

What is the meaning of these words ? 

Mr. Dovucuerry. Well, the “payable”, as you note, relates to definite 
pricing clause. My interpret: oa of that is that if this bill were to 
become a law, say November 1, 1957, a price that the contractor, we 
will say, was to be paid at that time. 

Mr. Bennerr. Will you repeat that? 

Mr. Douauerry. If this bill would become a law, say, on November 
1, 1957, that is the date that subsection takes effect, and if at that time, 
a definite pricing clause indicated that an increase, say, from 12 cents 
to 14 cents should take effect at that time, that definite pricing provi- 
sion is permitted to be collected. That is in accordance with the 
contract. 

Mr. Bennerr. That might be true also, whether the parties were 

disagreement or not. 

Mr. Dovucuerry. You can’t be in disagreement if it is in there. I 
mean, this relates to the step-up fixed price type of clause and it is 
in the contract, so it is whatever price is payable as stated in the con- 
tract on that date, under a definite pricing clause. 

Mr. Bennerr. And where the pricing clause is indefinite, you nat- 
urally have to pay. 

Mr. Dovauerry. Yes, sir; that is right. 

Mr. Bennerr. What effect might that section 5 (b) (iii) have so 
far as increasing prices which the Commission would make after the 
effective date of the act? What I mean is that the increase in that 
section could be brought about by one of these escalation clauses, 
could it not? 

Mr. Dovenerry. If so, it would mean that the producer under the 
contract that you are talking about, namely, who has a contract that 

92196—57—pt. 2 10 








980 NATURAL GAS ACT 


has an indefinite pricing clause and he is collecting the price that was 
actually being paid on the date that the subsection takes effect would 
have to file an application with the Federal Power Commission for 
an increase. 

Mr. Bennett. For what? 

Mr. Dovucuerty. He would have to file an application with the 
Federal Power Commission for an increase in his price under the in- 
definite pricing clause. 

Mr. Benner. Thank you. 

The CHatrman. Mr. Avery. 

Mr. Avery. Mr. Dougherty, I believe you are the first witness we 
have had before this committee who is knowledgeable on all of the 
different facets of the natural gas industry. 

Mr. Doucuerry. I may be in all facets, but not an expert in some, 
but I have some knowledge. 

Mr. Avery. You may not be an expert in all facets, but have some 
experience in all different facets? 

Mr. Doucuerty. Yes, I have. 

Mr. Avery. And when you say Consolidated Natural Gas sells gas 
at the retail level does that mean clear down to the householder’s me- 
ters? 

Mr. Doveuerty. We have got more than a million customers that 
we serve right at the retail meter. 

Mr. Avery. I thought that is what you meant. 

Mr. Dovucuerry. Correct. 

Mr. Avery. I wanted to be sure. 

Mr. Dovcuerty. Yes. 

Mr. Avery. All of your production, as I read your statement here, 
is in the Appalachian area—all of your production. 

Mr. Dovucuerry. All of our production is. 

Mr. Avery. And then it would logically follow the gas you pur- 
chase is on your long lines down in probably in the Texas, Louisiana, 
and Mississippi region. 

Mr. Dovueuertry. We purchase gas in the Appalachian area also. 

Mr. Avery. The major portion of it, though, is in the southern 
part ? 

Mr. Dovcnerry. 71 percent in 1956 of the system gas supplies and 
these figures are on page 4 of the statement. 

Mr. Avery. I am looking at it. 

Mr. Dovucuerry. 71 percent comes from the long-distance pipelines. 

Mr. Avery. All right. I want to go on from there before the bell 
rings here. 

We have had some conflicting testimony here as to whether the pro- 
duction sale of natural gas at the wellhead was competitive or whether 
it was inclined to be monopolistic. What has been your experience on 
the far end of the long lines when you go out to purchase natural gas 
from the producers? 

Mr. Dovenerty. There was a time when it was a buyers market 
completely which I can well remember and then competition was 
pretty active. 

Mr. Avery. Could you give us a little approximation chronolog- 
ically on the dates there? . 

Mr. Dovcuerty. For example, my first experience in this field was 
in 1933. 
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Mr. Avery. All right. 

Mr. Dovueuerry. At that time. 

Mr. Avery. It was a buyer’s market then ? 

Mr. Doucuerry. A buyer’s market, that is right. 

Mr. Avery. All right. 

Mr. Dovenerty. Then as the inflationary period and effect of the 
Second World War came about, then more pipelines began to be built, 
and as those additional pipelines began to be built there became more 
competition down in the field because of the fact, the necessity of 
buying a large supply at one time did not enter into it, so I would 
say there was pretty good competition up until late in maybe 1953 or 
1954, and my own knowledge is that since the Phillips decision it has 
been tough because the buyer-sellers have been more unwilling to sell 
and the prices have gone up much higher. 

Beginning with 1952, then they were before—— 

Mr. Avery. In other words, you are saying in effect this, that since 
the Phillips decision the production and sales at the wellhead have 
inclined to become more monopolistic than it was previous to that 
time. 

Mr. Douveuerry. It certainly has. 

Mr. Avery. And I believe you covered this in your response to Mr. 
Macdonald a while ago, have you or have you not noticed any in- 
creased inclination for gas to go into intrastate since the Phillips 
decision ? 

Mr. Dovcnerry. Yes. I know exactly, for example, for Mr. Mac- 
donald asked me about the Olin Gas Transmission Co. of which I am 
counsel, their main business is to supply industrial gas at Baton 
Rouge, La., and the Texas Corp., one of the great big companies sells 
gas to that company in intrastate commerce and will not sell it in 
interstate commerce. Any they sell it to Olin Co. at a lesser price 
than they have been offered by American Louisiana to take it up to 
Detroit and so forth. 

Mr. Avery. Rather than to be caught by the bell, I think I will 
defer further questioning, Mr. Chairman. 

The CHarrman. Mr. Hale? 

Mr. Hate. No questions. 

The Cuarrman. Dr. Neal? 

Mr. Neau. I have no questions. 

The Cuarrman. Mr. Moss? 

Mr. Moss. No questions. 

The Cuatrman. Mr. Moulder? 

(No response. ) 

The CuarrmMan. Mr. Williams? 

Mr. Witu1aMs. Mr. Dougherty, could you give the committee some 
indication of how much you have paid for natural gas in the last 10 
years ? 

Mr. Doucnerty. Yes; I can do that. 

Mr. Macvonatp. Which company, Mr. Williams? 

Mr. Dovucuertry. The one I am representing here, I assume he 
means, Consolidated Natural. 

Mr. Wiriur1aMs. You buy directly, from the producer, do you not ? 

Mr. Doucuerry. We do in the Appalachian area, but in the area of 
the pipelines, we buy from the pipeline companies. 
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Now, our price from the pipeline companies, I have those figures 
right here available, starting in 1952, and the average price in 1952 
was 25.28 cents. 

Mr. Wiu1aMs. That is what you paid the pipeline? 

Mr. Doveuertry. That is what we paid the pipelines—29.21 cents; 
30.06 cents ; 30.75 cents; and in 1956, 31.26 cents. 

Mr. Witiiams. Yes. 

Mr. Dovughixry. Our purchases from the producers in the Ap- 
palachian area, in those areas averaged this, starting with 1952— 

Mr. Witu1aMs. You are giving us the average price per Mcf? 

Mr. Doucuerty. Yes, sir. 

Mr. Wiuu1aMs. That is not exactly the question that I intended to 
ask you. The question is, How much total your company paid for 
natural gas to the producers? 

Mr. Dovcuerry. I see. You mean the total amounts paid? 

Mr. Wiuu1ams. Take any given year; that will be all right. 

Mr. Doveuerry. Yes, I have got that here. 

Well, in 1956, the total we paid for purchased gas, both pipeline 
and producers, is $121,030,654. Now, I have that all the way back to 
1944, and it goes down so that in 1944, our total gas bill was $17,- 
282,667. 

Mr. Witiiams. When was that / 

Mr. Doucuertry. 1944. 

Mr. Witirams. Yes. But in 1956, it was roughly 121— 

Mr. Douguerty. $121,030,654. That was pretty near 4 times as 
much gas, of course. 

Mr. WituiaMs. Yes. 

Using that as a base, $121 million that you paid for your gas, how 
much of that could be subtracted as being the cost of the transporta- 
tion by the pipelines? Can you give us some estimate of what the 
net cost, or how many dollars you paid out that went actually to the 
producer for his natural gas in that year? 

Mr. Doucuerry. Well, let’s see it I can do that. 

I would almost have to compute it, on this basis: I know that in 
1956, I know what the prices are we paid to the pipelines, and I will 
try to compute that and give it to you later, Mr. Williams. 

Mr. Wiu1aMs. My time is up. I will have to get back to that when 
we get on our second round of questions. 

Mr. Doucuerry. That is what I mean. 

Mr. Wuu1aMms. I will have to yield the floor. 

Mr. WituraMs (presiding). Mr. Dollinger, I believe, is next. 

Mr. Staggers? 

Mr. Sraccers. None at this time. 

Mr. WititiaMs. Mr. Dies? 

Mr. Dies. You gave the figures from 1952 to 1956. What would 
be the approximate percentage of the increased price of gas produced, 
from 1952 to 1956, just roughly 

Mr. Dovenerry. About 23 percent was the increase in the cost. 

Mr. Dies. Twenty-three percent ? 

Mr. Dovucuerty. Yes, sir. 

Mr. Dies. Of course, some of that, a very big part of that, is the 
increased cost, in transmission? ~ 

Mr. Dovcuertry. Well, yes. We have general ideas. For example, 
Tennessee Gas, their average price now is about, soe around, 
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in 1956, around 12 cents, 12 to 13 cents, and we paid them 31 cents 
per thousand cubic feet. I would have to multiply that. Mr. Wil- 
liams asked me for a total. 

Mr. Dies. What would you say, roughly speaking, the price of gas 
at the wellhead has increased, to your company? I know you are 
going to figure it out, but give us, since 1952, what percentage increase 
it was. 

Mr. Dovenerry. Well, I would say it is—the wellhead price on 
those contracts have increased from about, an average of about, 8 or 
9 cents to, say, around 12. 

Mr. Dies. Say about 12 percent since—— 

Mr. Dovucurrry. No. About 3 cents; it would be about a 30 percent 
increase, 

Mr. Dies. Thirty percent or 3 cents. 

Now, is not that increase in line with the increase of all other com- 
modities in the United States, generally speaking ? 

Mr. Dovuguerry. Well, it is even less. And, of course, when you 
apply percentages to the low figures, it is like paying 10 cents for a 
newspaper you used to pay a nic kel for, that is a 100 percent increase. 

Mr. Dies. Yes. 

Mr. Dovenerry. But percentages, I think, as related to these low 
prices as against, say, percentages of the distribution prices, do not 
give you the full story. 

Mr. Dies. Well, you would not say there has been as much increase 
in the field price of gas as there has been in automobiles and many 
other things which people have to buy, would you? 

Mr. DovuGcuerry. I know there has not been, that part, yes. 

Mr. Dies. So that, so far as up to the present date, there are no 
grounds for people to object to the increase in the price of gas that 
has occurred ¢ 

Mr. Dovenerry. Certainly not so far as our companies are con- 
cerned, Mr. Dies. 

Mr. Dies. And you feel that if these indefinite escalator clauses 
are eliminated, prohibited—the ones that are designated in the bill, 
and these other regulatory provisions in there—you can be assured 
of reasonable prices? 

Mr. Dovenerry. We feel so. 

Mr. Dies. And it is to your interests to see that the prices are 
reasonable; is it not? 

Mr. Dovenuertry. Very definitely. 

Mr. Dries. While you do not represent the consumer, if the price 
of the gas increases out of line with the general increase of everything 
in the United States, then, of course, your company would be seriously 
affected; would it not? 

Mr. Dovenerry. Well, it is; I think that the consumer’s interest 
is our interest, because that is where we make our money, and we have 
got to satisfy them. 

Mr. Dies. How could you make any money by ignoring the con- 
sumer interests? Let us say that you connive with the producers to 
pay unreasonable prices. How would that help you? 

Mr. Dovcuerty. Well, I do not think it would, and I think that 
the representatives of communities who have appeared here, which we 
serve, have clearly indicated they think we are doing a good job. 
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Mr. Dies. What return do you make on your investment? What 
was it last year ? 

Mr. Doveuertry. Well, between 6 and 7 percent. 

Mr. Dres. Is that the maximum that they allow you? 

Mr. Dovcuerry. Well, the maximum that has been allowed us, 
last—I just finished a rate case in Pennsylvania, and tay gave us 6.4 
percent. 

The last settlement we made in Cleveland was on the basis of 6.2 
percent. 

Mr. Dries. Would you make any more money by paying bigger 
prices ? 

Mr. Doucuerty. Not at all. 

Mr. Dies. What I am trying to get at is that there is no possible 
reason for you to want to conspire with the producer to pay more 
than the market will stand. 

Mr. Dovueuerty. There is not, Mr. Dies, and if I were convinced 
that a continuation of the present regulation would bring gas for the 
next many, many years in adequate quantities at the same price that 
we might pay under this bill, I would not be for this bill. But I am 
convinced that it will not, and that is why we are here. 

Mr. Dies. What really brought about your concern in the past was 
the growing danger of these indefinite escalator clauses, was that not 
true? 

Mr. Doueuerty. Yes, and the experience we had had with them. 

Mr. Dres. Yes. 

Outside of that, you feel perfectly safe, and you feel that the con- 
sumer will be safe, under the terms and provisions of this bill? 

Mr. Doucuerty. I do, because for the first time the distribution 
companies will have a chance at the outset. While we do not sit at the 
table negotiating these, we come in there just as soon as they are 
through, and we will have an opportunity to put in our talk about 
it, and the producers in these meetings that have been referred to 
have said that they are glad to get in closer touch with the distribu- 
tors. 

Mr. Dres. I think you are to be complimented on your excellent 
statement, and I think you are to be complimented because all of you 
did undertake to sit down and iron out your differences and come up 
here with a bill which all segments of the industry feel is a workable 
bill. 

That is all, Mr. Chairman. 

The CHarrMan (presiding). Mr. O’Hara? 

Mr. O’Hara. Mr. Dougherty, I do not think you were present when 
Mr. LeBoeuf testified, but as I recall his testimony, he said he had 
two concerns which motivated him to support this bill, which in part 
is what you have said; namely, No. 1, he has been very much con- 
cerned—I presume, by inference, as a result of the Phillips decision— 
that there was a grave danger as to supply to you people in the dis- 
tributing end and to the pipelines; namely, whether the producers 
were going to continue to sell their gas in interestate commerce. And 
you have expressed something of that same fear. That is not imagi- 
nary, but a real one; is it not? 

Mr. Doveuerry. It is a real one with me; not for the next 2 or 3 
years those contracts are in existence, but for the long pull it cer- 
tainly is. 
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Mr. O’Hara. Well, it is like the business of the reserves. There 
may be all kinds of reserves that are in the future, but they are not 
committed necessarily to interstate sales, are they, Mr. Dougherty ? 

Mr. Doveuerry. Oh, no, they are not. 

Mr. O’Hara. So when we talk about that feature as being a myth, 
it isa great problem of where those reserves are going to in the future; 
is it not ¢ 

Mr. DouGcuErry. Quite so. 

Mr. O'Hara. The other point which Mr. LeBoeuf made was, namely, 
that he felt this bill did give a greater measure of control than now 
exists under rules, so to speak, that are fair and equitable to the con- 
sumer, to the producer, and to the pipeline. 

Mr. Dovenerry. Yes. 

Mr. O'Hara. Do you have that feeling? Do you entertain that 
same feeling, Mr. Dougherty / 

Mr. Dovueuerry. I do. 

Mr. O’Hara. Going briefly to the question, the concept of costs, how 
in the world is a regulator y body such as the Federal Power Commis- 
sion going to determine the effect of costs upon a producer who, s say, 
hits 9 dry wells out of 10, as compared to a producer who will hit 5 
producing wells out of 5? 

Mr. Dougherty, how in the world is any regulatory body, except 
purely on the basis of speculation—how in the world are they going 
to give a fair price to both of those producers, say, in the same field ? 

Mr. Dovcuerry. Well, I do not think the price to those two can be 
fair. You would have a divergent price, without question. 

Some companies capitalize dry v holes, and that is considered to be a 
proper method of handling it. Some of them expense it. You get a 
tremendously high price for the fellow who had poor luck, and you 
get a low price for the man who had good luck, and then you would 
lose that fellow who had good luck. He would not want to bother 
with you any more. 

Mr. O'Hara. Mr. Dougherty, I do appreciate the statement which 
you have made, because you do know, and you have had vest experi- 
ence in all phases of this field. 

For example, what do you pay to your producers where you buy 
direct, say, in the Appalachian fields ? 

Mr. Doucuerry. I will have thas, for you in just a minute. 

In the Appalachian field we pay- 

Mr. O'Hara. Say in 1956, or any year you want to pick out. 

Mr. Dovenerry. In 1956, in Ohio, we paid 21.82 cents. However, 
since that time we a voluntarily raised that price to around 24.5 
cents. 

Mr. O'Hara. That is directly to the producers ? 

Mr. Dovenerry. Directly to the independent producers. 

Mr. O’Hara. And in other fields, you pay as low as 10 cents? 

Mr. Dovucuerty. Oh, no. No. Not for what we buy in the Appa- 
lachian area and West Virginia, our average price is 23.59; Pennsyl- 

vania, 25.48; and another group in Pennsylvania at 27.32 cents. 

Mr. O'Hara. That is all. 

The Carman. Mr. Heselton ? 

Mr. Hesreuron. Mr. Dougherty, what did you say your connection 
with Colorado Interstate Gas Co. was? 








986 NATURAL GAS ACT 


Mr. Doucuerry. Mine? 

Mr. Hesevron. Yes. 

Mr. Dovenerry. I am a member of the board of directors, a member 
of the executive committee, and a vice president. 

I was, until about 2 years ago, general counsel, but my law partner 
took that job when I became chairman of the board of C onsolidated, 
because I did not have the time to devote to it any more. 

Mr. Hesevron. You did not participate personally, then, in the 
Colorado Interstate Co. case ? 

Mr. Dovenerry. No. My partner, Mr. White, participated. 

Mr. Hesevton. I mean the recent one. 

Mr. Dovenuerry. The recent one. No, he carried that on. But I 
have some familiarity with it. 

Mr. Heserron. Yes, but you did not actively participate as counsel. 

Mr. Doveuerry. Not in this last. I did back in 1941, the first case. 

Mr. Hesevron. With reference to this section 13 (7), you discussed 
that, as I recall it, as a supplement to your statement. 

Mr. Dovcnerty. Yes, sir. 

Mr. Hesevron. You are familiar with the various bills which have 
been filed since the Phillips case in the Supreme Court, are you not? 

Mr. Dovenerry. Yes,sir. Various bills? 

Mr. Hesevron. Since the Phillips case in the Supreme Court, the 
various bills, the major bills. 

Mr. Dovenertry. In Congress? 

Mr. Hesevron. Yes. 

Mr. Dovcuerty. Oh, yes. 

Mr. Hesevron. Referring to the so-called Kerr bill of 1949, I believe 
it was 

Mr. Dovucuerty. Yes, sir. 

Mr. Heseiron (continuing). Did that propose any change in the 
law like this particular provision of 13 (7) ? 

Mr. Doueuertry. Well, my recollection is that the Kerr bill com- 
pletely exempted the producers, and I thought it also provided that 
there should be the, I think they call it a fair-field price for pipeline 
owned and produced gas. 

Mr. Heseiron. You think that was the case? 

Mr. Dovueuerry. That is my recollection. If I am wrong, Mr. 
Heselton, I am willing to be corrected. 

Mr. Hesetron. Yes, sir. 

It is true that then the so-called Moore-Rizley bill did deal directly 
with that field ? 

Mr. Dovenertry. That was my recollection of that, also. 

Mr. Hesevron. And the so-called Harris-Fulbright bill of 1955 
also dealt with it. 

Mr. Doucuerty. Yes, sir. 

Mr. Hesevron. Now, I believe you said, in response to the chair- 
man’s initial question—and I may be wrong about this, because I 
jotted it down—that Mr. Bomar attended 1 or 2 of the meetings 

Mr. Dovucuertry. Yes, sir. 

Mr. Heserron (continuing). To which you referred. 








That is the Mr. Bomar, speaker of the house in Tennessee, who 
testified here some days ago? 
Mr. Doucuerty. Yes, sir. 
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Mr. Hesevron. What did you say about distributing companies 
who were opposed to the change of the public-utility concept ! 

Mr. Dovauerry. Well, I said at those meetings there were a num- 
ber of representatives of distributing companies who were opposed 
to changing the present law; and that some of those—for example, 
Lynchburg Gas Co. was represented. Mr. Shea, their president, has 
been listed as a witness. 

Mr. Hesevron. That is what I am trying to get at, and I am very 
sorry I did not catch it. 

You said that some who are listed as opponents of this bill—— 

Mr. Dovenerry. Yes, sir. 

Mr. Heserron (continuing). Were at those meetings? 

Mr. Doueuerry. Yes, sir. 

Mr. Hesevron. Will you tell the committee, who those opponents 
were ¢ 

Mr. Dovucuerry. Well, as I say, Mr. Shea, of Lynchburg Gas Co., 
was represented by his lawyer, James Watts. 

Mr. Hesevron. By whom? 

Mr. Dovcuerry. James Watts, W-a-t-t-s, his lawyer, and Mr. Shea 
was present at one of them, I think. 

Mr. Hesevron. Yes, sir. 

Mr. Doveuertry. Mr. Wrench, Harry Wrench, who was then presi- 
dent of Minneapolis Gas Light Co., was present at one. His lawyer 
then, a Mr. Gerald Mullin, who now is president, succeeding Mr. 
Wrench upon his retirement, was present at more than one, and they 
have—I do not know that they have been listed as opponents, but 
they have so indicated they are. 

Then there was, I think, some gentleman from Philadelphia who was 
listed. 

Mr. Heseiron. As a witness here? 

Mr. Doueuerrtry. Yes. And I am not sure whether that gentleman 
is connected with the company that Mr. Charles Frazier and Mr. Ed 
Smoker, the UGI Gas—United Gas Improvement Corp., and the 
Philadelphia Gas Works. They were present at many of the meet- 
ings, almost all of them. 

Mr. Hesevron. Yes. 

Mr. Davueuerrry. I think those are the ones that were present who 
have appeared or indicated they were in opposition. 

Mr. Hesevron. I do not have the list of witnesses before me. Am I 
to understand that some or all of these gentlemen expressed disap- 
proval of the so-called statement of principles ? 

Mr. Dovucuerry. I did not get—what kind of principles? 

Mr. Hesevron. I believe our chairman has used the words “state- 
ment of principles”; is that right, Mr. Chairman ? 

The CrarrMan. Statement of policy. 

Mr. Hesevtron. Statement of policy. 

Mr. Doveurrry. Those gentlemen—— 

Mr. Hesevron. Did those gentlemen disapprove, or not, of that 
statement of policy ? 

Mr. Dovauerry. Those gentlemen withdrew before we reached that 
position. However, the statement of policy was satisfactory to us, 
because they said, “We don’t want any change in the law at all.” and 
they said “We won't participate any more.” 
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We said, “We are sorry,” and then we continued on and got many 
more concessions from the producers that finally resulted in this 
statement of principles. 

Mr. Heserron. These gentlemen you have mentioned, then, did not 
attend the meeting in terms of considering the statement of policy ¢ 

Mr. Dovcuerty. No. The meeting at ; which those were, the final 
meeting at which that was considered, was in January 1957 

Mr. Hesrnron. 1957? 

Mr. Dovucuerry (continuing). And I think the last meeting the 
gentlemen I have referred to attended, Mr. Bomar, Mr. W rench, also 
a Mr. Arthur K. Lee, who is from Chicago, although he is not listed 
as a witness, but he was opposed to any change in the law; now, they 
just pulled out, I think it was in Dec ember, at : the last general meeting 
we had. 

Mr. Hesetton. So, as far as you know, they never saw the state- 
ment of policy? 

Mr. Dovenerry. I do not believe they ever did, unless they got it 
from somebody else. 

Mr. Hesetron. I am through. 

The Cuatrman. Mr. Jarman? 

Mr. Alger? 

Mr. Areer. Mr. Dougherty—— 

Mr. Dovcuerty. Yes, sir. 

Mr. Arcer. Following the questions along the pricing, in the field 
of prices, before 1954 and the Phillips decision, was there any history 
of price that alarmed you as to the undue increase of price at ‘the well- 
head ? 

Mr. Dovenerty. Yes. The result of these escalation clauses, start- 
ing around 

Mr. Aucer. Had your prices gone up? 

Mr. DouGHueEertTy (continuing). About 1948, is when that change took 
place, where if, for example—well, just take specifically, when the 
companies wanted to serve New England, they had to go out and buy, 
say, 10 percent more gas, and the 10) percent more gas they had to buy, 
they had to pay more ‘for. 

Mr. Arcer. Was this an undue or an unfair increase ? 

Mr. Dovucuerry. It was not an unfair increase, but what it did 
under these escalation clauses was increase the other 90 percent for 
no reason except that the 10 percent was paid that, and that is why we 
objected to those escalation clauses at that time. 

Mr. Atcer. W as it unfair in the sense that the price of gas should 
not have gone up ? 

Mr. Doveuerry. I do not think it was unfair at all for the then 
new contracts that were being made, Mr. Alger; no. 

Mr. Aucer. Have the prices gone up since the Phillips decision ? 

Mr. Doucuerry. They have gone up to some extent. New contracts 
made since the Phillips decision have been at a much higher price 
than contracts made before. 

Mr. Atcer. Since the Phillips decision, would you say there is a 
big increase of paperwork among the gas producers ? 

Mr. Dovauerty. Oh, yes; certainly that is so. 

Mr. Ancrr. Would you think that under any reasonable market 
price, that some of this cost would be transferred on to the consumer, 
the additional paperwork necessary ? 
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Mr. Doveuerty. No; there would be much less paperwork if we 
changed to this. 

Mr. Arcer. There would be some paperwork ? 

Mr. Doueuerty. Not very much. 

Mr. Arcer. It would be legitimate costs, though, would it not? 

Mr. Dovenerty. That is right. 

Mr. Arcer. And that would necessarily be transferred to the con- 
sumers / 

Mr. Doveuerty. Well, the consumer finally pays, in the end, for it 
all. 

Mr. Axocer. In other words, regulation, to that extent, would in- 
crease the price, would it not? 

Mr. DoueuHerty. Oh, sure. 

Mr. Atcrer. What percentage of your business is the production of 

gas, of the company you represent ? 

Mr. Doveurrry. Well, the Consolidated System in 1956 produced 
69,575,000,000 cubic feet, which was 14 percent of our requirements. 

Mr. Arcer. Fourteen percent of your overall gas requirements ? 

Mr. Doucuerty. Yes, sir. 

Mr. Aveer. I see. 

What percentage of the overall business of this company, however, 
is the prdouction of gas? 

Mr. Dovenerry. Well, I do not know how to answer that, because 
we do not—— 

Mr. Acer. What I am trying to say is this: You say you are both 
production and gathering. 

Mr. Doveuertry. That is right. 

Mr. Areer. You are pipeline and you are distribution. I am 
simply trying to find, roughly, what percentage of your overall busi- 
ness is gas produc tion. 

Mr. Dovcurrty. Well, we do not have a separate production com- 
pany. Each company in each State carries on production activities, 
and that goes in the expenses of the company. 

Mr. Aucer. I am only asking because I am wondering how authori- 
tative your answers would be as a gas producer, you see. That is the 
reason I ask it. 

Mr. Dovenerry. Well, I can only say this: In volume, 14 percent 
of our business is production. Now, I cannot give it to you in dol- 
lars—the only way I could give it to you in a dollar way would be to 

say that 14 percent of the $121 million would be what our business 
would be. 

Mr. Acer. Well, that is sufficient. 

Do you think there is monopoly in the gas fields at the wellhead in 
the pricing of gas? 

Mr. Dovucuerry. Well, there is not, certainly, in the Apalachian 
area. I think that my experience, particularly since the Phillips case, 
has been that, with more producers holding their gas off the market, 
that there is much less competition. Now, it is not monopoly in the 
sense that one or two companies control it all. 

Mr. Arcer. That is right. 

Do you feel that since—which I take to be the entire gist of your 
statement—that the present situation under the Phillips decision might 
very well limit supply by too tightly controlling production ? 
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Mr. Doveuerry. Well, we are afraid it will. That is why we are 
here. 
Mr. Aucer. On page 2 of your policy statement : 


Producers selling natural gas to interstate pipelines should be relieved of the 
public-utility type of regulation now in effect. 

Mr. Dovucuerty. Yes, sir. 

Mr. Aucer. Wherein will be the difference in establishing reason- 
able market price where the discretion of the members of the Com- 
mission is involved, as against a formula of utility ratemaking? 

Mr. Dovcuertry. Well, the Commission would not be required to 
have its staff go and est: ablish all over the Southwest, or certain areas, 
what costs are. They will take a general approach, following the 
standards set up in this bill, and it w vill be much less burdensome and 
much less cumbersome. 

Mr. Ancer. Thank you, Mr. Chairman. 

Thank you, Mr. Dongherty. 

The Cuarrman. Mr. Schenck ? 

Mr. Rogers? 

Mr. Rogers. Mr. Dougherty, your group opposed the bill that was 
before the House last year, did they not / 

Mr. Dovuenerty. Yes. 

Mr. Rogers. Your interest in the bill is primarily generated by the 
fact that you have come to realize that the supply of gas is a very 
important factor in the continuation of your operations, have you not ? 

Mr. Dovenerry. Well, we have always realized it, Mr. Rogers. 

Mr. Rogers. And you have realized that if the situation is allowed 
to continue that actually constitutes confiscation of a man’s property, 
that there is a chance it might not be available very long, have vou 
not? 

Mr. Dovucuerry. That is our concern. 

Mr. Rocers. This bill, Mr. Dougherty, as I understand it, was 
worked out, and although there has been a lot of discussion about meet- 
ings of several kinds, it was worked out as a compromise to see that 
an adequate supply was made available, and at the same time to com- 
ply with the President’s request or statement that the consumer not 
be the victim of any gouging insofar as being able to get this com- 
modity for his own household use. 

Mr. Dove HERTY. That is correct. And in addition, certainly from 
our company’s standpoint, we felt it would be unwise to continue the 
law as it was. We did not like Harris-Fulbright, and we gave our 
specific objections, and we were interested in trying to get legislation 
which would meet our objections, and we think we finally convinced 
the producers to agree to a set of principles that will, and those are 
embodied in this bill. 

Mr. Rogers. You mean you were opposed to the matter going along 
like it was under the Phillips decision 

Mr. Dovenerty. We were, and still are; we are opposed. 

Mr. Rocers. Is that because you abhor Federal regulation, Mr. 
Dougherty, as a basic principle of government ? 

Mr. Dovenrrry. Oh, no, I do not abhor Federal regulation. You 
have to have it in interstate problems, and it must occur. 

Mr. Rocers. Then you do subscribe to Federal regulation ? 

Mr. Dovenerry. I certainly do. 
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Mr. Rocers. Would you be willing to submit your various activities 
to Federal regulation / 

Mr. Doveuertry. Well, some of mine are, I can tell you, and if they 
are in interstate commerce. 

Mr. Rogers. I mean your distribution systems. 

Mr. Doveuerry. Well, if there were no State regulation, we would 
be willing. But it would be very cumbersome, and we tried to get 
what regulation there was out by this Hinshaw bill, which we did, 
we think. Of course, that does not move into interstate commerce. 

Mr. Rogers. Yes, sir, | know. But I think that is sort of begging 
the question. You know the damage and the violence that has been 
done to the commerce clause of the Constitution during the last 15 
or 20 years. 

But, be that as it may, would you be satisfied, Mr. Dougherty, if 
State regulatory measures were set up and administered insofar as the 
production of gas, pricewise 4 

Mr. Dovenrrry. Well, they are, so far as our companies are con- 
cerned, Mr. Rogers. We in our production in West Virginia and 
Ohio there, where you have a composite entity, that is, in West Vir- 
ginia all the gas we produce goes into our markets there or into 
the interstate markets, and those are regulated both federally, those 
productions are regulated both federally and locally. 

Mr. Rocers. Well, Mr. Dougherty, your opposition to the Harris- 
Fulbright bill last year was not generated by any concern with rela 
tion to your own production, your own company production. It was 
generated by the fact you had to purchase gas from other people, 
was It not ¢ 

Mr. Douguerry. Oh, that is quite so, yes 

Mr. Rogers. I mean, you never worried about your own produc- 
tion insofar as the problem was concerned; you can charge yourself 
whatever you want to. 

Mr. Dovanerry. No, we cannot, no, sir. When we go before the 
West Virginia Public Service Commission now, as we are now on 
June 3, with a rate case, the cost of our gas properties and our gas 
production is going to be supervised by the West V irginia Commis- 
sion in fixing the price. 


Mr. Rogers. Thank you. I am sorry my time has expired before 
I could develop the true a ture on Federal regulation. 

The Cnatrman. Mr. Jarman / 

Mr. Jarman. Mr. ¢ hairman, I have no questions, but I would like 
to compliment Mr. Dougherty on a very able presentation. 

Mr. Dovcuerry. Thank you, sir. 

The Cuarrman. Mr. Younger? 

Mr. Youncer. I have only one, Mr. Dougherty. 

You have the figures on the costs of the 
at the wellhead. 

Mr. Douauerry. Yes, sir. 

Mr. Youncer. For a number of years. 

Mr. Dovauerry. Yes, sir. 

Mr. Youncer. Can you give a comparable figure on the sale of 
gas in your distributing system for the same year, as to the increases ? 

Mr. Doucuerry. Yes, sir. 

In Ohio, we paid 21.82 cents to the independent producer in 1956; 
and our average price, well, it was about 68 cents for distribution. 


gas which you purchased 
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You pay $1 for the first 1,000, and then 65.5 cents, and then it drops 
to 54. 

We paid in West Virginia 23.59 cents. And our—wait a minute, I 
have got the average rate for east Ohio. Domestic and commercial 
in 1956 was 58.37 cents, as against the average producer payment of 
21.82. 

Mr. Youncer. On the same field, can you give me the following 
year? 

Mr. Dovucuerrty. I can give you 1955. We paid 20 cents for gas, 
and our price in 1955—I do not have the average price in Ohio, but 
it was less than 58 cents in Ohio. 

Now, in West. Virginia, we paid, in 1956, an average of 23.59 
cents; and our average rate received in West Virginia for domestic 
and commercial was—we had 2 territories there—it was 50 cents in 
Morgantown and Fairmont, and 40 cents all over. That is as against 
23.59 cents. 

In Pennsylvania, the Peoples Co. paid 2 25.48 cents; and the average 
rate of domestic and commercial was 76.94 cents. 

Then the New York State Natural Gas Co. does not distribute lo- 
cally. It wholesales to companies in the States of Pennsylvania and 
New York, and its purchases locally in Pennsylvania were 27.32 cents. 
Generally speaking, their sales rates are about 40 to 45 cents at the city 
gate. 

Mr. Youncer. What I was trying to get it is, if your figures which 
you gave showed an increase in the purchase of about 30 percent over 
a couple of years. 

Mr. Dovenertry. No, not locally. Nor even purchases from the 
pipelines, we do not have that much. 

Mr. Youncer. What was the increase / 

Mr. Doucuertry. Well, the increase in Ohio between 1955 and 1956, 
local purchases, was 1 cent, which is 5 percent. We have recently now 
increased that to 24 cents, because the way we work in the Appala- 
chian field is, when we find that the fellows are not going out drilling, 
we put the price up a cent or two to encourage them some more, and do 
that in West Virginia, also. 

In West Virginia, the price was substantially the same in 1955 and 
1956; substantially the same in Pennsylvania. 

If you go back to 1952, the local purchases in Ohio were 20 cents 
as against now, say, 24 cents. 

In West Virginia, 20.5 cents as against 23.5 cents. 

Pennsylvania, 23.8 cents as against 2 5.48 cents. 

Mr. Youncer. Well, in general, would you say that the increase, 
the percentage of increase, that you paid for the gas was equal or less 
or more than the percentage of sale increase in the distributing of 
gas to the consumer ? 

Mr. Doveuerty. The percentage of increase in our local purchases 
was less than the percentage of increase which we have obtained in 
increases from the local authorities. The percentage of increase in 
the gas we purchased from the pipelines was greater than that. And, 
of course, there are many other things. We have a labor cost increase 
every year, and a lot of other things. 

Mr. Youncer. Thank you. 

The CHarrman. Before we proceed, since there are so many mem- 
bers here, I think the Chair should make this announcement. 
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There are several witnesses, proponents, yet to be heard who are 
present and wish to be heard on this program. As it is well known, 
at. the outset I announced the first week would be allocated to the 
proponents, the second week to the opponents, this week again to the 
proponents. It is my intention to close these hearing on the pro- 
ponents this week. If we are going to have to hold some night ses- 
sions to get to them all, I am perfectly willing to stay. 

Next week, as announced, we will go back to the opponents, and we 
will close the hearings next week on the opponents. 

On Tuesday, the following Tuesday, which I believe will be the 4th 
of June, we will give that morning to Members of Congress who have 
asked to be heard, and whom I have given assurances there would be 
a time set aside for them. 

I make this announcement because of the further business of the 
committee. On the 5th of June, the subcommittee headed by Mr. 
Peter Mack will have a joint hearing with the subcommittee from the 
Judiciary Committee on some 5 bills; 3 pending before this committee 
and 2 before that committee, affecting the meatpacking industry. 

At the same time, Mr. Williams has a schedule for his subeommit- 
tee; and at the same time. the Subcommittee on Transportation and 
Communications has a further program to start on that day, through 
previous arrangement, on the administration’s proposal for the pro- 
posed Aviation Modernization Commission. 

I make this statement so that the members of the committee will 
know I am doing everything I can to give as much time as possible to 
all sides, and at the same time carry on the committee business. 

Mr. Heserton. Mr. Chairman, I want to say publicly that the chair- 
man has done his utmost to give equal time to everybody on this very 
controversial matter. I had in mind, when he mentioned the future 
schedule, that Memorial Day comes next week. I do not assume any- 
body would want to attend as a witness on that day. 

I have not the slightest idea of how many more wish to testify in 
opposition or how long they will take, but I wondered whether 

The CuatrmMan. The Chair has had that in mind also, and in view 
of the fact that that may come up, has left open Monday, June 3, for 
it, just in case that problem came up. 

Mr. Rhodes? 

Mr. Springer? 

Mr. Spertncer. Mr. Dougherty, are you familiar with the recom- 
mendations of the administration as outlined in the statement of 
Charles H. Kendall, the General Counsel of the Office of Defense 
Mobilization ? 

Mr. Dovucuerry. I am. 

Mr. Sperincer. Also representing the President. 

Mr. Doucnerty. I am. 

Mr. Sertncer. Do you approve of those two recommendations? 

Mr. Dovcuerry. No. 

Mr. Sprincer. The first one, it is recommended to the extent that 
step-up clauses in existing contracts would result in prices which 
exceed the reasonable market price, the Commission should continue 
to have authority to limit the increase to such part thereof as does not 
result in a price exceeding the reasonable market price. 

You are not in agreement with that recommendation ? 

Mr. Dovenerry. I am very definitely opposed to that. 
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Mr. Sprrncer (reading) : 

With respect to that portion of the bill which prescribes principles for the 
guidance of the Commission in determining reasonable market price, it is 
recommended that there be deleted the prohibition upon the consideration by 
the Commission of costs, 

Are you opposed to that one? 

Mr. Doveuerry. I am not as definitely opposed to it. I think 
would be unwise, Mr. Springer, but if the committee decided to go 
along with that, 1 would do all I could to urge the adoption of the bill. 

Mr. Sprincer. W hy would you be opposed to the first recommen- 
dation, which would limit the increase to such part thereof as does 
not result in a price exceeding the reasonable market price / 

Mr. Dovenerry. We have made for our system, and other gas 
companies have participated, a very thorough study of the contracts 
which two of our princ ipal suppliers, the Tennessee Gas Transmis- 
sion and Texas Eastern Transmission Corp., have, and we have ex- 
amined those to determine what the effect of these specific price in- 
creases is, and other clauses in the contracts. 

Those contracts, many of them, were made in 1945, 1946, 1947, and 
1948. We think that any inquiry into those would not result in a 
finding that those prices were in excess of the reasonable market price. 

I do not believe it is fair to say we are going to put a ceiling on 
those prices by investigation, and shave them off down to the reason- 
able market price, unless likewise they would have the opportunity 
to raise it up, and I think it would cost our system more money if 
that were done. 

I know a lot of instances where the fixed prices made in those old 
contracts are In some cases only 50 percent of what new prices have 
been paid since the Phillips decision, in Louisiana. 

Mr. Sprincer. There would be no other reason, then, that you could 
have against that amendment, would there ? 

Mr. Doucuerty. Well, one reason I — have against the amend- 
ment is the problem of investigating, I do not know how many con- 
tracts, but on Tennessee Gas Transmission they have 386 contracts, 
and we would have to go through that whole procedure. 

Certainly, as a lawyer, I would be pretty busy for a long while, 
and I think it is a burden which would not result in any benefit to 
your consumers. 

Mr. Sprincer. Do you think that it would result in benefit to your 
consumers if those contracts were reviewed and some of them were 
found to be above the reasonable market price ? 

Mr. Dovcuerry. Well, certainly that would be so, but I say it 
does not seem right just to shave everything down to a market price 
and not bring the fellows who are below it up. I know a lot of them 
who are selling gas at 3 cents still, which were made back in 1928, 
1929, and 1930. 

Mr. Sprrncer. I am talking only about the ones that exceed the 
reasonable market price at the present time. 

Mr. Dovenrrry. If you want to go at it only one way and shave 
off the excess, and not bring the poor fellows up to the market price, 
why, then, it would result in a decrease of costs. 

Mr. Sprincer. Do you feel, as a result of these recommendations, 
that it would be impossible for the Federal Power Commission to 
raise up those who are below ? 
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Mr. Dovenerry. Oh, if that is the only thing that is put in, I think 
very definitely they have no right to raise them exe ept to those where 
they have indefinite pricing clauses. And, as I recall the recom- 
mendation of Mr. Kendall, it was that these definite pricing clauses 
in existing contracts should be subjected to the same regulatory pro- 
cedure as 1s proposed in the bill for new contracts containing definite 
pricing clauses. 

Mr. Sprincer. That is all, Mr. Chairman. 

Mr. Sraccers. Mr. Springer, would you yield ? 

Mr. Sprincer. I would if I had the time. 

Mr. Sracerrs. I did not get your second question to Mr. Dougherty. 
What was your second question? Mr. Dougherty agreed with it, I 
know; he said he would be willing to go along with it. 

Mr. Dovcuerry. That was on the costs, the question of whether to 
exclude the prohibition against considering costs, Mr. Staggers. 

Mr. Sraccers. That was the second part of his question ¢ 

Mr. DouGcuerry. Yes. 

Mr. Sracecrers. I see. Thank you. 

The CrarrmMan. Mr. Bush? 

Mr. Busu. I have no questions. 

‘he CuatrMan. Mr. Dingell? 

Mr. Dineeti. Thank you, Mr. Chairman. 

Mr. Dougherty, I have been very much interested in your remarks, 
but I would like to clarify for the record: You speak as a representa- 
tive of producers, a representative of pipelines, both interstate and 
intrastate, and as a representative of the distributors? 

Mr. Dovcuerry. No, I do not. I am here appearing on behalf of 
Consolidated Natural Gas Co.; that is my appearance. 

Mr. Dinceii. Would it be fair to say this: That what you say today 
is not incompatible with what you would say speaking for the firms 
to which you belong or the corporations of which you are an officer 
which are also producers, and whieh 

Mr. Dovucuertry. I have not been asked, nor have I been directed, to 
appear for them, and I could not speak for them unless there was 
authority. And one of them is not much of a producer, anyway. 

Mr. Dinceii. Consolidated Natural Gas is a substantial producer ? 

Mr. Doveuerry. Oh, yes. 

Mr. Dinceui. I would like to ask: In view of that, you do speak 
as a producer, then? 

Mr. Dovuauerty. Well, to that extent. That is, I speak for what- 
ever the Consolidated Natural Gas Co. does, yes, sir. 

Mr. Dinceiu. Good. 

Now, there was some discussion here today about this series of 
meetings that took place up in, I believe it was, New York, sometime 
~arlier. 

Mr. Doucuerty. Yes, sir. 

Mr. Dineen. You also mentioned Mr. Bomar and Mr. Wrench 
being present. 

Mr. Doucuerty. Yes, sir. 

Mr. Dinceii. And a number of other folks who were presen! at 
that time. 

Mr. Dovucuerty. Well, at 1 or 2 of the meetings, not all of them, 
Mr. Dingell. 
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Mr. Dinceii. Well, those people who took the point of view that 
Mr. Wrench and Mr. Bomar took, were told, I believe; that if they 
did not like what took place there, they could get out; is that not 
right? 

Mr. Doveuerty. No, they were not told that. 

Mr. Dinceii. Well, that St. Louis Post-Dispatch so reports. 

Mr. Dovucuerty. Well, the St. Louis Post-Dispatch is wrong a lot 
of times, Mr. Dingell. 

I was there, and I know what was said, and they were not told that. 
As a matter of fact, Mr. Wrench was the one who said, “We don’t 
want any change in the law. We want to keep it as it is, and if you 
fellows are going to have any change, we might as well leave,” and 
that was before lunch. And I said, “Well, Harry, you will stay for 
lunch, though, won’t you?” 

And he did, and he left after lunch. That is what took place. 

Mr. Dinceti. Tell me this: You were picked to deliver the industry 
bill to Mr. Kuykendall, were you not, sir? 

Mr. Dovuenerty. No, sir, I had nothing to do with that. 

Mr. Dinceti. You were active in the drafting of the industry bill, 
were you not? 

Mr. Dovenerty. Well, I was active in the drafting of a statement 
of principles. I do not think—I do not know whether it was pre- 
sented. to Mr. Kuykendall. 

Mr. Drnceii. You also were active in the drafting of the bill; you 
participated in both? Were you not on the drafting committee? 

Mr. Doucuerry. No. The bill was drafted here by the legisla- 
tive—whatever you call it. 

Mr. Dinceti. Let me, then, state this to you: The bill which is 
presently before this committee is not unacceptable in view of the 
statement of principles, is it ? 

Mr. Dovueuerty. Oh, no. It is acceptable. It conforms almost 
entirely. There are a lot of changes, and it is—— 

Mr. Dinceti. Mr. Kuykendall also brought about this meeting of 
the various people in the industry, did he not? 

Mr. Dovenerty. No. You are thinking about a different situation. 
Mr. Dingell. 

Mr. Dinerti. Did Mr. Kuykendall have anything to do with this 
meeting that took place in New York? 

Mr. Dovucuerry. Nothing with the one I attended. 

Mr. Drnceti. Not a thing? 

Mr. Dovenerry. Not a thing. Mr. Kuykendall—I can clear you 
up, if you want it to be done. 

Mr. Dincett. I do want to be cleared up. 

Mr. Dovensrrty. Mr. Kuykendall testified, if you will recall, that 
after the veto, I think it was—isn’t it Gerald Morgan, of the White 
House staff, said “See if you can’t do something about this,” and he 
got. Randall LeBoeuf, he got Searls, David Searls, and he got. Bill 
Tarver, to work together on it. 

I had nothing to do with that. That thing failed, and it was sub- 
sequent to its failure and subsequent to the Practicing Law Institute 
in New York that this other movement took place. 

Mr. Drinceti. Was not a bill delivered to Mr. Kuykendall as a 
result of this? 
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Mr. Dovcuerry. Not so far as I know. If it was, I had nothing 
to do with it. 

Mr. Dineevy. Mr. Chairman, I guess my time is up. 

The Cramman. Mr. Dingell, your time has expired. 

Mr. Dince.t. I am afraid so. 

The Cuarrman. That concludes the first round under the 5-minute 
rule. 

Mr. Dovenrrry. I think I was to blame for some of that. I apolo- 
gize. I sometimes talk too much, I know. 

The Cuatrman. -The committee will adjourn until 2 o’clock. Can 
you be back at that time ¢ 
~ Mr. Dovcuerry. I certainly can, sir, and stay as long as you want. 

(Whereupon, at 12:05 p. m., the committee adjour ned, to reconvene 
at 2 p. m., of the same day.) 


AFTERNOON SESSION 


The CuarrmMan. The committee will come to order. 
We have concluded the first limited discussion this morning. 
Mr. Bennett. 


STATEMENT OF WILLIAM A. DOUGHERTY—Resumed 


Mr. Bennett. Mr. Dougherty, I would like to make an inquiry 
with respect to the effect of this bill so far as the pipelines are con- 
cerned. 

Are you an officer and/or director of any pipeline company ? 

Mr. Dovanerry. Yes, sir, I am. 

Excluding any of the subsidiaries of Consolidated Natural Gas, 
in that category, there is one subsidiary that is purely a pipeline 
company. That is the New York State Natural Gas Corp. 

‘xcluding those, I assume you want to know? 

Mr. Bennett. Yes. 

Mr. Dovucuerry. In addition? 

Mr. Bennett. Yes. 

Mr. Doucnerry. I am a member of the board of directors, a mem- 
ber of the executive committee, and a vice president of Colorado 
Interstate Gas Co. 

Mr. Bennett. That is a pipeline company ? 

Mr. Dovcuerry. It is a pipeline company which owns consider- 
able acreage and produces gas in Texas. 

The Crarrman. That is a rollcall. The committee will have to 
recess to answer the call of the House. We will recess for 30 minutes. 

( Recess. ) 

Mr. Dries (presiding). The committee will come to order. We 
will resume. 

Mr. Bennett. 

Mr, Bennerr. May I have the last question and answer read? 

(Question and answer read. ) 

Mr. Dovenerry. And if I may add to that, Mr. Bennett, it also 
purchases gas in Kansas and Texas and Oklahoma and transport it. 

Mr. Bennetr. What percentage? 

Mr. Dovenerry. Within the last 2 or 3 years it runs about 50 
percent of the total gas sold has come from its own production. 
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Mr. Bennett. I thought the Colorado was 53 percent. 

Mr. Doucuerty. That was a little earlier. At one time it was 
100 percent, Mr. Bennett, and as it became advisable to develop more 
gas for the Colorado market that percentage has gone down. 

Mr. Bennett. Are you an officer and director “of any other pipe- 
line ¢ 

Mr. Doveuerty. Yes, sir. I am a director of the Mississippi 
River Fuel Corp., w hich buys gas in northern Louisiana and east 
Texas and transports that gas up through Arkansas and into Mis- 
souri and Illinois, and the greater St. Louis area. 

Mr. Bennett. Does that company have subsidiaries? 

Mr. Dovauerry. Yes, it has a subsidiary that is engaged in what 
is called the drilling mud business. They mine barite and then sell 
throughout the gulf coast. 

Mr. Bennerr. Do they have any other subsidiaries? 

Mr. Dovcuerry. There is a part, a department you might say, of 
the company that opertates in the gulf coast in the general explora- 
tion for oil and gas. 

Mr. Bennerr. Are you an officer and director of any other pipe- 
line company ? 

Mr. Doucuerry. No; I am not an officer or director of any other. 

Mr. Bennerr. Are you employed by any other? 

Mr. Dovcuerry. Yes; I am an attorney for a company called Olin 
Gas Transmission Corp. Its name formerly was the Interstate Natu- 
ral Gas Co. And it has a small amount of production now in the 
Monree field in Louisiana and a pipeline which runs from the Monroe 
field down through Louisiana, crossing the Mississippi River at 
Natchez, on down to Baton Rouge. 

It also has a separate intrastate pipeline system that starts in 
southern Louisiana, down toward the gulf coast, and comes up to Baton 
Rouge where gas is sold from that intrastate line to industries in Baton 
Rouge. 

Mr. Bennett. A direct sale? 

Mr. DoucHerty. Yes—well, that is only 8 percent of that company’s 
business that is Subject to the Federal Power Commission. 

Mr. Bennett. Do any of these pipeline companies own their own 
reserves or do they have affiliates that own gas reserves? 

Mr. Doveuerty. Olin Gas Transmission Corp. owns reserves in the 
Monroe field. They have been in production since about 1936, and they 
are being depleted quite rapidly. Those are the only gas reserves that 
company owns. 

It has an affiliate called Olin Oil & Gas Corp. that is engaged— 
and it is a parent company—in the general exploration for oil and 
gas throughout the gulf coast area, but none of which is put into this 
pipeline. 

Mr. Bennett. It is one of the companies? 

Mr. Doucuerty. Yes, it is. 

Mr. Bennett. Does the Colorado company have affiliates that own 
gas reserves? 

Mr. Doucuerry. Yes; it has an affiliate, the name of which is Colo- 
rado Oil & Gas Corp. ‘Approximately something a little more sem 
50 percent of the common stock of that Colorado Oil & Gas Corp. is 
owned by Colorado Interstate. 

Mr. Bennett. How much? 
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Mr. Doucuerry. Something better than 50 percent. It is between 
50 and 60 percent. 

Mr, Bennerr. They have controlling interest ¢ 

Mr. Dovuguerry. Yes, they do. That Colorado Oil & Gas Corp 
engages in the exploration for oil and gas, all the way from the uli 
coast to Alaska. They even have some operations in Alaska. 

Mr. Bennett. Are the officers of the Colorado company stockhold- 
ers of the affiliates that you mentioned ? 

Mr. Dovcuerry. Well, there may be some small stockholdings, be- 
cause I think there were some stock options granted when the Colo- 

rado Oil: & Gas was organized. They would be stockholders only 
because of that. 

But in the main, say, 40 or 45 percent of that stock was sold to the 
public in 1952—a general public offering was made. 

Mr. BenNeETT. Ree there any other companies, pipelines, producing 
companies of which you are an officer and director ¢ 

Mr. Dovererry. No; not in gas. 

In the oil tr ansportation or petroleum transportation business, I am 
attorney for one called Plantation Pipeline Co., but it has no oil or 
gas production. 

Mr. Dince.i. Would you yield for one question ? 

Mr. Bennerr. Yes. 

Mr. Diner. I noticed your address is, I believe, 30 Rockefeller 
Plaza. 

Mr. Doucuerry. Yes. 

Mr. Dincett. Isn’t that the same address as Standard Oil of New 
Jersey ? 

Mr. Doucuerty.. No; Standard of New Jersey has some of its oper- 
ations there. They have other offices. 

Mr. Dineett. Are you in any way related to Standard of New 
Jersey ¢ 

Mr. Doucnerry. No longer. These companies that formed the 
Consolidated Gas System were at one time wholly owned subsidiaries 
of Standard of New Jersey ; but, pursuant to the Public Utility Hold- 
ing Company Act, the ¢ ‘onsolidated Gas Co. was organized and the 
stock was distributed to Standard of New Jersey, since which time 
there has been a great.deal of change in the stock ownership. 

Mr. Dincext.. Are the officers substantially the same? 

Mr. Dovucuerry. No; no connection whatsoever. 

Mr. Dinceii. None at all ? 

Mr. Doucuerty. The Holding Company Act would prevent it, Mr. 
Dingell. 

Mr. Dince.u. I know. 

Mr. Dovenrrty. | am trying to give the information to you. 

Mr. Dinceii. Thank you very muc ch. 

Mr. Bennerr. To what extent do the subsidiaries of your main 
companies, such as Consolidated Natural Gas Co., maintain and make 
pipeline purchases ? 

Mr. Doucurrty. The New York State Natural Gas Corp.—and if 
you have.a copy of this—— 

Mr. Bennett. Yes. 

Mr. Dovauerry. If you will look at the map, I think it would help 
you understand it. 
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The New York State Natural Gas Corp. is a pipeline operation that 
starts down near the Pennsylvania-West Virginia State line, where 
there is a circle. with a star in it, and there are some black arrows 
you will note, pointing to the northeast. 

And that heavy line then continues on up through Pennsylvania, 
and into the State of New York, going up as far as Rochester, over 
to Syracuse, Utica, and to Albany. 

And then there is another line that takes off from that, up toward 
the northern part of Pennsylvania, and comes back by a little “oan 

called Leidy, and that constitutes what is a pipeline-company opera 
tion. It buys gas from Texas Eastern Gas Transmission, and it buys 
gas from Hope Natural Gas Co. It buys gas from Tennessee Gas 
r ‘ansmission, and is in production in the Leidy field. 

Mr. Bennerr. Does it own some of its own gas? 

Mr. Dovenerry. Yes. 

Mr. Bennetr. What percent ? 

Mr. Dovucuerry. Well, not very much. 

Mr. Bennerr. Less than 14 percent ¢ 

Mr. Dovenrrry. The 14 percent is the annual production of the 
whole system in the year 1956. I think I can, if you want, give you 
the reserves or the total, what you might call the total reser ves of the 
company, of the whole system. 

It is 421 billion cubic feet. And I would guess that about—— 

Mr. Bennerr. Reserves of what? 

Mr. Dovcrerry. I am talking about reserve estimated to be in the 
ground at the end of 1956. 

Under our own system wells we have 421 billion feet. That is in 
the States of West Virginia, Pennsylvania, and Ohio. 

I do not have a breakdown of that between the different subsidi- 
aries, but the greater part of those reserves are owned by Hope Natural 
Gas Co. 

And I would guess maybe a third of them might be owned by the 
New York State Natural Gas Corp. 

Mr. Benner. Hope Natural Gas is one of the subsidiaries? 

Mr. Dovenerry. It is a subsidiary, yes. You asked me about pipe- 
lines of the subsidiaries. 

The Hope Natural Gas Co. sells gas in interstate commerce, which 
sales are subject to the Federal Power Commission, and to that extent 
it was a factor of its operation, which you might call a pipeline 
company. 

But it produces a great deal of gas in West Virginia, some of which 
is sold locally under the jurisdiction of the West Virginia commission 
and some of which is in interstate commerce. 

Mr. Bennetr. I was wondering if there are figures showing the 
total amount of the increase ? 

Mr. Dovcnerry. Yes, sir. 

Mr. Bennetr. If I understood vou correctly, you said it was 14 
trillion cubic feet—in what period? 

Mr. Dovenrrry. The 14.1 trillion feet, cubic feet, was the net 
increase from December 31, 1955, to December 31, 1956, of which 19.2 
trillion were recomputations of previous reserves and 5.6 trillion 
were new production. 

Then you subtract from that 10.9 trillion of gas sold in that year 
which brings you back to your 14. 





NATURAL GAS ACT 1001 


What I wanted to point out, for the information of the committee, 
was that the 14.1 trillion cubic feet did not represent all new discovery, 
and that new discoveries in 

Mr. Bennerr. What does the 14.1 trillion feet represent, reserves 
or what ? 

Mr. Dovcuerry. Every year when these computations are made, 
revisions take place, Mr. Bennett. When a new field is brought in, 
it is not possible from the first well, say, to estimate the full extent 
of it. And it takes time, additional wells, and operation and pro- 
duction. 

So that every year when these estimates are made there is a revision 
of previous figures. 

Mr. Bennerr. Am I right again as to these estimates that you can- 
not precisely compute them down to the last cubie foot ? 

Mr. Dovenerry. There is no truer statement could be made than 
that. 

Mr. Bennerr. These are estimates? 

Mr. Dovcuerry. No way to do it. It is under the ground. You 
use physical and certain geophysic al means of making your estimates. 

Mr. Bennetr. Now during the hearings on the Harris bill last year 
or it may have been in the Senate—I am not sure which—there was 
a statement placed in the record showing that the total ownership of 
13 pipelines was 28 trillion-plus with 20 trillion or some such figure 
in subsidiary companies. 

Do you recall that figure ? 

Mr. Dovauerry. No. It does not sound accurate to me, as dis- 
cussing pipelines, because I do not think there are 13. 

Mr. Bennett. Pipelines and their affiliates it is. 

Mr. Dovcuerry. I do not think there are 13 pipelines or affiliates 
of pipelines that own substantial quantities of reserves. 

Mr. Bennett. I will give you the names of the companies. 

Mr. Dovuacuerry. Yes. 

Mr. Bennetr. EF] Paso Natural Gas, 14.61; United Gas Pipeline 
companies, 4 trillion; Panhandle Eastern, 3.5; Colorado Interstate, 
3.2. 

Mr. Doucuerry. That is right. 

Mr. Bennett. That is your company ? 

Mr. Doveuerry. Yes, sir. 

Mr. Bennerr. Cities Service Gas Co., | Natural Gas Pipe- 
lines of America, 1.5; Northern Natural, 1.5; Columbia, 1.11; Ar- 
kansas-Louisiana Gas Co., 1.951; Mountain Fuel Co., 0.067; and Fed- 
eral Natural Gas, 4.473; and other companies not listed, 3.363. 

Mr. Dovucuerry. I think my error was in thinking of pipelines. 
[ thought you meant these long-distance ones. For example, Ar- 
kansas-Louisiana, that is a production and distributing company in 
Arkansas, the same way as the others. 

The figures, to my knowledge, I think are all pretty correct. South- 
ern Natural has no longer that affiliate. All of that production was 
sold to Sinclair Oil Co. 

Mr. Bennerr. Have you any information as to the extent by which 
this ownership in these companies and other pipeline companies has 
increased since 1955? In other words, what part would be attribut- 
able to increases owned by pipelines? 
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Mr. Doveuerry. On the basis of my own knowledge, I do not think 
there have been any increases in the developed reserves by these pipe- 
line companies. I certainly know that is true of Colorado Interstate. 
They have bought gas by contract but have not developed any addi- 
tional reserves of their own. 

The figures on them is now around 3 trillion instead of 3.2 trillion. 
The Lone Star, of course, is a self-contained gas company in the State 
of Texas, and it does a lot of production. 

I would think it probably has increased its reserves, but this bill 
would have practically no effect on Lone Star Gas Co., it being an 
intrastate operation. 

Mr. Bennett. How much of this pipeline-owned gas is representa- 
tive of that which would be affected by this bill, do you think? 

Mr. Dovueuerty. I think I can tell you if you read me that list 
again. For example, El Paso would be. What is the next? 

Mr. Bennett. Your company would be. 

Mr. Doucuerty. Colorado Interstate—yes; it would be. 

Mr. Bennett. Panhandle? 

Mr. Dovenerty. Yes. 

Mr. Bennett. United Gas Pipeline Co. ¢ 

Mr. Doucuerty. Well, to a substantial extent it would. There is 
a great deal of thir business that is intrastate. 

Mr. Bennett. Cities Service? 

Mr. Dovucuerry. Well, again, a good part of that would be. But 
they have intrastate business. 

Mr. Bennett. Northern Natural? 

Mr. Dovucuerty. I would say all of theirs would be. 

Mr. Bennetr. Natural Gas Pipeline Company of America? 

Mr. Dovucuerty. Yes, all of that would be. 

Mr. Bennett. Columbia Gas. 

Mr. Dovcuerry. That would not be, except in some part, because 
the Columbia system is like the Consolidated system, a lot of it is 
produced and sold. It would not be affected. 

Mr. Bennett. Arkansas-Louisiana ? 

Mr. Dovucuerry. I do not think that would be affected because 

Mr. Bennetr. These names are the large ones? 

Mr. Dovucuerry. You see, that list is not only what we talk about 
as these big pipelines, but everybody in the gas business that sells 
either at retail or wholesale that has some of their own. That is 
what that list it. 

Arkansas—Louisiana would not, because their sales are mainly in 

Arkansas, and the State legislature passed a law down there providing 
for market. price instead of cost. 
« Mr. Bennerr. A substantial part of the gas is owned by the pipe- 
lines which would benefit by the provisions in this bill which would 
make them applicable to the reasonable market price of the gas of their 
reserves ¢ 

Mr. Doveurrry. I think a substantial part would come under this 
new regulatory provision. Some would benefit and some not. 

Mr. Bennerr. What part would benefit ? 

Mr. Doucuertry. Some would not. And then some of the gas, for 
example, that our own subsidiaries produce might be at a higher cost 
than what is the reasonable market price that you are buying it for. 
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Mr. MacponaLp. Would you yield for a question ? 

Mr. Bennett. Yes. 

Mr. Macpvonap. Did you say the Arkansas State Legislature passed 
a law ? 

Mr. Dovenuerty. Yes. 

Mr. Macpona.p. Isn’t there a Supreme Court decision against that ? 

Mr. Dovucuertry. Not for sales. That is a local—for gas produced 
in Arkansas, and sold in Arkansas. 

Mr. Macponap. I thought Mr. Bennett was talking about reserves 
for pipeline companies. I may have misunderstood. 

Mr. Dovenertry. I think that list, as I recognize it, Mr. Macdonald, 
includes all companies that are engaged in not only these interstate 
pipelines but others that produce gas and sell it. 

Arkansas—Louisiana produces some gas in Louisiana. And to the 
extent that is transported in Arkansas the Supreme Court covered 
it. 

But a great deal of the gas is produced in Arkansas. This is a local 
regulation. 

Mr. Macpvona.p. I understood that but I wanted to clear up the rec- 
ord. Local regulation has nothing to do with pipeline reserves that 
are involved in interstate shipment. 

Mr. Dovucuerry. That is only true if there is a sale. Arkansas- 
Louisiana produces gas in Louisiana, takes it through its own pipe and 
sells it locally in Arkansas. And the regulation has nothing to do with 
that. And the Arkansas rule would apply. 

Mr. Macponavp. Thank you. 

Mr. Bennett. In the report of Panhandle Eastern, issued February 
1954, it shows that its reserves on the company’s books were less than 
$3 million. 

I assume that figure takes into consideration the chargeoff they have 
been permitted for exploration 

Mr. Doucuerry. Well, that would be, that is a capital account. 
That would be the investment in leases, their investment in wells. 
And to the extent that there has been any depreciation or depletion 
in sale of gas, there would be deducted that particular amount. 

What you might say affected the net book investment in it. I do 
not know whether that includes gathering, and so forth. 

Mr. Bennerr. Absolute cost of 

Mr. Dovucuertry. It would not be that, sir; no. That is where there 
is a misunderstanding. The cost and discovering of reserves is not 
charged to operating expenses. 

Mr. Bennett. It goes into the rate base some way, does it not? 

Mr. Doucuerry. It is in the rate base because it is a capital expendi- 
ture. If you spend $50,000 to drill a well 

Mr. Bennerr. And the rates are based on that capitalization ? 

Mr. Dovcuerty. Yes; they are. But suppose it takes you 10 years 
to deplete that well, you get back one-tenth each year. 

Mr. Bennett. In the event it is paid off 

Mr. Doucuerty. When it is exhausted. But it has not been paid 
off. That is what I want to put over. 

Mr. Bennett. In the Panhandle report it is pointed out that the 
price had been increased by 16 cents a cubic foot—the Federal Power 
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Commission so provided to charge to their cost of gas—a price which 
would give the company so much; are you familiar with their report ? 

Mr. Dovcuerry. Not with their report. 

Mr. Bennett. Are you familiar with it? 

Mr. Dovcuerry. I am familiar with that rate case in which the 
Commission did give them a fair field price of 81% cents. 

When you are ‘det termining the cost, as I mentioned this morning, 
one of the items of cost is, of course, the return on investment. And 
normally you get an income-tax allowance because that return is to be 
entered into income taxes. 

But in these production operations, what the Commission has done, 
in determining the income tax, taken all of these special tax deduc- 
tions related to production operations, including the percentage of 
depletion deduction, and taken those into account in computing in- 
come tax. 

Therefore, I said this morning they took the benefits of that away. 
And when you relate that back, what is indicated in the Panhandle 
case is that the Commission in its own opinion said that after you 
credit back against all of these production costs, including a return 
on investment, these tax benefits which cannot or it was not “permitted 
to retain, the gas went into pipeline at a very, very small fraction of 
1 cent. 

Mr. Bennerr. You have stated that the 2714-percent depletion 
charge is of no value to the producer or pipeline. 

Mr. Doveuerty. Well, the Phillips decision does not say that, be- 
cause al] it said is you have got jurisdiction, but the way it has been 
operating in the Federal Power C ommission, that is certainly so. 

Mr. Bennetr. What effect would the passage of this bill have on 
that? 

Mr. Dovucuerty. The passage of this bill, let’s say, if the bill were 
passed, and the Commission still held to its former opinion, that the 
reasonable market price of Panhandle gas is 814 cents, it would go in 
at 814 cents instead of a fraction of a cent. 

Mr. Bennetr. Then it would get the benefit ? 

Mr. Dovucuerty. They would, under that circumstance. Then they 
get the benefit of it. But they don’t now. 

Mr. Bennett. They would get the benefit of it. As it stands now, 
they do not? 

Mr. Doueuerty. That is right. 

Mr. Bennett. In the report I think they had reserves at a cost of 
$3 million, they entered them at that figure. And after the Commis- 
sion decision, before the Supreme Court decision, they wrote them 
up from $3 million to $455 million. Is that figure correct ? 

Mr. Doveuerty. I do not think they wrote them up on their books 
at all. I think they are still on their books at their own cost. 

Mr. Bennett. Under the Commission’s decision they would have 
written them up at the fair field price. 

Mr. Dovcuerry. Let me put it this way. It is like a lot of these 
fellows in Wall Street do. They find out how much reserve you have 
got and they figure that at 5 or 6 cents and divide it by the number 
of shares and say, “That is what you got per share.” 

You may take 20 or 30 years to get it or you may not. I think what 
they would have is an increased earning. 


ww 
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Mr. Bennett. I do not want to be overtechnical and I am not trying 
to be unfair. 

Mr. Doucuerry. I know you do not want to be. 

Mr. Bennerr. But I would like to get in the record what the effect 
of this bill will have upon the value of the reserves the pipelines own. 
I do not know of anybody better to get that information from than 
you. 

Mr. Dovucuerty. You were asking me a — question before. 
You said didn’t they write it up, the value. I do not think that is 
correct. 

Mr. Benner. Maybe that is not technically correct. 

Let me ask you this then, what was the effect of the Commission’s 
decision, regarding the fair value of Panhandle’s reserves? Did it 
increase it ¢ 

Mr. Dovauerry. Certainly. 

Mr. Bennerr. If so, how much? 

Mr. Dovenerry. It increased it for the gas sold each year by the 
difference between 814 cents and whatever the cost method would do. 

Mr. Bennett. W h at did it do to the asset value of their reserves ? 

Mr. Dovenerry. I do not think it did anything until they sold 
it. If you want to do this, multiply that figure which is a top ground 
figure, by the total reserves you can come up with some figure and 

say it is perfectly justified if you value those at that basis and you 
have got so much money, so much value. 

Mr. Bennerr. Don’t you regard natural gas reserves as an asset ? 

Mr. Dovcnerry. Certainly, I do, but in the first place, you can- 
not niultiply it by the current price. 

Mr. Bennett. No, but if it would have that effect. 

Mr. Doveuerry. You can go out and buy reserves in the ground, 
say, at 5 or 6 cents, because you have to think about the present value 
over the future years. 

I am not disputing with you, sir, that if this bill passes the gas 
reserves of Panhandle, that they own, would not be of more value to 
the stockholders than they are now. That is absolutely so. 

Mr. Bennerr. There is no question they have every right to put up 
the assets—after the new market-has been established and this com- 
pany is operating—they have the perfect right to do that, to change 
the asset value on ‘the books. 

Mr. Dovcuerry. The Federal Power Commission would not per- 
mit that, because it is kept on a cost basis. 

Mr. Bennerr. That is under existing law? 

Mr. Dovcuerry. Under the existing law. And under the law, if 
this were passed, it has nothing to do with the accounting of that 
pipeline. 

Mr. Bennerr. What would the pipeline company do as a practical 
matter if this bill were passed? How would it handle it?) Would you 
handle reserves at the account as of now ? ; 

Mr. Dovenrrry. Not a bit. All they would do would get more 
money for their gas and pay income tax on it and take the balance 
in net. That isall it amounts to. 

Mr. Bennerr. Would the asset value be increased ? 

Mr. Doveurrry. The potential value of the reserves, certainly, 
would be increased, but they could not write it up on their books. 
The accountants, the auditors, would not permit it. 
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Mr. Bennett. Suppose they wanted to sell out, could they take 
the book value or could they take the value under this bill and deduct 
the sale price ? 8 

Mr. Dovucuerty. They definitely would take the value based on 
what-they can get for the gas. No question about it. 

Mr. Bennett. That is the effect this bill would have—the effect of an 
increase would be an important consideration. 

Mr. Doucuerty. There is no question. 

Mr. Bennett. All I am trying to show is the effect of this bill. 
As I understand it, it will materially increase the value of pipeline- 
owned reserves as well as other reserves, and certainly will h 1ave the 
effect of materially adding to that for the pipelines, because at the 
present time they are operating under this cost plus reasonable re- 
turn; isn’t that true? 

Mr. Dovenerty. Oh, yes. 

Mr. -Bennervr. If you take the effect of the 8-cent increase across 
the board, as estimated by the Panhandle, with a change in the for- 
mula that ‘this bill might hav e, you come out with an increase in value 
of reserves that is of astronomical dimensions. 

Mr. Dovucuerty. That is right. 

Mr, Bennett. Of nearly $4 billion. 

Mr. Dovucuerty. Yes. You .would come out with a high figure. 
Of course, as I again point out to you that even if the current well 
value or current market value at the well is 13 cents, it may take you 
15 or 20 years to get that value out. So that you have to do some dis- 
counting back to ‘the present prices. Gas, when bought, is never paid 
for at the current contract price. 

Mr. Bennett. You have a reserve as set, and you have got a guaran- 
teed formula to sell at. You have got something to put your teeth into, 
so far as that is concerned. 

Mr. Dovucuertry. You certainly have an asset—if you can sell it 
at a higher price you have an asset that is worth more than if you 
have to.do otherwise. There is no question about it. 

Mr. Bennett. And this increase would be passed on to the con- 
sumer ? 

Mr. Dovenerty. Whatever price increases there are. 

Mr. Bennett. I mean the differences between the price the pipeline 
presently charges for it, if this bill goes into effect, will be passed 
on? 

Mr. Dovenerty. It will. 

Mr. Bennetr. Would you, as a distributing company, do so? 

Mr. Douenerty. Yes. Whatever price increase would result from 
the determination of a reasonable market price, over a public-utility- 
cost basis, would go right into the expense of the distributing company. 

Mr. Youncer. Will you yield for one question there? 

Mr. Bennett. Yes. 

Mr. Younger. That same thing would apply under the present 
Phillips decision, also; would it not ? 

Mr. Dovcuerty. W ell, it could apply, because under the present 
decision the Commission is not bound to the cost formula. They can 
give an additional allowance. 

Mr. Youncer. I say this could be done the same way under the 
present Phillips decision ? 
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Mr. Dovucnuerrty. Yes, sir. 

Mr. Youncer. As if this were passed ? 

Mr. Doucuerry. Yes. 

Mr. Bennett. How? Point that out. 

Mr. Dovcuerry. When the city of Detroit took its case against Pan- 
handle, after the 814-cent price increase to Panhandle, into the Court 
of Appeals of the District of Columbia, the court of appeals in revers- 
ing it said that the Commission is not bound by any particular formula 
with respect to the price which it will allow Panhandle for its own 
gas. 

Now, wait a minute. 

But it said there must be evidence that shows how much more than 
cost was needed. And that is what the case was sent back for which 
was for the purpose of having further hearings. 

Mr. Bennerr. Let me stop you there. Is not that language an 
indication that the Supreme Court says you use cost and reason 
able—— 

Mr. Dovcuerry. No, sir. The Supreme Court did not pass on 
that particular case. It said 

Mr. Bennett. Why the pipeline provision in the case, if they sug- 
gest it, is a benefit to them ? 

Mr. Doucuerry. I do not say it was a benefit. I said it could 
happen. I said it could happen under it. 

Mr. Bennetr. Do you think it would happen ? 

Mr. Doucuerry. I just finished a case for this Olin Gas Trans- 
mission Co., in which I put in proof that justified the Commission 
in allowing a 10-cent price as against a 6-cent price on the basis that 
we needed that to produce and develop additional reserves to make 
up those. 

Mr. Bennerr. Would you support this bill with the pipeline pro- 
vision out ¢ 

Mr. Dovucuerry. Yes; I would support it even if the pipeline 
provision was out of it. 

Mr. Bennetrr. Would you support an amendment, if I will offer 
one, to take it out ? 

Mr. Dovcuerry. No; I would not do that. 

Mr. Bennerr. Why not? - 

Mr. Doucuerry. No; I don’t see that there should be any differ- 
ence than for any other producer. : 

Mr. Bennetr. If we amend it here, the result would be the same? 

Mr. Doucuertry. No; I didn’t say that. 

Mr. Bennetr. Why do you want this provision ? 

Mr. Dovucuerry. I didn’t say it would be the same. I said it would 
be possible, because in the first place—— 

Mr. Bennerr. It would not be possible; would it ? 

Mr. Dovenerry. Yes. It is just a harder job. It is a harder job 
of proof. It would take a lot more time and witnesses, as against 
having a provision which says you get the reasonable market price. 
_ Mr. Bennerr. Well, now, the pipeline companies are a public util- 
ity; are they not / 

Mr. Dovguerry. Yes. 

Mr. Bennerr. Why is some different formula required insofar 
this, then ¢ 
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Mr. Doveuerry. I think that that portion of its operations, the 
production, does not partake of a public utility. A lot do not have 
any production. Those established after 1938 do not have. 

Mr. Bennert. A pipeline that purchases its own gas, is that part 
of the public utility ¢ 

Mr. Doucuerry. The price is carried as one of its operating ex- 
penses, but 

Mr. Bennett. You would not call that a separate operation, would 
you, and separate it from the utility part of it? 

Mr. Dovcuerry. I call the sale and the producing a separate oper- 
ation. It is producing and selling. The producer sells the gas that 
is used by the transmission corporation. Producers sell gas ‘to that. 
That is not a utility operation. 

Mr. Bennetr. You are applying the standard formula in separating 
them as separate parts and this part is public utility and that part 
isn’t ? 

Mr. Doucnerty. Oh, yes. 

Mr. Bennerr. You say they are separate. And in the case of an 
electric light company developing hydroelectric power, would you say 
the hydroelectric power part of this is a utility operation and let them 
operate on some other basis for the other part ? 

Mr. Dovenerry. That could be done. Congress, however, in 1935 
said the production of electrice— 

Mr. Bennerr. Do you not think that would be a precedent for open- 
ing up the door for different methods of treating public-utility oper- 
ations for other utilities? 

Mr. Dovcuerrty. No; I don’t think so. I do not think that the 
production is a public-utility operation. 

Mr. Bennett. The electric power utility could make the same argu- 
ment about the water part of its development; couldn't it ? 

Mr. Dovenerry. I think not. 

Mr. Bennett. When Mr. Robinson was here a year ago, he was 
quite critical of the way the pipeline companies were arguing with 
producers in the contracts they make, in price ar rangements. 

T assume you agree with him. 

Mr. Dovcuerry. Yes, sir. 

Mr. Bennett. Have you confidence in the abilities of pipeline com- 
panies to make better contracts after the passage of this bill, where 
you eliminate the escalation clauses ? 

Mr. Dovucuertry. Not merely because of that. I think that is one 
of the great criticisms that he had, and it was a cause of a great deal of 
our increase in price of gas from 1949 on. 

But the additional thing that I think is valuable, is that every new 
contract in the future that is made gives me an opportunity as a dis- 
tributor to go in and raise some question about it which I do not have 
now, Mr. Bennett. 

Mr. Bennetr. You do not get in on the original deal as a dis- 
tributor ? 

Mr. Dovcuerty. That is right. 

Mr. Bennett. The people that are going to have considerable to do 
with fixing the market price of this gas are the pipeline companies, 
are they not—they : and the producer ? 
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Mr. Dovcuerry. They will have a lot. I think they will pay a lot 
more attention to the distributors in the future than in the past, if this 
bill is enacted. 

Mr. Bennerr. And the pipeline companies—and there are many of 
them that own their own reserves—— 

Mr. Doucuerty. Yes. 

Mr. Bennerr (continuing). Haven't they got a conflict when they 
go to the bargaining table with the produc ers? On the one hand, any 
increase in price W hich they pay the producer will have the effect of an 
increase in the value of their own reserves. 

On the other hand, an increase in price will have an adverse effect 
upon their consumers. 

Is it not true that they would have that conflict of interest to con- 
tend with ? 

Mr. Doucuerry. It does not strike me as a necessarily serious con- 
flict of interest. 

In the first place, the contract that they make with the producer has 
to go before the Federal Power Commission. And so far as I know 
all of the distributing companies of these various pipelines are alert 
to see that all of the facts are brought out. 

Mr. Bennerr. The gas producer, on one side, wants to get as high 
a price as he can get. That is perfectly natural. 

Mr. Dovauerry. Yes. 

Mr. Benner. And the pipeline company, presumably, on the other 
side of the table, wants to pay as low a price as he can get. 

Mr. Dovucuertry. Yes. 

Mr. Bennerrt. But in the situation we have, if this bill passed, the 
pipeline companies would have something to gain if there was an 
increase. 

Mr. Dovauerry. Only if legitimately. The reasonable market 
price, if it is approved by the Federal Power Commission, might 
eventually in their next rate case result in some benefit. That is right. 

Mr. Bennerr. I mean, a pipeline would not have too much to lose 
if the present gas went up a cent, would it? It would have a direct 
benefit of putting money in their pockets. 

Mr. Dovenerry. It is the actual reasonable price, Mr. Bennett, of 
the gas increase in the area where a pipeline had it own production 
that would be an actual benefit, yes. 

Mr. Bennerr. Do you not think that would be in the picture? The 
pipeline people are doing business as well as anybody else. 

Mr. Dovenerry. You must recognize when they make that deal 
it will be subject to rather strict surveillance. And the companies 
that they deal with will be in there and the Federal Power Commission 
will be looking, too. 

Mr. Bennerr. That is right. But we have been told here that there 
will be competition, bargaining between the producers and pipelines, 
that is going to serve to keep prices fairly well in line outside of any 
price that the Commission might give; isn’t that true ? 

Mr. Doveuerry. That is right. 

Mr. Bennerr. But the people who make competition, half of t!:em, 
have something to gain by an increase to the producers, as long as they 


stay within the bounds that the Federal Power Commission approved ; 
is that not true? 
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Mr. Doucuerry. And if the prices where they are buying gas in the 
area where their production is 

Mr. Bennett. One of the important factors under this bill that the 
Commission must decide, the reasonable market price, is the price 
being paid in that particular area. 

Mr. Dovenerry. That is one of the factors, yes. 

Mr. Bennett. In the first place, you are up ‘against prices that have 
been frozen if this bill goes into effect. That is one thing that is in 
the picture, is it not ? 

Mr. Dovanerty. Yes. 

Mr. Bennerr. And the freezing of these indefinite pricing clauses 
that are provided for in the bill would serve to increase the price. 
Those are all factors which the Commission must consider in deter- 
mining the future reasonable market price; is that not true? 

Mr. Dovcnerry. Well, I do not clearly understand your reference 
to the freezing of the indefinite pricing clause. The continuance of 
them in the contract gives the right to the producer to come in and 
ask for an increase and, of course, anything 

Mr. Bennerr. No, I mean you freeze—— 

Mr. Dovcuertry. You freeze the present price, that is right. What- 
ever that present price is would have an effect. 

Mr. Bennett. The escalation clause, that is one ? 

Mr. Dovucuerty. That is right. 

The CHarrMan. Will you yield for one question ? 

Mr. Bennerr. Yes. 

The Cuatrman. Is it not a fact, though, Mr. Dougherty, that when 
once a price is established in a field as a reasonable market price in that 
field, under the provisions of that it will be most difficult to change / 

Mr. Doveuerry. I think it will require a considerable amount of 
evidence to justify a change because there would be no other prices 
indicating a need for increase. 

Mr. Bennerr. You cannot change the price frozen by this bill. 

Mr. Dovucuerty. You cannot change it up, either. You would not 
be changing it upward from that, either. 

Mr. Bennett. Oh, no. But if it is a reasonable increase, that is 
frozen—it is not subject to any further review. 

Mr. Dovenerry. That is right. 

Mr. Bennerr. Now, that bri ings me to the final point in my inquiry. 

In that formula, the market price formula, the Commission is 

required to let the producer fix it as of today, the reasonable market 
price at, say, 28 cents the same as 20 years from now. What is the 
reason for that ? 

Mr. Dovuauerry. I do not so interpret the provision that way, Mr. 
Bennett. 

Here is the way I interpret it, if you want my understanding. 

Mr. Bennett. That is what I want. 

Mr. Dovcuerry. Is that today, two people get together, and the 
purchaser, which is the pipeline, wants to deal with the owner of the 
gas reserves. And they work out a transaction by which they say, 
“Here are so m: ny millions of cubic feet of gas. We will commit it 
to you. We will assume an obligation to develop it over a certain 
period of time. 


“We will maybe agree to keep our deliveries up to a certain point. 
We will do that for 20 years. 
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Now, that has a certain value, that contract. And what they will 
do is say, “Well, instead of fixing one price to apply over the whole 
contract,” they will say, “We will determine that we want to pay it on 
that basis.” 

So that the Commission, as I see it, does not sit and determine what 
is the reasonable market price of that step-up 15 years from now. It 
determines what is the reasonable market price of that package. And 
that package is either a single price for the whole period, or a series 
of steps, which go back to an average price. 

That is my understanding of it. Not that they have to sit there 
and say, “In 1965 the reasonable market price of that is a certain 
amount.” 

Mr. Bennerr. Let us see if they do not. If the reasonable market 
price today is 30 cents and the contract goes to 35 cents in 20 years, 
aren’t they fixing the price right then—that is, the reasonable market 
price 20 years from now? 

Mr. Doucuerry. I do not think that is what 

Mr. Bennett. If not, what are they doing ? 

Mr. Doucuerry. I think what they are doing is not fixing a reason- 
able market price as of today for 30 cents. The law says that you can 
make an objection, on the basis that the definite pricing clause results 
in a price which exceeds the reasonable market price at the point of 
delivery. And that definite pricing clause is a clause that includes 
the present price as well as increases over the future of specific prices. 

I think that it is the determination of the whole package. That is 
my interpretation. 

Mr. Bennerr. I understand the Commission is given that right. 
But—interrupt me if I am wrong—is not the intent of this bill to 
give the producer, the pipeline company, a reasonable market price 
for its gas? 

Mr. Dovcuertry. No. I do not so interpret that on these new con- 
tracts. Ithink that what they do is say 

Mr. Bennerr. On new contracts. 

Mr. Doveuerry. On new contracts, I will sell you a package today 
and under that package I will obligate myself as a producer to do cer- 
tain things in the future. 

Now, that has a reasonable market value, a reasonable market price. 

And you may fix that at different stages in different ways. But I 
do not think that you must say the starting price has to be the same 
as what a reasonable market price might be for current purchases at 
that time. 

I think it is a package deal. I think the intent is that it is a 
package deal. 

Mr. Bennerr. Let us see how the package works. We will start 
off now at 30 and it goes to 35 cents 20 years from now. 

The Commission in fixing the reasonable market price at that time— 
the same gas—would the 35-cent price be a reasonable market price, 
do you think ¢ 

Mr. Doucuerry. Yes; because I think it relates back to the begin- 
ning. It goes not to the same gas that they are fixing 20 years from 
now, it is bound to be different situation. 

And that 35 cents relates back to the beginning. It is the reasonable 
market price of the deal you are getting when you make it. That is 
what I figure. 
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Mr. Bennerr. Let us see how it affects the consumers. If that 
authority is final on the part of the Commission to freeze that price, 
then at the end of 20 years in this hypothesis, the consumer as of now 
would be paying 20 cents for his instead of 35. 

Mr. Dovueuertry. That is quite so. If it went up to 50 cents, you 
would be getting it at 35 instead of 50. 

Mr. Bennerr. That is true. But would not the logical and most 
practical solution to that be, if you as a pipeline are assured under 
the law of a reasonable market price, why do you want a guaranty 
of the package? Why do you not want to take a reasonable market 
price and go along / 

Mr. Dovenerry. I am not thinking of it from the producer stand- 
point. I am thinking of it from our distributing system standpoint. 
We want to know what the prices will be. I have no confidence that 
there will be any great decrease in them. 

And I do not want them to come in 15 years from now and have a 
right to boost that price on us. I want to hold it to what T make the 
deals for. 

Mr. Bennerr. I think the proper way to do it would be to leave it 
open, so the Commission could examine the price within a reasonable 
period in the light of circumstances. What would be unfair about 
that ? 

Mr. Dovueuerry. I want to know as a distributor when I make my 
deal, that that is what it is going to be. Mr. LeBoeuf, in the Law 
Institute last April made a ‘proposal every 5 years all contracts be 
opened. There was not any distributing company that I knew of that 
thought that would be helpful. 

I am not looking at it from the producers’ standpoint. 

Mr. Bennett. I am not looking at it from the standpoint of the pro- 
ducer, except from the standpoint I am suggesting—I am looking at 
it from the effect it might have on the consumer. There might be 
circumstances where the price would be lower. 

Mr. Dovcuerry. You have to take along with that a change if the 
price is higher. 

Our experience, since I have been connected in this business, since 
1933—and 20 years ago I was down here testifying on the original 
Natural Gas Act—I have seen these things go over the lot—is that we 
are better off with those deals we made without being changed. 

Mr. Bennerr. According to my thinking, what this bill does in 
that connection is to let you fix a reasonable market price, present 
package deal, over a specific period—it exempts increases, and that 
that is a good thing for the producer and the distributor, a good thing 
for the pipleines, and God help the consumer. 

Mr. Dovenerry. Then if the consumer is going to be in that posi- 
tion, we want to call on the Diety, too, we in the distribution business. 
It will not help us any if he is ina bad way. 

Mr. Bennett. That is all. 

The Cuairman. Mr. Dies? 

Mr. Dirs. Just a few questions. 

Mr. Dougherty, Mr. Bennett seems to be disturbed about this so- 
called increase in the value of the reserves. Now, in no instance will 
you get more than the reasonable market price, will you? 

Mr. Doveurrry. That is the purpose of the law. 
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Mr. Dies. And there is no way by which you would get more for 
your gas except the reasonable market price ? 

Mr. Dovenerrty. That is right. 

Mr. Dies. Do you know of anyone who objects to paying in this 
country a reason: able market price for a commodity ? 

Mr. Dovenerty. No. That is, I think even those who oppose this 
bill have a feeling that that is the fair thing to do. 

Mr. Dres. Can you think of any commodity in this country which 
is not sold for a reasonable market price, at least they think it is a 
reasonable market price? 

Mr. Dovenerry. I can think of some prices that are reasonable or 
higher than reasonable, but they are market prices. 

Mr. Dres. At least it is commonly recognized that everyone is en- 
titled to a reasonable market price for his product or his commodity, 
is that not true? 

Mr. Dovcuerry. That is supposed to work out that way. 

Mr. Dirs. Now, of course, most of those gentlemen who are opposing 
this bill favor an exemption of what they call small producers. Their 
chief complaint is against the big producer or the pipeline, the trans- 
mission company that has production or the distributing company 
that has production. 

As a matter of fact, if you undertook to discriminate, would you 
not have confusion, and inequities, that would practically destroy 
the purposes you seek to further? In other words, you would have 
a group of producers, we will say, seven or eight thousand, or what- 
ever number, who would be receiving whatever they could get for 
their gas; whereas you have another group who would be limited to 
4 much smaller return. 

What would that do if that were true? 

Let us take some of your companies or take the pipeline companies. 
Let us assume that here are 6.000 producers that are able to sell their 
gas for far more than you are able to get for your reserves. Now, 
what would result from that ? 

Mr. Dovcuerry. Well, I think that it would be a considerable con- 
fusion and controversy. Let me illustrate it this way, Mr. Dies, if 
I may: In the States of West Virginia, Ohio, and Pennsylvania, the 
Consolidated System subsidiary buys gas from the independent pro- 
ducers at uniform prices in the different areas. Some of them are 
well mouth prices, some are delivered at central points. We pay the 
same price to a man who has got a 10-million-cubic-foot well as we do 
to a man who has got a 1-million-cubie-foot well. 

If you started to regulate that larger producer in Pennsylvania or 
West Virginia and not the smaller producer, or if you regulated and 
particul: uly regan ated him on a utility cost basis, T am quite certain 
we would have a great deal of controversy and trouble with the inde- 
pendent saint ers in those States, most of whom are small operators. 

And we think the same thing would apply if you extended it to the 
several thousand as they exist. 

In addition, I know situations, take in East Texas in the Woodland 
field, where the operators are Stanolind Oil & Gas and Continental. 
and there are 25 or 26 units there, in many of which there are small 
interests which, under Mr. Macdonald’s bill, would be exempt. So you 
would have some of the gas coming out of the same well being regu- 
lated on one basis, and the rest of the gas on another basis. 
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I think it is not only not fair, but I think it would cause a great 
deal of controversy and confusion, and maybe lead to the farming out 
by some of these larger companies of tremendous amounts of their 
acreage so that the fellows who had them could get out of regulation. 

Mr. Dries. Would that not tend to discourage ‘the owner ship of re- 
serves by transmission companies ? 

Mr. Doveuertry. Well—— 

Mr. Dries. I mean if they got to the time when the Commission could 
set their price, the price of their gas, below the price that these other 
producers who are exempt are receiving, would that not tend to cause 
them to get rid of their reserves or farm it out or do something with it 

Mr. Doucuertry. Yes. It already has tended to cause them not to 
try to replace them; and certainly companies that would develop them, 
they would be able to sell to the smaller individuals or back to the 
farm owner who is the lessor and the royalty owner, and he could get 
what he wanted for it. 

Mr. Dries. Let us assume that your pipelines have no reserve, and 
that none of your affiliates have any reserves. Then what would be 
your situation in meeting the demands of these million customers 
for gas? 

Mr. Doucuerty. You mean under what circumstances ? 

Mr. Dres. If the pipeline had no reserves, if you divorced them en- 
tirely, then what would be your position in meeting demand ? 

Mr. Dovcuerry. You have got to go out and make contracts with 
those who do have gas 

Mr. Dies. Would you not be at the mercy, then, of the producers? 

Mr. Dovenerry. Well, I do not think any more so than you have 
been in the past. If you have a lot of people—you mean if they are 
exempt completely / 

Mr. Dies. Yes. Suppose you exempt certain people. 

Mr. Doveuerry. I think you would. 

Mr. Dries. Then the result of the discrimination 

Mr. DovucHerry. Oh, yes. 

Mr. Dies (continuing). Brings about a divorcement of the reserves, 
the production, from the pipelines altogether. 

Mr. Doveuerry. Well, that certainly “would leave it wide open with 
no regulation whatsoever, and we would have to meet it. 

Mr. Dies. You would have to go out and buy your gas, would you 
not ? 

Mr. Doveuerry. Surely. 

Mr. Dies. And you would have no reserve to fall back on 

Mr. Doucuerry. That is right. 

Mr. Dries (continuing). To make good your commitments, is that 
not true? 

Mr. Doveuerry. That is right. 

Mr. Dies. And is it not essential to the operation of your business 
or to the operation of the pipelines and their commitments, fulfilling 
their commitments to the distributing companies, that they do have 
a reserve ? 

Mr. Doucuerry. Well, you have got to have it, either under firm 
contract or have it under your own produc tion. 

Mr, Dies. Well, do you think that you would have a reserve very 
long, of your own ownership and production, if you received in return 
for } your gas much less than the reasonable market price / 
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Suppose you received an arbitrary figure set by the Power Com- 
mission which would be below the price which the exempted produc- 
ers received; where would you be? 

Mr. Dovcuerty. Well, it would certainly tend to discourage any 
further development, and would make it difficult to accomplish the 
results of getting the gas supply one wants, if that set of circumstances 
did develop. 

Mr. Dies. Would you go out and replete your reserve or spend 
money exploring or undertake to build up that reserve in order to 
protect the consumers ? 

Mr. Dovucuerry. Well, I do not think a categorical answer could 
be made to that. I think it depends on a lot of circumstances whether 
you would or not. 

Mr. Dies. But it would tend to discourage the development and ex- 
tension of reserves, would it not ? 

Mr. Dovucuerry. Well, I think so; and I think the present law, as 
it is now, does. 

Mr. Dries. That is all. 

The Cuarrman. Mr. Macdonald? 

Mr. Macponap. Sir, I think the basic answer to Mr. Dies, whose 
opinion I respect very much because I know he is from that part of 
the country which is very much affected by this legislation, but his 
assumption these exempted producers would get paid a higher price 
than those under regulation, seems extremely unreason: able to me. 

Does it seem unreasonable to you? 

Mr. Dres. Will the gentleman yield ? 

Mr. Macponatp. After I get an answer. 

Mr. Dovcuerry. Well, it just depends. We have in the past, of 
course, where we have got good, big supplies of gas where there was 
no regulation of the producer, have been able to go out and make 
deals with them which we felt were reasonable and just. 

Now, if the larger ones were under certain restrictions, and they 
wotild be hesitant at putting their gas reserves into their interstate 
commerce under the present type of regul: ition, I think it would put in 
the hands of the smaller producers a greater possibility of higher prices 
than they now have. 

Mr. Macponap. Well, that may be. But that is not the answer to 
Mr. Dies or to myself, and I would just like to point this out to you, 
sir, since I have difficulty in adjusting to your answers: A man who 
is president of one of the large independents, testified yesterday that he 
did not like my bill because, even if they were taken out from under 
regulation, they would still, and I think I am saying his exact words, 
they would still be regulated because of the fact that they could not 
get higher prices anyway, Inasmuch as they would not give the small 
produce rs, who I would exempt, a higher price than that given to the, 
what I term the, monopoly, large fellow, in the same district gets for 
his gas. 

Mr. Doveuerry. Well, if he is exempt, the Federal Power Commis- 
sion would not have anything to do with it, as I see it. 

Mr. Macponaup. That is right. But his whole—I am saying that 
the Federal Power Commission would not give a fair field price in that 
field of any higher amount than that given under regulation. 

Mr. Dovucuerry. I do not know whether you are thinking of the 
price or the amount of operating expenses that the Commission would 
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allow the pipeline, but if your bill should be enacted into law, Mr. 
Macdonald, the Federal Power Commission would have nothing to 
do with the price that those fellows would charge. 

Mr. Macponarp. I understand that. I am merely repeating 
what 

Mr. Dovucuerry. So, if they fix another price based on something 
else, I do not think it would have any bearing, if the larger producer 
is not going to sell to you at that lower price. 

Mr. Macponaup. You do not feel the price in any field under a rea- 
sonable market value would be established by the largest producer in 
that field ? 

Mr. Doucuerty. No, I do not think it necessarily would. I think 
it has not been so in the past. I think it has been due to a lot of things. 

Mr. Dies. When I said “regulation,” I spoke of regulation as a public 
utility, not regulation such as under this bill. I did not make myself 
clear. I just wanted to clarify that. 

Mr. Macponap. Well, sir, to get away from that for a minute and 
to go to some other matters, you answered this morning that you were 
a director and vice president of Colorado Interstate Gas Co.; is that 
right? 

Mr. Doucuerty. Yes; and also a member of the executive committee. 

Mr. Macponap. Right, sir. 

And that Colorado Interstate holds quite large reserves in the pan- 
handle field in Texas. 

Mr. Doucuerty. That istrue. There are about 3 trillion cubic feet. 

Mr. Macponap. And actually, you have cases now pending before 
the Federal Power Commission, do you not? 

Mr. Dovenerry. We certainly do; yes, sir. 

Mr. Macponatp. And in these cases, the price that you are claiming 
is what, 9 cents? 

Mr. Dovcuertry. Yes. The price that was asked for on the basis 
of the Commission’s order in the Panhandle case before that was taken 
by the city of Detroit to the court of appeals, was that. And that 
was fixed in relation to the prices that the Railroad Commission of 
Texas fixes for tax purposes bane on local sales for carbonblack, and 
it has a relation to the royalty price which we pay, also. 

Mr. Macponap. But in essence, the price you are asking for under 
the weighted average field price is 9 cents; is it not ? 

Mr. Dovucuerty. Yes. We did not call it weighted average field 
price. I think at that time we called it the fair field price, 9 cents, 
sir. 

Mr. Macponatp. Which roughly would be the reasonable market 
price, which all of us have difficulty in actually determining the 
meaning of. 

Mr. Dovucuerty. Yes, sir. 

Mr. Dovucuerry. But it would amount to the same thing. If you 
are asking for reasonable market price under the reasonable market. 
price standard, you would be asking for 9 cents; is that correct ? 

Mr. Dovucuerty. That is correct. 

Mr. Macponap. How much did it cost the company to produce that 
gas? 

Mr. Doveuerty. On a public utility cost basis, it was 31% cents, the 
production costs; yes, sir. 

Mr. Macponap. So the difference between 3.5 cents and 9 cents—— 
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Mr. Doveuertry. About 5.5 cents. 

Mr. Macponacp (continuing). Is about 5.5 cents. 

Mr. Dovucuerry. I think—yes. 

Mr. Macponatp. How much did you say that you had in reserves 
there ? 

Mr. Doucuertry. Three trillion cubic feet. 

Mr. MacponaLp. How much would that increase, what would be the 
differential be between the cost of production and what you are asking 
for as a reasonable market price? 

Mr. Doucnerry. I never figured it out on the basis of multiplying 
that times the three trillion cubic feet, because it gives you a figure 
that is not indicative of what, over the next 20 years, it would amount 
to, to the company. But, I mean, I could do it for you or you could 
do it. 

Mr. Macponarp. Well, sir, it is not important, and my arithmetic 
is such that I could not check it anyway. [Laughter.] 

But in any event, it is a tremendous increase for your company ; 
there is no question about that, is there? 

Mr. Dovucuerry. Yes. On the basis of the 9 cents, and averaging 
all gas purchases in, as the Commission does, if we had been permitted 
to have that, it would have amounted to an additional $4 million in 
rates for resale; or, in effect, 4.58 cents more than what was allowed. 

Mr. Macponatp. Which would come actually to millions, if not bil- 
lions, of dollars ? 

Mr. Dovenerry. Well, over a period of years, depending on income 
tax rates and a lot of other things, it would. But that is what we get 
every year, and you have got that in hand. 

Mr. MacponaLp. Which is one of the reasons I do not blame you for 
testifying in behalf of on bill, because 

Mr. Dovucuertry. Well, I am not representing Colorado Interstate 
here, and I was not asked bn appear for them, because I am appearing 
here for Consolidated. But there is a lot of very, very unfair things 
about that whole situation that I could spend 2 or 3 hours going into 
with you, which I do not think we should do. 

Mr. Macponautp. Which I would be happy to have you do, but I do 
not think the chairman would permit us to do. 

Actually, we had a fellow from Colorado testifying here before us, 
who did a very good job; he was very interested and I became inter- 
ested in Colorado, because I found out that you have a rate increase 
pending there as well; do you not ? 

Mr. Doucuerry. Well, not in the State. The rate increase is pend- 
ing before the Federal Power Commission. 

Mr. Macponacp. I mean it is going to affect Colorado, and Denver, 
Colo., particularly. 

Mr. Dovueuerry. Oh, yes. 

Mr. Macpona.p. If this rate increase were granted, would that not 
cost. about $6 million a year in higher gas rates to Denver, Colo. ? 

Mr. Dovenerry. Well, the figure 1 gave you for the whole Rocky 
Mountain area, as we figured it out, would ‘be a little better than $4 
million. Now, I do not know where he got his $6 million. 

Mr. Macvonaup. I did not get the figure from him, as a matter of 
fact. 


Mr. Dovacuerry. I see. 
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Well, there are a lot of other things in that case, other than this field 
price controversy. 

Mr. Macponaxp. Yes, sir. But since cost and field price is the real 
go-around, at least among the committee members, for I think that is 
the most important single thing in this Harris-O’Hara bill. And, if 
I understand correc tly, i it was the only thing that all these people were 
agreed on, with the possible exe eption of yourself, that it should be in 
the law that costs could not be taken into consideration. 

That was the quid pro quo for the producers to go along with the 
bill in the first place; was it not ? 

Mr. DouGHerry. W ell, it was that, and then there were some of the 
distributing companies that felt if you got into that question, you 
would get into many of these diverse situations that I am sure Mr. Le- 
Boeuf told you about. 

Mr. Macponavp. Right, sir. 

In any event, I have read the part of the opinion of the examiner in 
that Colorado Interstate rate case, and I am sure you remember what 
he said, when he said that the impact of Colorado's—and that is your 
Interstate company—he said— 





the impact of Colorado’s proposed rates in docket No. G—2576 may be further 
illustrated by considering the effect on cost of gas to individual communities. 
Using the test year sales as a basis, the prescribed rates in docket No. G—-1115 
would have cost Public Service Company of Colorado, the distributor in Denver, 
Colo., for gas sold at retail, $6,573,000. 

Colorado would increase such cost by $7,543,345, or— 


and this is the thing that impressed me terrifically— 


or 114 percent, to Public Service Co., of Denver, pursuant to its filed rates. The 
increase computed on the traditional rate- base method would have been $1,698,000, 
or 26 percent. 

This difference of almost $6 million per annum over rates reached by the 
traditional rate-base method, most, if not all, of which would normally be 
passed on to Denver’s consumers, is attributable principally to the employment 
of the commodity-value method for Colorado on its produced gas. 

With that in mind, do you wonder why we from consumer dis- 
tricts look with tremendous disfavor on this mandatory noncost basis ? 
Can you fairly blame us for feeling disturbed about it ? 

Mr. Dovecuerty. Well, there are some things about this case, as 
I say, more than this question of the fair field price, which is what 
you are concerned about. 

Mr. Macponap. I am not going to press you, because you are too 
smart a man, too highly a respected man, in the industry for me to 
be givimg you any pressure, but I eb just like an answer to my 
question, which 1s: Do you blame us, from our consumer States, 
seeing the effect of the commodity baste being very disturbed about 
this Harris-O’Hara bill ? 

Mr. Doucuerry. Well, let me say this: I do not blame you for 
being disturbed, but if you look beyond the next 3 or 4 or 5 years, 
there i is where you must get some concept of what is going to happen, 
Mr. Macdonald. 

In‘the first place, this opinion, which talks about $4 million, is 
related to this increased field price, you say, I mean that is what it 
is. The rest there was a 614-percent return claimed; the examiner 
gave it 6. He gave no income-tax allowance whatsoever, and there 
is about—this intangible drilling expense was deducted, the 27.5 de- 








NATURAL GAS ACT 1019 


pletion is about $3 million alone, which they simply took away from 
the company under this theory. 

Mr. Macponaup. Yes, sir. I agree to that. It is because it has 
been said so often that reserves were such that the consumer might 
eventually, we might be defeating the consumer’s own purpose, that 
I have taken a great deal of care in looking into the reserve problem, 
and I know a great many members of this committee have, as well. 
I think the record will more than illustrate that I have put it in 
the record, and I have put it in so many times that I feel almost 
embarrassed to do it again. 

So I-just point out that your company, your company, very 
wisely—— 

Mr. Doucuerty. Yes, sir. 

Mr. MacponaLp (continuing). And very practically, also looked 
forward to that, and your own president has given statements which 
would show that your company, for one, need have no fear whatso- 
ever of any diminishing of reserves. For, as I read his speech in 
which he is pointing out to people, just your assets, he points out 
that in 1956 you had approximately 300 billion cubic feet of gas 
annually under long-term contract, and this you have now increased 
to 361 billion cubic feet. 

You have made arrangements with pipelines for an additional 92 
billion cubic feet annually, with delivery of part of this increase 
this year. 

In addition, you are in the early stages of negotiation for another 
56 billion cubic feet annually, part of which will be scheduled for 
delivery beginning in 1958. 

Under the plans you have made to date, your consolidated com- 
pany this is, long-term purchase contracts will reach 509 billion cubic 
feet annually by ‘1960. 


This is not a static situation but one that changes rapidly as our continuous 
study of requirements indicates that new supplies should be arranged for. 

As we have been through this reserve thing so many times, I do not 
think I need to waste your time or my time or the committee’s time. 
We all know that the reserves are at an all-time high. 

Mr. Dovucuerry. That is right. 

Mr. Macpvonacp. Further along i in his speech, he said that’ vast new 
fields in Canada and in Mexico were being opened up in the foresee- 
able future. The president of Standard Oil of New Jersey told me in 
this committee that there was no foreseeable—in the foreseeable future 
no chance of the oil reserves reaching a dangerous status. And, as I 
tried to pin him down to years, he said for ‘at least a hundred years. 

So under all those circumstances, I cannot possibly feel that I am 
doing the consumer a disfavor or getting him into a situation where 
natural gas will be cut off from him in New England. 

Mr. Youncer. Will the gentleman yield? 

Mr. Macvonatp. No, sir. I honestly have a good deal of material. 

Mr. Youncrr. You quoted the president of Standard Oil Company 
of New Jersey. Was he not talking about oil, not gas? 

Mr. Macponatp. He was talking about natural gas. I felt that 
these hearings were coming up, and I asked him that question for that 
very reason. 
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As a matter of fact, I asked him about the possibilities of atomic 
energy, for which he said everybody in the field was working very 
assiduously, and with a forward look. 

So I confess to you, I may be making a mistake, but I think in 
trying to save our consumers money, I am not jeopardizing—not that 
I will have that much effect—but my efforts will by no means 
jeopardize their future of natural gas, ‘if indeed they can keep the 
price they are now paying in Boston. 

Mr. Dovenerry. Could I only comment on this: That the 509 billion 
in 1960 is not nearly as much as we are going to need. By 1960, we 
are going to need 700 billion cubic feet annually. 

And the prospect of Mexican gas is a lot more expensive, even, than 
what we are paying at higher prices, because it has to be taken further, 
and Canadian gas Is again going to be much higher. 

I think the problem is not that there would not be, under proper 
profit motives, the development and sale of this gas, but I do not want 
to have to go to Canada and Mexico for it. 

Mr. Macponarp. No, sir. Ido not blame you. 

Let me get my position perfectly clear. What you are a for 
your company is great from the point of view of your company. I do 
not blame you. There is nothing immoral, illegal, unethical, or any- 
thing in your services to your company. 

But I just say that going to a cost basis is going to cost our con- 
sumers much more money, as illustrated by this specific case. This 
is not my giving a speech which Congressmen are prone to do. This 
is an illustration of what can hi ippen if it is mand: atory that the FPC 
cannot look at cost. I think that is a terrifically unreasonable handi- 

cap to put on the FPC, and one that could be disastrous, because, as 
you said yourself, the consumer bears the final burden. 

Mr. Dovenerry. Yes. 

Mr. Macponaup. And I know very well that in New England they 
are getting just about up to their necks at the price load of natural 
gas ‘and if it goes up again, people will have to convert. And you 
are looking at one of those consumers who is thinking of converting. 

But in any event, how about the rate case, your rate case in docket. 
No. G-1117 in the West Panhandle field ? 

Mr. Dovenrrry. Well, that case is about 300 million—I mean $3 
million a year increase. It makes no change in the market, in the 
field-price business. That mainly was brought in because of addi- 
tional investment. 

Mr. Macponaxp. Is it not a fact, that that gas cost the company 3 
cents, and that Mr. Barrett testified that the reasonable market value 
of it was 20 cents? 

Mr. Dovucurrry. Well, [ haven’t read Mr. Barrett’s testimony. I 
thought he said 15, was the way I heard it, you see. But what was 
asked for was 9 cents, and what-— 

Mr. Macponavp. I can guarantee the 20-cent part. 

Mr. Doucuerty. Well, what the company is actually getting, you 
see, that reserve was bought in 1927 before there were any customers, 
and the company, on the basis of this examiner’s opinion—which I 
feel confident we can get changed, and to a substantial extent—when 
you credit back these depletion items and other tax items against the 
production, and when he allows us nothing for Federal income tax, 
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the gas is going into that system at about one-tenth of 1 cent per 
thousand cubic feet. 

Mr. Macponap. I do not want to get myself diverted, but is it not 
true when you say an get this 2. 5, you are only telling a partial 
truth? You do not get—the 27.5 is not taken away from you on your 
industrial sales, is it? 

Mr. Doveuerry. Yes—well, you mean on direct industrial sales ? 

Mr. Macponaup. Yes. 

Mr. Doucuerry. Well, to the extent that we have them, why, they 
do not take away any profit over and above what their cost is. 

Mr. Macponatp. You said some examiner did not give you the 27.5 
as part of your costs. 

Mr. Doucuerry. That is right. 

Mr. Macponarp. Since the examiner does not have anything to do 
with your utility sales, therefore, on any utility sales you do get the 
benefit of 27.5 percent / 

Mr. Dovcuerry. Anything the Federal Power Commission does 
not have jurisdiction over, we get the benefit of ; anything they do, we 
do not. 

Mr. Macponatp. That includes 27.5? 

Mr. Dovcuerry. You mean direct industrial sales ? 

Mr. Macvonarp. Right. 

Mr. Dovcnerry. There are some of that, but they are not as much 
ws the other. 

Mr. Macponavp. All I am pointing out, and it may be a small 
point, I think 27.5 is pretty high, no matter how you look at it. When 
you said this morning that you cannot take it into cost, what you 
meant to say was that the examiner does not take it into cost, perhaps, 
on the consumer: 

Mr. DovGuerry. Well, in his service 

Mr. Macponaup (continuing). Case. But you do get it in an indus- 
trial sale case. 

Mr. Doveuerry. It is only this: that what I was talking about was 
the cost, the public utility cost method, as used by the Federal Power 
Commission. Now, that only applies to sales under the jurisdiction of 
the Federal Power Commission, and if we were in some way able to 
make our industrial sales a lot greater, why, it would help us a lot 
more, because we can make a little more profit out of it, that is right. 

But that, I think, is one of the things you have been assuming, I 
think, that that is a good incentive to us, and it is most unfair. 

Mr. Macponatp. Well, an awful lot of people are trying to get into 
the business, and I can give you those figures that-I have put in the 
record about five times. 

Mr. Dovenerry. If you can keep it, that is fine. But that is just 
what I am complaining about in this opinion. 

Mr. Macvonap. I just noticed—and your timing with your presi- 
dent may be unfortunate—but this morning up in “New York or out 
of the Wall Street Journal of Wednesday, which was this morn- 
ing—— : 

Mr. Dovcuerry. Is this the company I am representing here, Con- 
solidated Natural, or Colorado Interstate ? 

Mr. Macponatp. This is Consolidated Natural. 

Mr. Dovucuerry. I just want to get back on the track. 
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Mr. Macponaup. He gave a speech in Wilmington, apparently—— 

Mr. Doucuerry. Yes, sir. 

Mr. Macponatp (continuing). In which he said, if I believe the 
Wall Street Journal, which I do 
Mr. Doucuertry. Well, I was there. I presided at the meeting. 

Mr. Macponap. Well, you heard him say, then, that Consolidated 
Natural Gas Co. is expected to approach earnings of $3.66 a share. 
This would compare with a net of $27 million, is it, or $3.33 a share 
earned in 1956. 

Mr. Dovucuertry. That is right. 

Mr. Macponap. On $266 million total revenues. 

Which is just illustrative of a point, to me, that I never before—not 
that my experience in Government is that long—but I never heard of 
an industry which is at an alltime high from every point of view, 
from any aspect, paying higher dividends to the shareholders, having 
more reserves, expanding all the time, getting more for their gas, still 
having that 27.5 which I do not believe you are going to have forever, 
the whole industry is at a peak, they are doing tremendously, and they 
are screaming about something omer which they have got to this peak 
under during the last 3 years. 

It is just incredible to me. 

Mr. Doucuertry. Well, maybe I can help you with our viewpoint, 
because, Mr. Macdonald, if I thought that a continuation of the pres- 
ent public utility method of regulating producer rates would be more 
beneficial to our distributing company and to our customers, I cer- 
tainly would not be down here. 

Mr. Macponavp. Well, sir, would you not just say in one case, in 
Colorado—lI do not know about the distributing company. 

Mr. Dovucuerty. That is right. 

Mr. Macpona.p (continuing). In that one case, I illustrated that the 
public is being charged about 90 percent higher under the reasonable 
market price than they would have been under the utility basis. 

Mr. Doucuerty. No; it is not. 

Mr. Macponap. So how can you say you are helping the consumer # 

Mr. Dovcuerry. It is not quite as much as that, but it is a sub- 
stantial amount. 

Well, I will tell you why you can help the consumer. 

Mr. Macponaxp. If you subtract 26 percent from 114 percent, how 
much does that make? I am not trying to misquote the figures. 

Mr. Doucuerty. | will tell you what the rates are, that is, the actual 
thousand-cubic-foot rates that have been given here. An average rate 
on a 50-percent . 

Mr. Macponap. I make it 88 percent. 

Mr. Dovuauerty. Well, I do not know. 

Mr. Macponap. But it is the difference between 114 percent in- 
crease that you got or would get under the Harris-O’Hara bill ap- 
proach, and the 26 percent increase that you would get under the one 
that has been in use, which I make out to be 88 percent. 

How can you possibly come in here and say you are protecting the 
consumer? I heard that all day yesterday. 

Mr. Doveuerry. Well, here is our increase, the actual rates that we 
had asked for. They would average about 21 cents per thousand 
cubic feet—no; average about 28 cents per thousand cubic feet at the 
city gate. And what we are getting now, before this, is about 17 
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cents. And what the examiner has allowed us has been about 17 
cents. It is about 11 cents, is the difference; and whatever that is, 
that is the amount. 

Mr. Macponap. I am quoting from the examiner’s report, sir. | 
do not think he would misquote 

Mr. Dovcuertry. No; he ts on 

Mr. Macponatp. If he did, you sure would appeal it in a hurry. 

Mr. Doucurerry. We are going to appeal it anyway, don’t worry 
about that. 

Mr. Macponap. I am sure about that. 

Mr. Dovcnerry. | will tell you what is going to happen out there. 
If this should stay, let us assume that this opinion should be sustained, 
this company cannot go out and keep buying higher priced gas and 
take the losses that it really gets in ¢ onnection with this great. reserve. 
They will just have to go ahe ead and produce it as fast as they “an, 

And the president, in this rate case, has said that wissen extra 
money we get, we will need in order to go out and try to replace those 
reserves, 

Now, we will not replace them, and 15 or 20 years from now some- 
body else is going to have to assume the responsibility for gas for that 
Rocky Mountain area, if this type of regulation continues. 

Mr. Macponaup. Well, sir, 1 think that argument—I appreciate 
hearing it—probably would be better directed at the FPC where it 
would do you some good, 

Mr. Dovcuerry. W ell, it is, but we are talking about a law here 
which would do that, sir. 

Mr. Macponavp. All right. 

Let us go to Mississippi “River Fuel C orp. 

Mr. Dovenerry. Yes, sir. 

Mr. MacponaLp. You are a director and general counsel of that 
company ; are you not! 

Mr. Douguerrry. Yes, sir. As I say, the annual meeting is to- 
morrow, and I am still a director. 

Mr. Macponacp. Sir, after your exhibition, if they do not elect you 
in perpetuity, they are dumber than I think they are. 

Mr. Dovenerry. I will cut that out and send it to the chairman of 
the board. 

Mr. Macponap. I am not sure they will pay much attention to my 
opinion. 

Mr. Doucuerry. You are doing a fine job, Mr. Macdonald. 

Mr. MacponaLp. What does the corporation do; what are its prin- 
cipal activities ¢ 

Mr. Doucuertry. Well, it has a pipeline that runs from—I happen 
to have here a copy of its annual report, because I thought somebody 
would ask me about it—it has a pipeline that takes gas up to the gen- 
eral St. Louis area. It has a division which engages in the explora- 
tion ‘fér oil, primarily, and whatever else comes out of that, in the 
gulf coast and in southern Louisiana, and to some extent in Kansas. 
There is none of its own produced gas except a very, very small amount 
that goes into its pipeline. 

Mr. Macponarp. In other words, they are a nonproducer, really ? 

Mr. Doucnerry. As far as its pipeline business is concerned. Then 
they also have a drilling mud business, which is one to sell this drilling 
aaa they use in rotary drilling. 
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Mr. Macponarp. Have not Consolidated and Mississippi Fuel gone 
into joint operation to try to discover more gas ‘ 

Mr. Dovucnuerry. Yes. 

Mr. MacponaLp. When did they start that ? 

Mr. Dovcnerry. Well, that was arranged the latter part of last 
year. What we did was make a contract between the Hope Natural 
Gas Co. and Mississippi River Fuel Corp. for a period of 5 years. 
Each would put up $5 million for the purpose of exploration in the 
gulf coast; and we felt, from the Consolidated standpoint, we had 
better begin to try to get down there and try to get some gas of our 
own, so that we would be in some position if things went as bad as we 
thought they might. . 

Mr. Macponatp. In your questioning by Mr. Bennett, 1 was very 
much interested in your answers to him, because; as Mississippi is a 
nonproducer, you see things, when you are representing them, through 
different eyes than in answer to Mr. Bennett, it would seem to me, 
because in 1956, when you were appealing a decision to the District 
of Columbia court in the Mississippi River Fuel Corporation v. Fed- 
eral Power Commission and the United Gas Pipeline Company, you 
felt as Mr. Bennett and I do, or it seemed to me from your language 
you did, about the fact that the pipeline producers—in any event, let 
me read you what you said. 

Mr. Dovcuerry. I am very glad that you follow my cases so dili- 
gently, Mr. Macdonald. I did not know you were so interested in 
them. 

Mr. Macnonarp. So am I, because it is very helpful sometimes. We 
had a gentleman yesterday who had two hats on, too. I think you, 
perhaps, have got on four hats. 

Your words then were: 

In summary, if the prices paid by a pipeline company to nonaffiliated producers 
are to be accepted as sufficient in themselves to form the basis for future decisions 
in determining the fair field market or commodity value of pipeline-produced gas 
for ratemaking purposes, the consuming public, represented here by Mississippi, 
is being deprived of even the minimum protection to which it is entitled under 
any criteria of ratemaking. An affirmance of the Commission’s order and 
examiner’s decision “‘will put”— 


and I emphasize— 
will put a stamp of approval upon a method affording a pipeline company self 
regulation of the price of gas produced by it or an affiliate. 

The correction of this patent error is of crucial importance if an effective 
system of regulation is to be maintained. 

Mr. Dovenerry. Yes, sir. The court has not yet handed down its 
opinion. I hope my argument will be as persuasive to it as it seems 
to be to you. 

Now there, United Gas Pipeline Co. and its affiliate, Union Produc- 
ing, simply made contracts, raised them when they pleased, and there 
never has been any attempt to justify it on a fair field price or any 
other basis of costs. And what we were arguing was that they should 
come in and make some proof. 

Mr. Macponarp. Yes, sir. 

Do you and I not, in that case, see eye toeye? The pipeline produc- 
ing companies have a special benefit, if this bill passed, that the other 
companies would not? 

Mr. Doveuerry. Which other companies do you mean ? 

Mr. Macponatp. The other producers. 
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Mr. Dovcuerry. Not, I think, a special benefit they will have. But 
I do think this: What I was arguing there, as one must always argue 
to a court, is what the law is. What I am talking about here is my 
opinion as to what would be much better on the long pull for the 
company Which I am here representing. 

Mr. Macvonaup. Yes. But, actually, you said you were represent- 
ing not just the company, but the consuming public. We share that in 
common in this case. I am trying to represent them, not as ably as 
you did in the Mississippi F uel Co. case, but I am trying to represent 
them. 

Mr. Dovucierry. Yes, sir. 

Mr. Macponavp. Therefore, when you are representing the consum- 
ing public in this matter, it seems to me that it is not on all four’s to 
say What you have been saying here this morning. 

Mr. Dovcurrry. Well, I think I am representing the consuming 
public in Ohio, Pennsylvania, and West Virginia in what I have said 
here. I think what we are proposing is ultimately for the betterment 
of the consumers that we are responsible for. 

Mr. Macponatp. Well, 2 years ago you were not opposed to the 
Phillips decision; you were for the Phillips decision; were you not é 

Mr. Dovcuerry. Well, we were—no. 

Mr. Macponatp. You wanted the Phillips decision maintained. 

Mr. DovuGurrry. No: that is not correct, Mr. Macdonald. Mr. Rob- 
inson’s statement was that he was against the bill as introduced here, 
but that he was not for continued public-utility regulation. 

Mr. Macponacp. Right, sir. But he was opposed to the bill, which 
was a bill overthrowing the Phillips decision. It is not legal hair- 
splitting. He was opposed to the Phillips decision ? 

Mr. Dovucurrry. Sure; because we did not think it contained proper 
provisions for reviewing these contracts. It went too far. But if 
you would read what Mr. Robinson said, then, by way of suggestions 
and amendments, you will find that the principles have been taken 
care of in this legislation. 

Mr. Macponatp. Well, sir, I go back here a little further with you 
in this matter: Are you for or sein the so-called Eisenhower amend- 
ment to make it permissive to have the FPC look at costs—— 

Mr. DovGuerry. You mean on costs— 

Mr. Macponavp. Let me finish—permissive to look at costs of pro- 
duction / 

Mr. Douguerry. Well, as I said this morning, I think the difficul- 
ties would be great to bring in costs sort of by the side door, back 
door, if you are going to eliminate the public-utility concept. 

I did say, however, that if it were properly handled by the Commis- 
sion in the way sue h as Mr. Kuykendall mentioned here, I would not 
oppose the bill; and if the judgment of this committee is that that pro- 
hibition against costs should he eliminated, I certainly would go along 
with it. 

Mr. Macponavp. All right, sir. But maybe I did not quite wnder- 
stand you, and maybe it is my fault: Are you for or against the Eisen- 
hower amendment relating to costs / 

Mr. Doveurrry. Well, I thought I explained it. 

Mr. Macponatp. You can say you are for or against it. 

Mr. Dovguerry. No. I think it isa mistake. 
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Mr. Macponatp. Are you—— 

Mr. Dovenerry. But if it were put in, I would be for it then; I 
will put it that way. I am not opposing it. 

Mr. Macponap. In other words, you want the bill badly enough 
that if the committee puts it in, you still would be for the bill? 

Mr. Dovenerry. That is right. 

Mr. Macponatp. But if you were asked to testify as to whether or 
not you felt the Eisenhower amendment should be in, in the first 
place, what would you say ? 

Mr. Doveuerry. I think it would be a mistake. I do not think it is 
proper, if we are going to eliminate the public utility concept of 
regulation, to bring in costs. 

Mr. Macponatp. So you are opposed to giving the Federal Power 
Commission permission to look at costs ? 

Mr. Dovcuerry. Well, I say I think it is a mistake. You may in- 
terpret it as opposition. 

Mr. Macponatp. Are you not against mistakes? Most of us are 
against sin, mistakes, and for the flag, and all that. 

Mr. Doveuerry. I think you addi my point of view. I am 
not trying to say dogmatically I am against it. 

Mr. Dincetr. Would the gentleman yield at that point for one 
question ? 

Mr. Macponarp. Yes. 

Mr. Dincett. Which hat are you wearing when you say that? 

Mr. Dovenerry. I only have one hat here today. 

Mr. Drneeti. The one that says “producer” or the one that says 
“pipeline” or the one that says “distributor,” when you say that? 

Mr. Dovucuerry. I have no such hat so designated. My hat has 
emblazoned on it “Consolidated Natural Gas System,” and that is the 
hat I am wearing here today, sir, and that is it; whatever that is, 
it is it. 

You asked my opinion about a lot of other things. I will answer 
them 

Mr. Drncetx. I want to be perfectly fair. 

Mr. Dovueuerty. Sure. 

Mr. Macponap. Just to pick up where we left off, you are against 
the Eisenhower permissive—— 

Mr. Dovenerry. If it were left up to me to say “Yes” or “No,” I 
would not put itin. That is the way I feel about it. 

Mr. Macponaxp. So you are against it. 

Mr. Doveuerry. All right. You have worn me down, Mr. Mac- 
donald. [Laughter.] You had the last word. 

Mr. Macponatp. The main reason I made an issue out of it, is that 
when the Moore-Rizley bill was up, you testified 

Mr. Dovucuerty. Not I, personally, but—maybe Mr. Robinson. The 
only time 

Mr. Macponaxp. I do not’expect you to remember all this, but you 
were one of our best assets 2 years ago. 

Mr. Dovenertry. On Moore- Rizley, I personally ? 

Mr. Macponarp. No. 

Mr. Dovcuerty. You mean the company ? 

Mr. Macponaxp. I mean, it is perfectly possible that you forget this. 
You were one of our best assets 2 years ago on the Harris- Fulbright 
bill. When we saw you were no longer with us, I took some pains to 
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go into your past performance; and it seemed to me, and the record 
shows, that on April 14, 1947, you testified—and I was not even dream- 
ing of going to Congress at that point—before the Interstate and 
Foreign Commerce C ommittee on the Rizley bill, and you testified that 
the cost method was essential to permit the pipeline companies to re- 
cover their costs of production in the high-production cost areas. 

Mr. Doueuerry. I do not think I ever testified on the Moore-Rizley 
bill, Mr. Macdonald. I just-—— 

Mr. Macponarp. We can get Dr. Stevens to get the record. 

Mr. Doucuerry. As I say, my recollection is 

Mr. Macponarp. If I am wrong, I certainly will apologize. 

Mr. Doucuerry. | think Mr. Robinson, of our company, did testify. 

Mr. Macponatp. Of the Consolidated ? 

Mr. Doucuerry. Yes. But I certainly did not. 

Mr. Macponaup. Not you personally / 

Mr. Dovucuerrry. No. 

Mr. Macponaxp. Did you appear with him? 

Mr. Doucuerry. No, sir. The only time I was—I may have been, 
I was down here one time when Leland Olds was test ifying, I remem- 
ber. I think it was on that bill. But the only time that I have testi- 
fied before this committee on natural gas has been in 1937 when the 
Natural Gas Act was under consideration first, and in 1942 when the 
amendment to section 7 was considered. 

Mr. Macponatp. Well, you certainly should know, sir. 

Mr. Dovcuerry. If I testified in 1947, I just cannot remember it, 
and I know Mr. Robinson did. 

Mr. Macponarvp. All right. 

In any event, the position of your company at that time was 

Mr. Dovenerry. Yes. 

Mr. Macponarp (continuing). That certainly costs—that it should 
be permissive that costs be looked at, because the argument of your 
company was that you could not establish what a fair rate would be 
without looking at the cost of production. And I must say I agree. 

Mr. Doucuerty. Well, I thought Mr. Robinson testified in favor of 
the Moore-Rizley bill for the exemption of the producer, and I will be 
glad to check my recollection, but what you say to me comes as a 
surpr ise. 

Mr. Macponarp. Right, sir. 

Well, to go to another matter-—— 

The Crrarrman. Will the gentleman permit me just one question? 

Mr. Macponavp. Certainly, Mr. Chairman. 

The CrHarrman. Is it not a fact, the Moore-Rizley bill was an 
overall bill clear across the board, from producers to the distributors, 











and included in that bill was what later became the Hinshaw bill that 


the distributors were very anxious to get at that time? 

Mr. Dovcuertry. I remember the Hinshaw bill, Mr. Chairman, cer- 
tainly, but I did not remember that the Moorse-Rizley bill had tied 
onto it this same substance that in the Hinshaw bill fin: ally ‘ame about. 

The Cuarman. Yes: I think that is true. 

Mr. Dovcuerry. Well, vou would know better than I. Really, I 
have not checked up on that. 

The CHarrmMan. Yes, it was part of it. 

Mr. Macponavp. It was, Mr. Chairman, a part of it—— 
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The CuarrMan. Yes, it was a part of it. 

Mr. Macponarp (continuing). To let the pipeline companies look 
at costs ? 

The CHatrMan. It would exempt the distributors from Federal 
control as a result of the East Ohio case, which this witness is very 
familiar with. 

Mr. Doveuerty. Yes. 

Mr. Macponavp. But the matter of production of the pipelines, 
getting their costs back, was also in the bill, was it not, Mr. Chairman. 

The CuatrmMan. I do not believe so. 

Mr. Macponap. Under a utility rate basis. 

Mr. Dovueuerty. I am sorry, Mr. Macdonald, I just do not 
remember. 

Mr. Macponatp. In any event, I would like to go to the matter of— 
your name was inter jected by Commissioner Kuykendall, I believe. 

Mr. Doveuerry. I do not think he mentioned my name. He men- 
tioned Randall LeBoeuf and Dave Searls. I was not in that real at 
all, Mr. Macdonald. [Laughter.] I picked it up later. [ Laughter. | 

Mr. Macponatp. I know. I will pick you up when you picked it up. 

Mr. Doveuerty. All right. 

Mr. Macponatp. You attended a lot of these meetings, did you not, 
at which the Council of Local Gas Companies participated 7 

Mr. Dovucuerty. Yes. 

Mr. Macponatp. How many meetings would you say there were / 

Mr. Dovcnerry. Are you now referring to the ‘discussions after the 
veto of the Harris-Fulbright bill ? 

Mr. Macponap. Yes, sir. 

Mr. Doucuerty. Well, that is all right. 

Well, let’s see. May 17—this is 1956—May 17 in New York, there 
was a meeting of the council. June 29, there was a meeting of the 
council. And then, I think it was on December 13, there was a meeting 
generally of the council. 

Now, there were some other meetings of what I would call the 
negotiating group, but the ones I have given you are the meetings 
when we called all the people who were in the council into session to 
ask them their opinion about the things we were doing. 

Mr. Macponatp. Right. Who called these meetings? 

Mr. DoucHertry. W: ell, Mr. John Heyke, who had been the president 
or chairman of the Council of Local Gas Companies in our opposition 
to Harris-Fulbright. 


Mr. Macponatp. How were you notified—by phone or letter or 


what ? 

Mr. Dovcuerry. Well, sometimes one way and sometimes the other. 

Mr. Macponatp. Where did you generally meet ? 

Mr. Dovucuerry. We met in New York City. That meeting some- 
times was at the Yale Club, and once at—once or twice at—the Plaza. 
I do not believe that the full council—I think maybe they did meet in 
the board room of the Consolidated Natural Gas Co. once. I am now 
talking about the full council meeting. 

Mr. Macponatp. They met in your - office 2 

Mr. Dovcuerry. Yes—well, the board room of the company. 

Mr. Macponatp. Among the distributors, were many of the dis- 
tributors against this bill? 
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Mr. Dovucuerry. Well, when the principles that we had finally got 
the producers to agree to, which were embodied in this bill—and that 
took quite a long time to do it—were finally worked out, that was in 
January 1957. At that time, there was no one who took a specific 
objection to it. There was a conditional objection that Mr. Smoker, 
of the United Gas Improvement, took. 

Prior to that time, some of the other distributors had said they were 
against any change in the law, and they pulled out before—long 
before—we had gotten down to the principles that were finally deliv- 
ered to the chairman of the committee. 

Mr. Macponaup. Did they pull out, or were they told if they were 
not going to go along with the bill they might as well get out? 

Mr. Dovenerry. No, they were not told that. We had meetings. 
We were explaining at that time—there was one in October and one in 
December—we were explaining how far we had gotten the producers 
to go. And Mr. Wrench, for example—Harry Wrench, the then presi- 
dent of the Minneapolis Gas Light—was very adamant about his 
opposition to any change. Arthur K. Lee and his assistant, Ralph 
Sieben, who were there, were very adamant against it. 

James Bomar, who was representing some Tennessee companies, was 
very adamant against it, and made one of his very eloquent speeches 
that we were making a mistake to do anything except hold tight and 
sit tight on the present bill. 

The Lynchburg Gas Co., I think they sort of drew out early, but 
I am not quite certain. 

Those, to my recollection, are the companies that took a position 
firmly against what we were trying todo. But they were not told to 
get out because they said they were not in favor of what we were 
doing. I think then there was not anything else for them to be there 
for. 

Mr. Macponarp. Were minutes kept of these meetings and later 
distributed ¢ 

Mr. Dovuenerry. I do not think there were any formal minutes 
except, Mr. Macdonald, I made some personal notes myself. Others 
may have made some notes about it. But what we did was make 
notes on, say, a draft of principles, or memorandums of that sort, and 
then as we would go along and discuss it, why, I know I made various 
notes of that type. 

Mr. Macponatp. Was there any distribution among member firms 
which included attendance lists, dates, and about a five-page memo- 
randum of what had happened at the meeting? 

Mr. Dovauerry. There may have been at one time. I had no 
responsibility for that. 

Mr. Macponatp. Well, at the meeeneanty meeting of October 18, 
1956, which was held in New York City? 

Mr. Dovenerry. Well, I attended that meeting, and I think that 
was one at which some of these distributors expressed their very strong 
opposition to any attempt to do anything with the legislation. Frank- 
ly, I do not remember now whether there was a memorandum sent out. 

I am sure we had present there a draft of principles that we were 
working on, and it may have been sent out. I did not personally have 
responsibility for that, and—— 

Mr. Macponatp. Do you know who would have had? 


i EES 








1030 NATURAL GAS ACT 


Mr. Doveuerty. No. I suppose someone with Mr. Heyke’s office 
might have done so, if they were sent out. 

Mr. Macponap. All right, sir. 

One of the reasons advanced why you all had to get together on 
a bill in a hurry was that the distributor and producer committees 
were holding similar meetings, and that the consensus of opinion of 
the local distributing gas companies would have to be given to the 
distributor-producer committees by October 30. 

Mr. Dovenertry. I do not remember exactly that word, but we had 
this general meeting. 

You see, I was on the negotiating committee representing Con- 
solidated Natural Gas Co., and I later was appointed as one of the 
drafting lawyers to work along with Randall LeBoeuf. 

We had a meeting on October 30, which was in the Consolidated 
board room, between the producers and the distributors, so that we 
may have e asked a consensus of opinion as to “What do you think of 
this, and what are your opinions on it?” 

Mr. Macponatp. I am talking about October 18. 

Mr. Doucuerry. Well, the 18th meeting was, I think, a general 
meeting of the council, the whole bunch. 

Mr. Macponavp. All right. 

I am asking you, at the October 18 meeting, did you not tell ¢ 
was it not announced to all the participating ‘Council of Local Gas 
Companies that you had to come up with a bill by the 30th, because 
on the 30th you were going to meet with the producers and dis- 
tributors, which meeting you have just described ? 

Mr. Dovucuerry. I do not recall, Mr. Macdonald, that we said 
we had to hear from them. I said, undoubtedly, we said, we would 
lilre to get their opinions about it. 

Mr. Macponarp. In other words, October 30 was the deadline; 
was it not? 

Mr. Dovenerty. Well, it was the next meeting date, and what 
would be the use of having a next meeting date—it was not a dead- 
line in the sense it was the end of all—— 

Mr. Macponap. Is it not also true that Mr. Kuykendall, the Fed- 
eral Power Commission Chairman, had told you that he would appre- 
ciate knowing of the principles agreed on hee e he made his report 
to the Bureau of the Budget sometime in November, prior to the 
election ? 

Mr. Dovenerty. Well, he never told me that, Mr. Macdonald. I 
do not know who has suggested to you that he told it to somebody, but 
it is—I never heard of it. 

Mr. Macponatp. You never heard it said at this meeting that Mr. 
Kuykendall, who had initiated the gas bill in the first. place for the 
three drafting members, in which Mr. LeBoeuf was included, wanted 
to have a re port of what kind of bill it was going to be, in order that 
he could make a report in November, which I assume was before the 
election, and the excuse being so he could give a report to the Bureau 
of the Budget of how much money he was going to need / 

You never heard that? 

Mr. DovGuerty. Not. all the things you said there. 

There may have been some suggestion about reporting it to Mr. 
Kuykendall, but at that time, you see, this group had nothing to do 
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with those three lawyers that Mr. Kuykendall had asked personally 
to do something about this in February. 

Mr. Macpvonatp. Mr. LeBoeuf, with whom you said you helped 
draft this statement of prince iples, was one of those gentlemen ? 

Mr. Dovauertry. Yes. But that activity had ended, and he was no 
longer working on that assignment when—he was not brought into 
this until along in October, I guess about the end of it, when the 
producers had said to us, “W ell, we would like to see what you put 
down here in line with what we have been talking, and we will have to 
have some draft.” 

Then I was asked to act as one of the legal members, and they asked 
me who I would like to have along with me, and I said I would like 
to have Mr. LeBoeuf, if possible. 

But the thing we were doing was with respect to this group, and 
certainly I had nothing to do and knew nothing about any continua- 
tion of relations with Mr. Kuykendall. 

Mr. Macponap. No, sir. 

But do you not think it is more than comceidence that Mr. LeBoeuf 
is asked by Mr. Kuykendall to get a bill together, he and two other 
members, and then he, Mr. LeBoeuf, and representatives of your group 
sit down and come up with a bill that turns out to be the Harris- 
O’Hara bill? 

Mr. Dovucuerry. The only coincidence is that I think Mr. LeBoeuf 
is the most qualified and outstanding lawyer in this field, and it must 
be that Mr. Kuykendall thought he was, also. 

Mr. Macponap. I quite agree. 

Mr. Doveuerry. And I know him well 

Mr. Macponap. A good reason. 

Mr. Dovenrrry (continuing). I know him well, and I have worked 
with him a long while. 

Mr. Macponaup. I do not think there is anything wrong in Mr. 
LeBoeuf’s trying to draw a gas bill, or anybody trying to help him. 

What I said about the impropriety, I have already said. You people 
represent yourselves. Mr. Kuykendall’s position in trying to get a 
bill is another matter, which I am not going to go into with 9 you, since 
there is no point to that, but since he is supposed to represent the 
public interest on the matter. 

But in any event, you say that there was conversation that this 
bill was going back to Mr. Kuykendall? 

Mr. Dovenerry. I do not say that there was. There may have 
been some suggestion of making some report to him, but I have no 
definite recollection that at that time there was any question of 
handling any bill or handling any statement of principles to Mr. 
Kuykendall. 

Mr. Macponarp. Right, s 

There is no question, either, about the statement of principles which 
your group finally decided upon, that they ended up in the Harris- 
O'Hara bill. 

Mr. Dovenuerry. Well, on first glance, it was a little difficult to 
recognize my child, but I had to study it. 

Afterward, I think that there are some additional things there, 
but in substance it represents the principles that we finally, got the 
producers to agree to. 
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And I might say in some instances, the pipelines, we had to work 
on them, too. 

Mr. M: scponaLp. All right, sir. 

In your opinion, what ‘do you think is the single most important 
item in the Harris-O’Hara bill which will be of ‘the most benefit to 
the producers? 

Mr. Doucuertry. Most benefit to the producers, did you say ? 

Mr. Macponap. Yes. 

Is it not the fact that if the bill passes, without the amendment, 
the costs cannot be taken into consideration by the Commission ? 

Mr. Dovcuerry. I think the most—I do not think that states—as 
I see it, I think the most important thing is that the public utility rate 
base method of fixing prices is excluded from being used as the method 
to fix the price. I think that is the most important. 

Mr. Macponaxp. I think you have said the same thing, except you 
said it perhaps a little better. 

Mr. Dovcurrry. Well, costs could be considered in certain general 
ways and still not be used as a basis under the public utility rate base 
concept, you see. 

Mr. MacponaLp. Right, sir. 

Do you feel the majority of the producers would approve of a bill 
which deleted this prohibition of looking at costs? 

Mr. Dovenerty. Frankly, I do not know, Mr. Macdonald. I have 
not asked them. 

IT will be glad to make a survey. 

Mr. Macponarp. Actually, and just in closing, I want to say, paren- 
thetically, the reason that is most important is that——— 

Mr. Dovenerrry. Yes. 

Mr. Macponatp (continuing). Is that under the so-called reason- 
able market price 

Mr. Dovauerry. Yes. 

Mr. Macponap (continuing). The oil producer and, indeed, the 
transmission line producer, has an opportunity to make more profit, 
which is his entire purpose in being in business in the first place. 

Mr. Doveuerry. Well, certainly in the Harris-Fulbright bill there 

vas nothing said about not considering costs and arriving at the 
reasonable market price, although there the burden was put on the 
pipeline rather than the producer. 

But if you would be for the bill with that change, I will pretty well 
guarantee I will do my best to get them to come in, or if we can make 
a deal. 

Mr. Macponarp. I have nothing further, except to compliment the 
gentleman on his appearance here, which of course is merely gilding 
the lily. 

Mr. Dovenerty. Thank you. 

I appreciate very much your keen interest, and it is just a matter 
of difference of opinion. If it does not pass, I hope you are right. 

Mr. Macponatp. I hope I am, too. 

I did not ask you about my own bill, but you would have no interest 
in my own bill, one way or another, since you have no clients that 
represent people who produce less than 2 billion; do you? 

Mr. Dovcuerty. No; I have no interest in that sense. 

I think that certainly it would do what has been said, namely, re- 
lieve the burden on those miscellaneous producers from having to 
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do anything, from having to go to the Federal Power Commission. 

I am not sure it would accomplish the thing that I have in mind, 
but I have not taken a position. I have read it. 

Mr. Macponatp. You neither appreve nor disapprove my bill? 

Mr. Doucuerty. That is it, canal: 

Mr. Macponavp. But do you agree it would relieve the small 
produce ers? 

Mr. Douenerry. Oh, yes. 

Mr. Macponatp. Who were never intended to be under the Natural 
Gas Act in the first place, to give them a good deal of administrative 
relief which they need ? 

Mr. Doveuerty. That is right. It would relieve them; and IL 
thought when I testified 20 years ago that is what I was putting over, 
but I have found in many instances the courts do not agree with what 
I thought I was saying, that is all. [)aughter. ] 

Mr. Macvonatp. Could I take it from that that you sponsored 20 
years ago such a bill? I had not seen any history of it. 

Mr. Dovenerry. Yes. I didn’t introduce it, but I came down here; 
I was then, these companies then were all, including these pipeline 
companies you speak about, were all owned by the Standard of New 
Jersey, and I was employed by them in this matter. And I came down 
and testified with respect to the bill, saying it was all right and mak- 
ing a few suggestions, that is, to put the pipelines under it. Oh, yes, 
we did that. 

Mr. Macponatp. That gives added weight to my position. 

Mr. Dovenerry. I might say the F ederal Power Commission’s staff 
ever since then have used what I have said whenever it was against me, 
and disregarded what I have said when it was for me. [ Laughter. | 

Mr. Macponatp. Which also figures. Thank you again, sir. 

Mr. Dougnerry. Thank you very much. 

The Cuarrman. Mr. Dougherty, would you like to have about 5 
minutes’ recess / 

Mr. Dovucuerry. It does not make any difference to me. I could go 
right ahead, if you want. 

"The Cuamman. Mr. Heselton? 

Mr. Hesevron. Thank you, Mr. Chairman. 

Mr. Dovenerty. I am sorry I was detained in a subcommittee meet- 
ing. I do not want to repeat anything which hi is been asked, and if 
you indicate you already have been asked such questions, I want to 
eliminate that. 

I made some notes this morning, and I would like to see whether or 
not somebody else has covered them. 

I think, in referring to the so-called cost amendment 

Mr. Doucuerry. Yes, sir. 

Mr. Hesevron (continuing). Recommended by Mr. Kendall when 
he testified in behalf of the administration, you said you did not think 
it would be in the best interests, and as I gather it, of the consumer. 
Maybe that is not correct. 

Mr. Dovucuerty. That is right, I think. 

Mr. Hesevron. I think you then said, even if the two amendments 
were to be adopted, you would still be for the bill, and I have down 
here “side door and not front door.” I think you probably know 
what you said. 
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Would you just elaborate? Has any inquiry been addressed to you 
about that particular statement ? 

Mr. Doveuerry. About the cost element, it has, sir. 

Mr. Heserton. About the amendment ? 

Mr. Dovueuerry. Yes. 

The Cuatrman. May I remind the gentleman that I think Mr. Mac- 
donald referred to that over and over for some 10, 12 times, and finally 
the witness said, “Well, Mr. Macdonald, you broke me down; I 
will say yes.” [ Laughter. ] 

Mr. Hesevron. You said “yes” to Mr. Macdonald. That ought to 

satisfy me. [| Laughter. | 

We will pass right on. 

Mr. Doveurrry. Might I say, Mr. Heselton, that on the other——- 

Mr. Heserron. Don’t open it. 

Mr. Dovucuerry. On the other amendment, I am talking now, I 
said I was opposed to that. 

Mr. Hesevron. Yes, sir. 

Mr. Dovenerry. Opposed to that very much. 

Mr. Heseuron. But, not to jeopardize Mr. Macdonald’s success 
here, did you indicate if that amendment was adopted you would be 
for the bill? 

Mr. Dovucuerry. Yes, sir; I did that; oh, yes. 

Mr. Heseriron. All right. 

Now, has any inquiry been addressed to you as to what your posi- 
tion is regarding the permissive or mandatory features of, not of 
the administration proposed amendment, but what we have discussed 
with reference to that inclusion of costs, whether it should be per- 
missive or mandatory ? 

Mr. Doveuerry. No. I think the only questions Mr. Macdonald 
put to me related to this proposed amendment, which would be a 
permissive situation. 

Mr. Hesevton. Let me refer to what I understand was the testi- 
mony of Mr. J. French Robinson in 1947, when I understand he in- 
sisted that in the bill then being considered there should be an op- 
tion, at the election of the company, as to whether they should get 
fair field price or have a rate base approach predicated on costs. And 
I further have a notation here—whether it was right or wrong you 
may be able to correct me—that he indicated that he wanted this 
because the Hope Natural Gas Co., which I understand is an affiliate, 
from whom East Ohio bought gas had costs higher than those in the 
gulf coast area, and if the field price method should be used in the 
oulf coast area, it might hurt the Hope Natural Gas Co. 

If I have stated correctly what I have in mind, would you indicate 
whether you differ with Mr. Robinson on that question as to an option 
at the election of the company ? 

Mr. Dovererry. Well, I do differ with that. TI think that there 
ought to be one rule Applied. and it either should be costs or it ought 
to be reasonable market price. 

Might I say, I think what Mr. Robinson had in mind in 1947, or 
the circumstances that caused him to say he felt the Hope Natural 
Gas Co. ought to have costs if it could, was the operating conditions, 
which have somewhat changed, and I think our own costs now are 
much more in line with those of the prices we pay in West Virginia. 
Then, I think they were higher. A company such as Hope, with these 
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fringe benefits of about 25 percent of payroll, cannot do things as 
cheaply as individuals who have only 2 or 3 wells and who operate 
on a basis of that sort. 

Mr. Hesevron. I think you told me this morning that although 
you were not counsel in the Colorado Interstate case, you were fa- 
miliar with the case itself. 

Mr. Doucuerry. Yes, sir. 

Mr. Heserron. That involved proposed increases in rates? 

Mr. Dovueuerry. Yes, sir. 

Mr. Hesevron. What was the total of the two proposed increases? 

Mr. Dovucuerry. — let’s see. The first increase was roughly 
about $6 million a yea : and the second rate increase was on the basis 
of about $10,250, 000 additional a year. 

Mr. Heseurox. That would be $16,250,000. 

Mr. Doucuerry. Yes; those two were roughly about that. 

Mr. Hesevron. The examiner recently filed a report in that case. 

Mr. Dovucnerry. Yes; he did. 

Mr. Heseitron. He directed the company to file new schedules which 
would provide for an increase of more than 414 million over the rate 
prescribed by the Commission the last year; am I might about that? 

Mr. Dovenertry. Well, let’s see. I think that is ; about right. The 
rates—yes; that would be approximately right. 

Mr. Hesevron. Did the examiner reject the company’s claim that it 
should be allowed the commodity value or fair field price on its own 
produced gas / 

Mr. Dovucuertry. He did that; yes. 

Mr. Hrsevron. As I understand it, Colorado presented both those 
cases on the basis of the Commission’s opinion in the so-called Pan- 
handle Eastern Pipe Line case. 

Mr. Dovcnerry. That is right. 

Mr. Hesevron. Did the examiner make a finding that an advocate 
may use a fair field price or any other method, but that any method 
must be reconcilable on the ree ord with the concept that only just and 
reasonable rates, as that term is employed by the court of appeals in 
the Panhandle case, may be awarded ? 

Mr. Doucuerry. That sounds pretty familiar to me; yes. 

Mr. Hesevron. Did the examiner in the report make a finding there 
was an increase in the cost of service in the first case which would 
have resulted by applying the commodity value for the self-produced 
gas, in the amount of $7,886,333 ? 

Mr. Doucuerry. I think that is 

Mr. Hesevron. Roughly. 

Mr. Doucuerry. It is a little high, but it was a substantial sum. 

Mr. Hesevron. Say, better than $7 million? 

Mr. Doveirsry. Well, I thought it was a little less than that. 

Mr. Hesevron. A little less. In the second case, it was a little more 
than that, running around $8 million? 

Mr. Dovenerry. Well, let me put it this way: That first case, while 
the testimony was given on the field price basis, the filing was not 
made on that basis, Mr. Heselton, so we could not have gotten a $7 mil- 
lion increase, because all we had asked for was about $6 million, and 
some of that was a higher rate of return and other matters other than 
this particular point under consideration. 
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In the second case, almost the entire proposed increase was related 
to the field price theory, based on the Commission’s decision in the 
Panhandle case. 

Mr. Hesevton. Do you recall whether 614-percent return was sought 
by Colorado? 

Mr. Dovenerry. Yes, sir; it was. 

Mr. Heseiron. And the examiner found that a’ 6-percent return 
would be fair and reasonable? 

Mr. Doucuerty. That is right. 

Mr. Hesevron. Was there a claim made by Colorado that it was 
entitled to include in the cost of service certain Federal and State 
income-tax advantages? That is, out of the 1952 merger with the 
Canadian River Gas Co.? 

Mr. Doveuerty. Well, he concluded on that basis, as well as on the, 
what he called the, traditional rate base method, that the tax benefits 
that a producer has under the 27.5-percent depletion could not be 
retained by the company, but would have to be credited back against 
the cost of the gas, and so he made no allowance for Federal income 
tax at all. 

Mr. Heserron. Incidental to his ruling, were the factors of deple- 
tion allowances and well-drilling expenses involved? 

Mr. Doveuerty. Yes; they were involved in the sense that he had 
them, he used them as deductions for the purpose of determining 
whether the company should have any allowance for Federal income 
tax, and he determined that they should not have, even though the 
return which he allowed us was $414 million. 

Mr. Hesevron. And the examiner held those factors could not be 
held to be recoverable as cost of service ? 

Mr. Dovueuerty. That is the way he put it. Which, in effect, means 
the benefits of those deductions, taxwise, were taken away from us 
and passed on to the consumer. 

Mr. Hesevron. What was his ultimate finding with reference to 
what he termed Colorado’s excessive revenues in the first filing and 
in the second filing? 

Mr. Dovcuerry. Well, let me see if I have that at hand. I do not 
know that he made a specific dollar finding. I think what he said 
was that in the first finding, the overall cost of service, he gave— 
well, here I have got it. He said that for the first filing, Docket 
(GG-2260, we had excess revenues on the basis of the field rate of $2.871,- 
449 per vear. 

Mr. Hesevron. Yes. How about the second finding? 

Mr. Doucuerry. On the second finding, he said on that basis the 
excess revenues would be $15,096,548 per year. 

Mr. Heseiron. Yes. In fairness to you and the record, I assume 
consideration is being given to carrying that case further. 

Mr. Doveuerty. Well, it is, because, I will tell you, Mr. Heselton, 
in 1954, which was the year used as the test year, the amount of gas 
which the company produced from its own reserves was a greater 
percentage of its total gas supply than came in 1955 and 1956, and 
I think it is only fair that you should know that in 1956, our gas 
purchase expense, I mean paid to others, was about $5,300,000 more 
than it was in 1954. We applied the rates which the examiner, based 
on 1954, said would give us a reasonable return, to 1955 and 1956, 
and because of these increased costs, which were not before him in 
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the record, we find that in 1956 we would not even make our bond 
interest. 

So you can well rest assured we are taking that matter up to get 
the record reopened. 

Mr. Hesevron. Yes. 

Mr. Dovucuerry. And those were matters that were not in the 
record, but increased costs since then. 

Mr. Hrsevron. That is at least one of the major, if not the major, 
cases or recent cases where an effort has been made to establish that 
a gas-pipeline company should be allowed the commodity value or 
fair field price for its own produced gas? 

Mr. Dovcuerry. Well, yes. That, I would say, is the major one. 
As has been brought out here, Mr. Heselton, I am counsel for a com- 
pany called Olin Gas Transmission Corp., which operates in Louisi- 
ana, and both the examiner and the Commission did, in that case, 
which I tried, give us an additional allowance over and above cost on 
a field-price basis because of the testimony we put in that we needed 
that money to develop additional reserves. 

That was important to me because I won it, you see. 

Mr. Heserton. Perhaps I can ask you 1 or 2 further questions, 
if you can bear with me, before we recess for the rolleall. Have you 
seen the press release from the Federal Power Commission covering 
that particular case? 

Mr. Dovcuerty. Yes; I have. 

Mr. Heserron. Would you have any objection to that being inserted 
at this point in the record ? 

Mr. Dovcuerty. None whatsoever, sir. 

Mr. Hesevron. To clarify our discussion ? 

Mr. Doucuertry. None whatsoever. 

Mr. Hesevron. It is a page and a half. 

Mr. STraccers (presiding). Without objection, it is so ordered. 

(The document referred to is as follows :) 


FEDERAL POWER COMMISSION 


Immediate Release Docket No. G—8559 Release No. 9179 
G—-4639 


FPC ALLOWS $1,070,700 ANNUAL NATURAL GAS RATE INCREASE BY OLIN GAS TRANS- 
MISSION CORP. 


WASHINGTON, D. C., May 15, 1957.—The Federal Power Commission has allowed 
a $1,070,700 annual wholesale natural-gas rate increase by Olin Gas Transmission 
Corp., of Monroe, La., affecting 14 utility customers in Mississippi and Louisiana. 

The increase, which was suspended by the FPC in March of 1955, has been in 
effect, subject to refund, since August 15, 1955. The FPC’s order permits the 
company to retain the amounts it has collected since that date. 

Olin supported its proposed increase both with cost data and evidence de- 
signed to secure an allowance of 10 cents per thousand cubic feet for gas pro- 
duced and delivered by the company to a central point in the Monroe field in 
Louisiana. The company’s previous cost rate for this gas was 4.66 cents. 

The Commission said that Olin’s adjusted cost of service for the test year, 
applicable to its jurisdictional sales, totals $2,324,978, while its revenues from 
Sales subject to FPC jurisdiction amounted to $1,254,155, leaving a deficiency of 
$1,070,823. The Commission said that while the field price data adduced by 
Olin are not sufficient alone to provide a foundation for any determination of 
just and reasonable rates, they tend to give some support to the conclusion that 
10 cents per thousand cubic feet is a reasonable allowance for gas produced or 
gathered by the company. 
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In reaching its conclusions, the Commission pointed out that the circumstances 
in this proceeding “are well-nigh unique” and said that the determinations set 
forth in its order would not stand “as precedent for fixing just and reasonable 
rates for any natural-gas company in any future case.’ 

Olin is the suecessor by merger to Interstate Natural Gas Co. The merger was 
made effective May 7, 1954. Olin’s proposed increase was based in part on 
changes in operations and increases in costs which have occurred since the 
company’s present rates were set by the FPC in 1948. 

The Commission said that Olin’s operations have certain distinctive aspects 
which, in addition to certain other factors, “give this case its noneconformable 
character.” Olin produces gas in the Monroe field for transportation and sale 
to its main-line customers, and also produces and gathers gas for field sales at a 
central delivery point to pipeline company purc hasers which in turn transport 
the gas out of the State. The interstate pipeline company purchasers are 
Southern Natural Gas Co. and Texas Gas Transmission Co. Olin’s main-line 
sales are made to Gulf States Utilities Co., Mississippi Valley Gas Co., and 10 
other customers. 

The FPC said that the gas supply situation in the Monroe field presents circum- 
stances which also set this case apart from the ordinary. The Commission noted 
that no new reserves of any consequence have been added to the field for many 
years, and available reserves and production are slowly declining. Further pro- 
duction declines are forecast, the FPC stated, and unless additional reserves 
are found the field is expected to be commercially exhausted by the end of 1963 

Pointing out that Olin is the largest individual producer in the field, the Com- 
mission said that without some incentive to produce additional gas for its resale 
customers, Olin will be required to purchase the needed gas at higher prices 
from others which will directly result in increased costs to the consumers of gas, 

The FPC concluded that the increased rates proposed by Olin will, while re- 
maining within the bounds of reasonableness, ‘“‘serve the desirable and proper 
purpose of affording Olin the incentive and, at least to a degree, the means for 
undertaking the exploration and development which are required in the interest 
of Olin’s customers, to meet their need for continued supplies of natural gas at 
reasonable rates.” 

In other rulings on the case, the Commission permitted Olin to apply the 
straight-line method of depreciation and the annual rate of depreciation which 
the company has used in the past, allowed the inclusion in Olin’s cost of service 
a total of $897,537 claimed as income- tax expense, and found that a 614-percent 
rate of return “is fair and proper.’ 

Hearings on Olin’s increase were concluded April 6, 1956, and FPC Presiding 
Examiner Emery J. Woodall filed a decision last August allowing the proposed 
higher rates. The Commission’s staff counsel filed exceptions to that decision, 
and these were denied by the FPC. 

Commissioner William R. Connole dissented from the Commission's action, 

Mr. Heserron. It might serve to clarify this. 

The CHarmman (presiding). I am very sorry, Mr. Doughtery. In 
view of this call, we will recess for 30 minutes. 

Mr. Dovenerry. All right; very good. 

(Short recess. ) 

Mr. Sraceers (presiding). The committee will come to order. 

Mr. Heselton will resume his questions. 

Mr. Hesevron. As I said, when we started briefly before the roll- 
call, Mr. Doughtery, if I do ask any questions where the ground: has 
been covered, please tell me because the hour is late and I am anxious 
to get out and I am sure you are. 

Mr. Dovenerry. All right, sir. 

Mr. Hesetron. And Mr. Staggers is good enough to stay here with 
us. 

IT will run through these quickly. 

You used, as I recall it, a reference to the number of so-called 
independent producers in your general testimony; am I right? 
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Mr. DouGuerry. I do not think I did. I have heard figures stated 
back and forth as to certain thousands. 

Mr. Hesrevron. It might have been some other witness. 

Mr. Dovenerry. I think it must have been. 

Mr. Hesevron. I think the figure has been used from time to time 
in the neighborhood of 8,000. 

Mr. Dovucuerry. | have seen that figure; yes, sir. 

Mr. Hesevron. Because of the so-e: -alled utilized operation and for 
other reasons, is it not a fact that only around 2,000 or 2,100 of these 
are parties to contracts that require sales subject to Federal Power 
Commission regulation ¢ 

Mr. Dovueuerry. I just do not quite understand that figure, because 
all of these people that are in unitized operations have their rates, 
subject to jurisdiction. 

What the Commission has done is establish a rule that eliminates 
the filing by a lot of people, but I think there are more than 2,000 
that are filing rate schedules with the Commission, Mr. Heselton. 

Mr. Hesevron. Well, you are familiar, I take it, with this sym- 
posium that appeared in the Georgetown Law Journal, issue of June 
1956, in which Senator Douglas, and Mr. LeBouef, Mr. Foster and 
Commissioner Connole and others wrote articles with reference to 
this whole problem—this was a symposium on the Federal regulation 
of natural gas and natural-gas producers. 

Mr. Dovenerry. I have read articles in that. 

Mr. Hesevron. | = quoting from page 560 of the article by the 
Honorable William Connole of the Federal Power Commission, in 
which he said, or in which he wrote : 

Commission jurisdiction extends potentially to some 8,000 independent pro- 
ducers. Because of unitized operations and other reasons, however, only 2,100 
of these are parties to contracts requiring sales subject to FPC regulation 
It is in respect of these transactions that FPC action takes effect. 

You are far more familiar with the situation before the Federal 
Power Commission than I am. 

It occurred to me that that was a significant statement, coming 
from one of the Commissioners, in terms of the figure that had been 
used generally over a period of time of 8,000. 

Have you any comment on that? 

Mr. Dovuenerty. I would not say that Mr. Connole would put a 
figure in that was wrong; and, certainly, if he has made that state- 
ment; I am sure that that, and the rest of the context, indicates there 
are no more than 2,000 rate filings; he would be right. But that is 
not the way I have understood it because there are many instances 
where unitized areas have resulted in 2 or 3 people being involved. 

Now, it may be that what he has in mind there is that if 1 unit- 
ized area you have, say, 4 owners, that the operator being 1, files and 
he counts that as the’ regulated sale. But, neverthe less, the sale of 
gas that is owned by these others would be regulated at the same price. 

Mr. Hesevron. You, I understand, appear here today in behalf of 
the Consolidated Natural Gas? 

Mr. Dovuenerry. Yes, sir. 

Mr. Hesevron. Do you appear here in behalf of the snbsidaries van 
have listed ? 

Mr. Dovucuerry. Yes, sir. 
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Mr. Hesevron. The question has been asked you, and I have asked 
you a question, and you have replied, that you are vice president and 
general counsel and, perhaps, hold some other executive office of the 
Colorado Interstate ? 

Mr. Doucuerty. Yes, sir. 

Mr. Hesetton. Does Colorado own any reserves 

Mr. Dovenerty. Yes, sir. 

Mr. Heserron. Where are they located ? 

Mr. Doucuerry. Panhandle field in Texas; that is north of Ama- 
rillo. 

Mr. Hesetron. And also the Hugoton field ? 

Mr. Dovucuerty. There is no reserve or there are no reserves owned 
by the Colorado Interstate owned in the Hugoton field. They buy 
a lot of gas there and, at one time, there was some acreage shined, 
which was transferred to a company that was organized, called Colo- 
vado Oil & Gas Corp., which is a controlled subsidiary. 

Mr. Hesetton. Then it is a fact that Colorado does own reserves 
in the Panhandle, and that Colorado purchases from a Hugoton 
field ? 

Mr. Doucuerty. Yes, sir. 

Mr. Hesexron. In substantial quantities ? 

Mr. Dovucuerty. Yes, sir. 

Mr. Hesetton. Can you give any indication about how much an- 
nually Colorado has under contract in the Hugoton field. 

Mr. Dovenertry. Well, I think I can give you a figure here of that. 
The total sales of Colorado Interstate in 1956 were 225,357 million 
cubic feet. 

Mr. Hesevron. You said sales; did you? 

Mr. Dovucuerry. Those were sales. 

Now, that supply came from produced gas of 124,663 million cubic 
feet, or, roughly, 53 percent of the total gas purchased and produced, 
and the total purchased in 1956 was 110,120 million. 

Let me see, you wanted to know how much came from the Hugoton @ 

Mr. Heserron. I am addressing myself now to the Hugoton field 

Mr. Dovcuerty. They purchased in the Hugoton field 28.205 mil- 
lion cubic feet. 

Mr. Hesrevron. Does Panhandle Eastern, to your knowledge, buy 
from the same fields ? 

Mr. Dovugurrtry. Yes. They buy gas in the Hugoton field, and also 
produce in the Hugoton field. 

Mr. Heseiron. Yes. 

Do you know how extensive the Panhandle purchases are from the 
Hugoton field, how extensively Panhandle buys from the Hugoton 
field ? 

Mr. Dovcnerry. I am sorry, sir, I do not have those figures, but, of 
course, they do buy large quantities of gas. I have no question about 
that. 

Mr. Hesevron. How much in the way of reserves does Colorado 
have in the Panhandle field? 

Mr. Dovcuerry. Well, we consider in this annual report, we said 
we had 2.9 trillion cubic feet of reserves, and the principal part of that 
was in the Texas Panhandle field. 
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I centainly would say 2% trillions of cubic feet in the Texas Pan- 
handle field of production. under the company’s—I mean, reserves 
under the company’s own leases. 

Mr. Hesevron. Does Colorado own reserves elsewhere ? 

Mr. Dovcuerry. They own a field in what is called the Keyes field 
in Oklahoma. They are very little in size and do not amount to very 
much, 

Mr. Heserron. How much? 

Mr. Dovcurrry. Well, let me see, I do not have any figures on 
reserves, but I do have this: That there was only 1.2 percent of the 
total gas supply produced from the Oklahoma Keyes field, which 
was 2 million—-or rather 2,834 million cubic feet 

So that I would say that certainly no more than 2 or 3 percent of the 
total of 2.9 trillion—— 

Mr. Hesevron. Will you verify that and supply it for the record ? 

Mr. Doucuerry. Yes, I can do that, sir. 

(The information referred to is as follows:) 

According to the annual report of Colorado Interstate Gas Co. filed with the 
Federal Power Commission for the year ended December 31, 1956, the gas re- 
serves in the Keys field as of December 31, 1956, amounted to 148,177,000 thou- 
sand cubic feet. 


Mr. Hesevron. Is there any other location of reserves owned by 
Colorado ¢ 

Mr. Doveurrry. No, they own no others except in those two areas. 

Mr. Hesevron. | think you did say that Panhandle Eastern, which 
is a supplier of Consolidated Natural Gas, owns substantial quantities 
and buys substantial quantities in both Panhandle and Hugoton ¢ 

Mr. Dovenerry. Yes, sir. 

Mr. Heseitron. Are you in position to supply the last records you 
have for the record ¢ 

Mr. Dovcuerry. No, sir, I do not have any figures on Panhandle 
Kastern. 

Mr. Hesevron. Can you obtain it and supply it ? 

Mr. Doveuerry. I think so. Let me see, you want Panhandle 
Eastern—that is, 1 can find from their published reports what they 
might be. 

You want Panhandle Eastern reserves in Panhandle or Hugoton ? 

Mr. Hesevron. What Panhandle Eastern owns of its own 
serves 

Mr. Dovucuerry. Yes, sir. 

Mr. Hesevron. In the Panhandle and Hugoton fields. 

Mr. Doveuerry. Both of them? 

Mr. Hesevron. And what it buys. 

Mr. Dovenerry. All right. 

(The information referred to is as follows :) 


re- 


According to the Annual Report of Panhandle Eastern Pipe Line Company 
to the Federal Power Commission for the year ended December 31, 1956, Pan- 
handle Eastern’s reserves owned by it in both producing and nonproducing lands 
in the Panhandle Field in Texas amounted to 587,616,000 thousand cubic 


feet. 
The reserves in the Hugoton Fields were as follows: 


Thousand cubio feet 
MOURNED: SAS As NI so ia a oe cas stale eS Pe 5, 762, 000 
Oe aR a nr a 308, O85, 000 


Bragoton field, Kansas... oon cc te ee re 
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The quantities purchased during the year 1956 were as follows: 


Thousand cubio feet 


Panhend@le field, Texas... =... 2.222 nh nts sees 69, 521, 0UO 
Hugoton field) Dexnas.... ~~ 522 5 se 52s 5-s ieee 
Hugoton field, Oklahoma.-_..............------------------------ 18, 622, 000 
Hugoten field, Kansas_...._.-.......--.......-...=-.~~-------~--- 43, 382, 000 


Mr. Hesevron. Mr. Dougherty, you have probably testified to this, 
but I want to be sure. 

You are a director and general counsel of the Mississippi River 
Fuel, so-called ¢ 

Mr. Dovenerry. Yes, sir. 

Mr. Hesevron. Mississippi serves the Lacled Gas Light Co. in a 
rather substantial way, does it not, in St. Louis ¢ 

Mr. Doucuerry. Yes, sir. 

Mr. Heseuron. It also serves the Arkansas-Lousiana Gas Co., the 
Union Electric, and other large companies ¢ 

Mr. Doueuerty. Yes. sir. 

Mr. Hesevron. Does Mississippi buy from the United pipeline ‘ 

Mr. Doveurerry. United Gas Pipeline Co. is the name of it. 

Mr. Heseitron. United Gas Pipeline, I am sorry, that is right. 

Did you reply ? 

Mr. Dovueuerty. I said, yes, it does. 

Mr. Hesevron. And that is from the United Gas Carthage field in 
Louisiana; is it ¢ 

Mr. Dovucuerry. Well, some of the gas comes from there, Mr. 
Heselton. But the Mississippi River Fuel Corp.’s point of delivery 
from United Gas Pipeline Co, is at the Mississippi's principal com- 
pressor station in the Monroe field near Monroe, La., where its main 
line starts. 

Mr. Heseiron. Do you know whether or not Mississippi buys 195 
million cubic feet daily from United Gas Pipeline Co. in the Carthage 
field in Louisiana ? 

Mr. Doucnerry. No, Mississippi does not buy that. It is not pur- 
chased from the Carthage field. 

Mississippi has two contracts with United Gas Pipeline Co., one 
of which is on a contract basis of 195 million cubic feet a day with 
a minimum requirement of 72 percent to be taken or paid for: and 


a second contract of 150 million cubic feet a day with the same mini- 
mum requirements. 


Now, all of those 

Mr. Heseirton. May I interrupt a second / 
also from the United Gas Pipeline? 

Mr. Dovcuerry. Yes. I say—— 

Mr. Hesevron. Is that from the Texas field ? 

Mr. Doucuerty. No, these two contracts are contracts for delivery 
by United Gas Pipeline Co. in this same place, in the Monroe field. 

Now, in order to get that gas there, United Gas Pipeline Co. does 
transport it from the ( Carthage Field and many other fields in north- 
ern Louisiana and some from Tex: as. 

Mr. Hesevron. You cannot segregate what comes from the ( 
field and what comes from Texas? 

Mr. Dovcuerty. Well, no, I cannot segregate that exc ept this, that 
I could put it this way. You see, they have a line st: irting say, ai 





Is that second contract 
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Corpus Christi, running parallel with the gulf up near Houston, then 
turning northeast and going up to this place near Monroe, and there 
are probably 150 million cubic feet a day, and maybe a little more at 
times, that come up through that line. 

Now, the rest of it, a good portion, will come from Carthage; but 

Carthage is in east Texas, wester ly from Shreveport, and then between 
‘ut and the Monroe field there are a number of small fields from which 
United Gas Pipeline brings its gas. 

Mr. Hesevron. Would you be good enough to verify what Missis- 
sippi gets under existing contracts from United Gas Pipeline Co. 
from the Carthage field, in terms of thousands of cubic feet daily—-— 

Mr. Dovcuerry. I will try todothat. Of course— 

Mr. Heserron. Just let me complete the request—and from the 
Texas field. 

Mr. Dovucuerry. Yes. Of course, Carthage is in Texas, as you 
understand. 

Mr. Heseiton. Yes, sir. said the Carthage field in Louisiana. 
J was mistaken. It Should be “i 1 Texas.” 

Mr. Doucnertry. Well, that ¢ srthees field is in Texas. It is in east 
Texas. 

Mr. Hesevron. Then give us the Louisiana and Texas figures. 

Texas Eastern is one of the big suppliers of Consolidated Natural 
Gas; is it not? 

= Dovcuerty. Yes, sir. 

. Hesevron. Do you know whether they buy from United Gas 
under current contract, 130 million cubic feet, from Texas / 

Mr. Doucuerry. Well, that sounds about right. 

Mr. Hrsevron. That is about right? 

Mr. Doucuerry. Yes. 

Mr. Hesevron. And 37 million ecubie feet from the same company, 
from Mississippi ? 

Mr. Dovcuerry. Well, with the delivery itself in Mississippi—l 
do not know that it is produced in Mississippi, but there is a pipeline 
that runs up to a point called Kosciusko, in Mississippi, where United 
Gas Pipeline Co. makes delivery to Texas Eastern. 

Mr. Hleserron. Do you know whether, in addition to that, there are 
approximately 175 or 180 additional contracts which Texas Eastern 
has for the purchase of gas in Texas, Louisiana, and Mississippi? 

Mr. Dovcuerry. Well, I can’t—— 

Mr. Hesevron. | do not want all the details. Will you verify 
that and supply it for the record, as to whether that is a reasonably 
accurate figure / 

Mr. Doucuerry. Yes; we can, because we have had a compilation of 
all Texas Eastern contracts. 

Mr. Hrsevron. That would be helpful. 

Mr. Doveuerry. And I can give it to you. 

(The information referred to is as follows :) 





According to the annual report of Texas Eastern Transmission Corp. filed with 
the Federal Power Commission for the year ended December 31, 1956, the total 
gas purchase contracts which Texas Eastern Transmission Corp. had at that 
time were as follows: 
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Mr. Hesevron. Let me turn to Texas Gas Transmission Co., which, 
I understand, is the largest supplier under contract with Consolidated 
Natural Gas. 

Mr. Doucuerry. You must refer to Tennessee. 

Mr. Hesston. I beg your pardon ? 

Mr. Doucuertry. Tennessee Gas Transmission. 

Mr. Hesrevron. Tennessee Gas Transmission; that is right. 

My statement is correct ; is it not ? 

Mr. Dovenerry. Yes, sir. 

Mr. Hesevron. Tennessee Gas Transmission; does it buy some 
19 million cubic feet daily under quite a number of contracts in about 
170 fields in Texas, and about 50 fields in Louisiana ? 

Mr. Doucuertry. Well, the figures we had on Tennessee were 338 
contracts. That was 1955. This was 1955, and I do not have the 
1956 figures. There were 338 contracts from a great number of fields, 
but I will attempt to get a better figure for you or verify that. 

(The information referred to is as follows:) 

According to the annual report of Tennessee Gas Transmission Co. filed with 
the Federal Power Commission for the year ended December 31, 1956, Tennessee 
Gas Transmission Co. had the following gas purchase contracts: 

Texas 273 


rn a a nk a rb se sage ks hing ak ak hs haces ie lesbians aoe 86 


The report does not show the number of fields from which purchases were 
made and I donot have that information. 

Mr. Hese.ron. That will save us time. 

Are you an officer or director of or counsel for any other pipeline 
company ? 

Mr. Dovenerry. One called Olin Gas Transmission Corp., Mr. 
Heselton, which operates from the Monroe field down to Baton Rouge, 
La., and then has an intrastate line from two points in southern Loui- 
siana up to Baton Rouge. 

It sells most of its gas to the industrial markets there. 

Mr. Hesevron. In Louisiana? 

Mr. Douacuerty. In Louisiana. 

Mr. Hesertron. Any other company? 

Mr. Doveurrtry. No other gas companies ; no, sir. 

Mr. Heseiron. Do you feel that in your capacity as an executive 
officer of one of the pipelines purchasing from another, or an affiliate 
of another, you can bargain, so to speak, at arm’s length where you 
happen to perform any of your official duties, so that there is real 
competition ? 

Mr. Dovcuertry. Well, I might preface my answer by saying there 
is no situation in which any company that I represent buys from 
another company that I either represent or of which I am an officer or 
director, but I = that I could be fair—— 

Mr. Hesevron. I do not think it is a question of being fair, and I 
do not want to leave any suggestion in the record about that. It is 
just human nature that I am talking about and inquiring about. 

I understand that, in your position or any of your positions, you 
have no responsibility then of dealing with another company—— 

Mr. Dovenerry. That is right. 

Mr. Hesenron. Or an affiliate of another company with which you 
are associated in the contracting for the purchase of natural gas? 
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Mr. Dovucuerry. Well, of course, within the Consolidated system, 
subsidiaries which are affiliated may contract with each other, but 
they are all—— 

Mr. Hrsetron. I do not mean that. I mean outside of the Con- 
solidated Natural Gas and its subsidiaries, the East Ohio, the Hope, 
the Colorado State, and the Mississippi River Gas Co. For the mo- 
ment, I am just discussing these others we have just gone over, and the 
one you mentioned. 

Mr. Doveuerty. That is right. 

Mr. Hesetron. Are your official responsibilities such that you have 
nothing whatever to do with the negotiations or the approval of the 
final contract involvi ing price, quantity, or other factors of importance 
in those contracts ? 

Mr. Dovucuerry. That is correct. I have no such situation. 

Mr. Hesetron. Do you know whether that is true, generally speak- 
ing, among our larger pipeline companies ? 

Mr. Dovueuerry. I think that is so. 

[ am not familiar with all of the members of the boards of direc- 
tors of these various companies. There may be a few instances where 
there may be members of the boards only, that is, a man who might 
be a director of one pipeline company and some producing company. 
But according to my knowledge of the officials, that is, the officers and 
the management of these pipeline companies, I know of no such 
situation. 

Mr. Hesetron. Well, of course, we are dealing with what you and 
I both recognize as public utilities. They have 
some time ? 

Mr. Doucuerry. That is the pipelines; yes. 

Mr. Hesevron. Yes. And there are situations which have reached 
the stage of Federal statutory enactment in other fields—— 

Mr. Doveuerty. Yes, sir. 

Mr. Heserron. In order to make it perfectly clear that there can- 
not be any intermixture of interests. 

Mr. Dovcuerty. Yes, sir. 

Mr. Heseiron. Or any bargaining, so to speak, with oneself. 

Do you think there is any necessity of that type of legislation in 
the field of the utilities involved in natural gas pipeline companies? 

Mr. Doucuerty. No. 

On the basis of my knowledge, I would say there is no necessity for 
it, but I would have no objection to it, certainly, in order to prevent 
it in the future, if it were to be thought it might arise. 

Mr. Hesevron. You do stress, do. you not, the fact that the bargain- 
ing at arm’s length, which is a phrase or a word of art, I take it— 

Mr. Doucuerry. Yes. 

Mr. Hesetron (continuing). And used constantly, is one of the 
great guaranties of fair and reasonable prices to the consumer ? 

Mr. Dovererry. Well, I would certainly—— 

Mr. Hrseuron. In which you are interested ? 

Mr. Dovcuerty. Yes, that certainly helps. 

Mr. Hesenron. If there is any slightest question that, by virtue of 
dual executive positions, ownership of stock, anything of that kind, 
it ought to be made clear beyond any question that that simply can- 
not be utilized as a means of driving prices up, let us say, beyond 


been so recognized for 
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what they would if there were two completely disassociated persons 
dealing with one another with separate interests. 

Mr. Doueuerry. | agree with you a hundred percent, sir. 

Mr. Hesetton. Mr. Dougherty, I have been interested in the de- 
velopment in the fields offshore in the Gulf of Mexico, as I am sure 
you are. 

Mr. Dovucuerry. Yes, sir. 

Mr. Hesetron. I was interested in finding that the FTC had issued 
a temporary certificate to allow four independent producers to sell 
natural gas to the Tennessee Gas Transmission Co. from common 
sources in the Gulf of Mexico off the coast of Louisiana. 

Mr. Dovcuerty. Yes, sir. 

Mr. Hesetton. In any one of your capacities, have you had any- 
thing to do with that at all? 

Mr. Dovcuerty. The Consolidated Natural Gas subsidiaries, being 
purchasers of gas from Tennessee Gas Transmission, have follow ed 
that situation very carefully. 

We have not filed any intervention in the certificate proceedings of 
which that group, which is referred to as the Catco group filed, but 
we are highly interested in it, and have athe in touch with it. 

Mr. Hesevron. You are not associated with Catco as such? 

Mr. Doveuerry. Oh, no. None of these companies, that is, Con- 
tinental Oil Co., the Atlantic Refining Co., Cities Service Production 
Co., and Tide Water Oil Co. I have no connection, I have no stock 
in any of these companies. 

Mr. Hesetron. That order temporarily authorized Tennessee to 
build 107 miles of pipeline estimated to cost something over $17 
million described as one of the largest permitted in one State. 

Mr. Dovucuerty. Yes, sir. 

Mr. Heseiton. Did the Commission remand the case to the ex- 
aminer in that instance ? 

Mr. Dovcuerry. Yes. That was done by their order issued April 
22. 1957. 

Mr. Hesevton. Was the reason given that the price level at which 
the price would be sold was at the highest ever proposed to Ten- 
nessee ? 

Mr. Doveuerry. Well, that was the statement made in the order 
which did remand it. 

I might say there has been a subsequent order issued by the Com- 
mission on May 20, which deals with this same subject: I do not 
know whether you have seen that or not yet, Mr. Heselton. 

Mr. Hesexton. I saw something on the ticker this afternoon, but 
I am not sure whether that is it. 

If there was something you wanted to add, you may do so. 

Mr. Doucuerry. Merely this: That after that order remanding the 
case to the examiner for the purpose of determining a price was is- 
sued, the Catco group filed applications for rehearing, and asked 
that permanent certificates be issued under certain conditions which 
they suggested, and the Commission on May 20, on the basis of those 
applications, did conditionally issue permanent certificates with cer- 
tain conditions as to price, and what they provided for was that these 
contracts, which had provided an initial price of 21.4 cents, plus the 
1-cent Louisiana gathering tax per thousand cubic feet, should be 
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revised to provide for an initial price of 17 cents, plus the 1-cent 
Louisiana gathering tax, with a provision that the producers could 
file for rate increase to be effective 1 day after the commencement of 
deliveries to Tennessee, and that service is proposed to be begun 
next November. 

Mr. Hesetron. That is in the record, and I could not follow it. 
But that brings me to the question I wanted to ask. 

The contracts call for service to commence November 1 of this year, 
do they not ? 

Mr. Doucuerry. Yes, sir. 

Mr. Hesevron. And the sales will be made to Tennessee at offshore 
platforms under contracts providing the pipeline companies, 775 mil- 
lion cubic feet or four-fifths of the total quantities of wells capable of 
producing, whichever is the lesser, until November 1, 1958; is that 
not right? 

Mr. Douciuerry. That is my understanding, sir. 

Mr. Hesevron. And the initial proposed price is 22.4 cents per 
thousand cubic feet until November 1, 1958 ? 

Mr. Dovenerry. Including the Louisiana gathering tax it is that 
amount; yes. 

Mr. Hesevron. Yes. 

Then after November 1, 1958, Tennessee will be required to take 
and pay for a million cubic feet for every billion cubic feet of recov- 
erable gas originally in place in the dedicated reserves ? 

Mr. Dovcuerty. I am not sure that is a billion or whether it should 
be 10 billion. I think it is 1 billion for every 10 billion because the 
ratio is generally 1 to 10 on that basis. 

Mr. Hesevton. One to ten? 

Mr. Doveuerry. I do not see it in the order. 

Mr. Heseiron. Does the contract provide that after November 1, 
1958, there will be an escalation by 2 cents per thousand cubie feet 
every 4 years over the life of the contract ? 

Mr. Dovenerry. That is my understanding, sir. 

Mr. Hesevron. In connection with that, I want to ask you if you 
have seen what I understand is the latest report of the Federal Power 
Commission or figures presented to it on natural gas pipeline com- 
panies’ operating revenue and income February 1957 r 

Mr. Dovcuertry. Let me see, I do not know as I have. 

No; I think the only one I have is the one for the year 1956. It 
is dated March 4, 1956. 

Mr. Hesevron. Let me give you this, and ask you if you have seen 
that. 

Mr. Doucuerty. I have not seen this one yet; no, sir. 

Mr..Hesevton. It is on the usual Federal Power Commission form, 
is it not? 

Mr. Dovucuerty. Yes. 

Mr. Hesetron. You are familiar enough, I am sure, with the cur- 
rent conditions, as illustrated by this Cateo contract in terms of that 
report, contrasting the picture in February of 1957 with February of 
1956 to reply to this question : 

Is not the natural gas industry, as reflected by those figures, in a 
very healthy condition ? 








1048 NATURAL GAS ACT 


Mr. Dovenerty. Yes. 

Mr. Hesetron. aa are not the responsible people, involved in 
purchasing natural gas transmitted to the pipelines and distributing 
it to the consumers, ‘the 1 users of natural gas, committing themselves; 
and have they been committing themselves to very substantial plant 
expansion and expenditures for quite a period in the future ? 

Mr. Dovueuerry. Yes. This refers to pipeline companies only. 

Mr. Hesevton. That refers to pipeline companies only ? 

Mr. Dovauerry. Yes, that is right. 

Mr. Hese.ton. But they, in turn, have to buy on a long-term basis 
from producers and they ‘have to enter into their contracts with dis- 
tributors in order to justify the plant expansion or. line expansion 
they have undertaken / 

Mr. Doucuerty. Yes. Iam sure that Catco group has spent many 
millions of dollars in that specific development, not only, first, in 
paying the high prices for the leases, but in the costs of carrying out 
their developments. 

Mr. Hesevron. Do you have anything to do with the Trans-Conti- 
nental Gas Pipeline? 

Mr. Doucuerty. None whatsoever, sir. 

There are a few that I do not have anything to do with, Mr. Hesel- 
ton. | Laughter. | 

Mr. Hesevron. I just. wanted to be sure. 

This is a question which, quite probably, was asked while I was 
with another subcommittee and out of the room. 

In the notes I made when our chairman asked questions this morn- 
ing of you, I remember you referred to the presence of Mr. Bomar 
and some represent atives of the distributing companies at one or 
more of these meetings you referred to. 

Mr. Doveuerry. Yes, sir. 

Mr. Hesevron. I thought you had in your hand some paper and 
you said you would be gl: ud to tell the whole story. 

Mr. Dovenerry. Yes, I had in my hand 

Mr. Hesevron. Am I right about that? 

Mr. Doveuerty. I had in my hand a memorandum taken from my 
office diary of when those meetings were. 

Mr. Hesevton. Of when the meetings were held ? 

Mr. Dovcuerty. Yes; that is right. 

Mr. Hesevron. Did they cover a memorandum of what occurred 
at the meetings ? 

Mr. Dovenerry. No. This is just—when I got here last night 
and realized that some questions were going to be asked, I asked my 
office to send, on what is called the TWX, the dates during 1956 that 
I had had anything to do with these, because I keep a daily diary of 
just my appointme nts and things I do. 

But this is nothing; it has nothing to do—I will be glad to let you 
have it. 

Mr. Hesetton. It is just a chronological statement as to the dates 
of the meetings? 

Mr. Dovucuerty. Yes, sir. 

Mr. Hesetron. And it does not include the people who were present 
yr any memorandum or minutes of what was discussed, or what was 
done ? 
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Mr. Dovcuerry. Well, in some instances it includes some of the 
names, and I would be very glad to give it to you if you would like 
to look at it. 

Mr. Hesevron. Let me ask you this: Again I made a note that you 
said that you were representing Consolidated, and I suppose you meant 
Consolidated Natural Gas Co. on the policy group, and I underlined 
“policy group.” 

Mr. Doucuerry. Yes, sir. 

Mr. Heserron. And then, later, as a lawyer on the drafting group? 

Mr. Dovucuertry. Yes, sir. 

Mr. Hesevron. So that there were two stages of meetings ? 

Mr. Doucuerry. Yes, sir. 

Mr. Heseitron. One when policy was hammered out and decided 
upon and one when that policy came into a draft or a draft of some- 
thing that everybody agreed to? 

Mr. Dovacuerry. Yes; at least, everybody that stuck with us to the 
end agreed upon. 

Mr. Hesevron. Yes. 

Mr. Dovcuerry. As something that would represent a statement of 
policy that the three groups, pipelines, distributors, and producers, 
would agree upon. 

Mr. Hesevron. There are not in existence, to your knowledge, any 
minutes, any record of the discussions, or the proceedings of the several 
meetings / 

Mr. Dovenerry. Well, there were no formal minutes kept that I 
know of, Mr. Heselton. 

I made certain notes for myself, and, after we had gotten down, 
we did prepare certain memorandums, as to what points, say, had been 
agreed upon, and those were circulated. 

Mr. Heserron. Can you tell from memory what the point of depar- 
ture was! That is not very clear. I mean by that I assume you 
started with something concrete as a proposal that everybody should 
discuss and then there were various meetings that people had, with 
give and take as to whether certain points were to be included or modi- 
fied or rejected ? 

Mr. Dovucuerry. Well, we started out with certain recognized prin- 
ciples. 

For example, we started out with the principle one of the things 
the producers wanted, and which we all wanted also, was that the 
public-utility rate-base method should not be applied. 

We insisted that these objectionable escallation clauses should be 
outlawed for the future. 

We insisted on certain review provisions with respect to new con- 
tracts that they did not agree to for a long while. 

Mr. Hesevton. When you say “we” 

Mr. Dovucuertry. I am talking about the distributing group. 

Mr. Hesevtron. The distributing group ? 

Mr. Doveuerry. Yes; the distributing group. 

Mr. Heseiton. What did the other groups insist upon ? 

Mr. Doucuertry. Well, I think when it finally ended everybody gave 
in to what we really insisted upon. 

Mr. Hesevron. You think the ultimate result was what you folks, 
the distributing group, wanted ? 
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Mr. Dovenerty. Exactly. I do know as this thing finally ended, 
Mr. Heselton, except for one member, Mr. Ed Smoker, who was presi- 
dent of the United Gas Improv ement Co. ., and he was not certain as 
to whether he would go along with this proposition that costs should 
not be considered. 

Mr. Hesevron. The subject of costs was brought up in the meeting ? 

Mr. Doveuertry. Oh, yes; that is right. 

Mr. Hesevron. Was that brought up early in the meeting ? 

Mr. Dovenerry. Yes, I think that was brought up e: ly, and it was 
a matter that there was no disagreement, first, as to the fact that the 
public utility rate base method ‘should not be used and cert: unly Mr. 
Smoker was on this policy committee for the distributors and he was 
the only one who had any real doubt about the element of costs, should 
it be considered at all. 

Mr. Heseiron. Let me get that clear. He was the only one who had 
any doubt about considering it / 

Mr. Dovucuerry. Yes, sir. I mean, of the final group that stuck 
with it. 

Mr. Hesevron. When you started off, as I said, I assume you started 
with something concrete before you, perhaps a proposed draft of a 
bill or a statement of principles, or something like that 

Mr. Dovueguertry. No, we did not do it that way. 

Mr. Hesevron. Well, perhaps, the simplest thing will be for you to 
go ahead and tell us. 

Mr. Doveuerry. Well, I will be very happy to give you the whole 
situation. 

After the Harris-Fulbright bill had passed and, as you recall, our 
company, the Consolid: ited Natural Gas Co., opposed it—I happened 
to be in Houston, Tex., on February 17, 1956. 

During that morning and before the veto was announced, I called 
on Mr. Hines Baker who was president of Humble Oil Co., whom I 
have known for a long time, and said I thought it was unfortunate we 
had gotten into this fight, and if the produc ers had conferred with 
the distributors earlier and had recognized some of our problems, I felt 
we would not have had this difficulty because we had tried to propose 
amendments and we were met with the proposition in the Senate, 

“You cannot have any amendments; don’t try them.” 

I tried to say—I told Mr. Baker that I had some ideas about changes 
in the Harris-Fulbright bill, and I would be glad to write him. 

Mr. Hesevron. Am I right that this was before the veto ? 

Mr. Dovucuerry. This was in the morning of February 17, before 
the veto. 

Mr. Hrsevron. Before you knew anything about it? 

Mr. Doucurrry. Yes, but I might say the atmosphere was pretty 
gloomy. They seemed to think it was on the way. 

The fact is, I called it Black Friday in Houston after that, Mr. 
Heselton. 

I sent Mr. Baker this memorandum, and did not hear from him. 

Then in April we had in New York City what is called —— 

Mr. Heserron. Do you have a copy of the memorandum with you? 

Mr. Dovenerry. I think not with me; no. 

Mr. Hesevron. What is that ? 
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Mr. Dovciuerry. Not with me, no, n-o. I do not, but if you would 
like it——— 

Mr. Hesevron. Do you have it ? 

Mr. DouGuerry (continuing). I will be glad to send it to you. 

Mr. Heserron. I just wanted to know if there was any difference, 
that is all. 

Go ahead. 

Mr. Dovcuerry. Then when, in April, in New York there was ar- 
ranged between the Practicing Law Institute and the American Gas 
Association what was called symposium on natural gas, and I presided 
at one of these meetings, and we had representatives of producers, 
pipelines, and distributors, and the Federal Power Commission and a 
lot of people present, at that time I spoke to one of Mr. Baker’s asso- 
ciates, and he said, “No, what you sent was not satisfactory at all,” 
after I had said, “I am very sorry, but I hoped we could find some 
way we could get together.” 

Mr. Hesevron. Do you recall who that was 4 

Mr. Doucurrry. Herman Pressler. He is a director of Humble. 

So, then, shortly after that, I was advised that the Council of Local 
Gas Companies wanted to have a meeting to consider whether or not 
anything might be done about this, and so we had that meeting on 
May 17 in New York. 

Then, at that time there was a committee formed representing the 
distributors consisting of Messrs. John Heyke, the chairman of or the 
president of Brooklyn Union Gas Co.; Mr. Harlan Forbes, of Con- 
solidated Edison; Mr. Donald Luce, of Public Service of New Jersey ; 
Mr. Ed Smoker, of United Gas Improvement Co.; and myself. 

Mr. Hesevron. Did Mr. Boyer attend the first meeting ? 

Mr. Doveurrry. I do not know whether he did or not. He may 
have. 

Mr. Hesevron. May [ask if Mr. Michael Shea was in it ? 

Mr. Doveurrry. I think he did attend, either he or his lawyer, 
Jimmy Watts did; I think Mike did. 

Mr. Heserron. All right. 

Mr. Dovenrrry. So our problem was to meet with a group from the 
producers and see whether or not anything could be done. 

We did meet on June 5in New York. We did not have anything to 
start with, but talk, and we each talked about what we could start with 
in a very preliminary way, with the understanding it would not be 
binding on anyone, and we did. 

Then we had a meeting of the council on June 29 in New York. 

Mr. Heseiron. Who was there? 

Mr. Dovcuertry. Well, I cannot—I do not have any record of that, 
but this was a general meeting, I think. 

Then later on we had meetings of the policy committee for the dis- 
tributors with the producers committee, and I recall we had them— 
we had one in July, we had one in September, and then a meeting, we 
had one in October, and then we had a general meeting of the Council 
of Local Gas Companies again on October 18. 

There we reported to them more or less what progress we had made, 
what our general ideas were, and all we had then was just a memo- 
randum about 8 or 9 points. 
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Mr. Hesettron. Up to that time were the people present only people 
who were there as what you have described as the policy group? 

Mr. Dovueuerty. No. 

This particular meeting of October 18 was a meeting of all the 
distributing companies that had been a part of this Council of Local 
Gas Companies. 

Mr. Hesevton. What I am trying to get at is that you said just a 
few minutes ago you represented Consolidated as a member of a policy 
group, and then later as an attor ney on the drafting of what I assume 
was the, I think you said, policy objectives that were reached. 

Can you state when in that period of meetings or at what meeting 
the policies had been crystallized to a point, and then the drafting 
group took over ? 

Mr. Dovenerry. It was after that October 18 meeting, and we then 
had a meeting on October 30 in the board room of Consolidated Nat- 
ural Gas Co., at which time we of the distributors tried to work out 
something with a memorandum, but nothing final was developed. 

I was 

Mr. Heseitron. Were minutes kept of the proceedings up to that 
time ? 

Mr. Doveuerry. Well, I did not keep any; frankly, I do not know 
whether they were. 

I kept certain memorandums about the points, and there would be 
a memorandum made—— 

Mr. Hesevron. No one was appointed as so-called secretary or clerk 
to keep minutes ? 

Mr. Dovcuertry. No. There was not anybody in that sense. 

Mr. Hesettron. Were any communications sent to anybody ? 

Mr. Dovuenerry. Oh, yes. 

Mr. Heserton. To anybody else? 

Mr. Doveuertry. Well, communications—— 

Mr. Heserron. Advising of developments ? 

Mr. Dovcuerry. Yes. Communications were sent out at certain 
periods to the whole group of the Council of Local Gas Companies. 

Mr. Hesevron. How many would that include, approximately ¢ 

Mr. Doveuerty. Oh, that would be 30 people, I guess, 30 companies. 

Mr. Herseiron. I suppose carbon copies or some kind of copies were 
kept of those memorandums ? 

Mr. Dovucuertry. Of the memorandums, I am sure that is so. 

Mr. Heseitron. Have you those copies ? 

Mr. Doveuerry. I do not have any with me. It was not my job to 
send them out. 

Mr. Hesevton. Do you have in your own personal files—— 

Mr. Doveuerry. In my files, I think I kept everything that came 
out. 

Mr. Hesevron. Would you be willing to submit that ? 

Mr. Dovcuerry. Sure. 

(The information referred to appears on p. 1053. 

Mr. Heserron. All right. 

Now, in order to shorten this up if we can, and I understand there 
is an engagement that I regret interfering with, can you pick out 
the date, and if you are agr reeable, I would be per fectly willing for 
you to put it in the record, whatever you want to put in, in the way 
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of dates that you have from that TWX, and then, if you are willing 
to do that, would you pick out the date where this no longer was a 
development of policy matter, but was an attempt to draft up some 
proposal that implemented the ‘poli icy agreed upon 

Mr. Doveuerry. Well, following the meeting of October 30 it was 
arranged, I forget just how we did that—well, at that time, I had 
requested—I was asked, first, to serve as a drafting lawyer for the 
distributor group, and they asked whom would I want with me, and 
I said Randall LeBoeuf, if he is available, and Randall was made 
available. 

We then made an appointment with Mr. Herman Pressler and Mr. 
Wilbur Heard, of Stanolind, to go to Houston and see what we could 
start on drafting something. 

Mr. Hesevron. Before that, the policies had been settled ? 

Mr. Doucuerry. No. We never setcled the policies until the final 
day in January 1957. 

This was sort of a preliminary policy which we did not accept until 
later. 

and one of Mr. LeBoeuf’s partners proceeded on November 7, 
1956, to Houston, after I voted in Connecticut where I live, and we 
worked all that next day and into the night trying to get out some- 
thing. 

Mr. Hesevron. Did you get something out ? 

Mr. Dovenerry. Well, we got it, but it did not last very long. 

The Cuarrman. I must remind the gentleman that his time is up. 

Mr. Hesevton. My time is up. 

Will you complete, if you will, and do it your own way—— 

Mr. Dovenerry. I will be happy to, Mr. Heselton. 

Mr. Hesevron. What I would be interested in, particularly, if you 
will bear with me for 30 seconds, Mr. Chairman, is to try to mark out 
the various suggestions that were submitted, I mean by that, were 
mailed around or sent to people. 

Mr. Dovenerty. All right, I will do that. 

Mr. Hesevttron. And then what. occurred after the criticisms, sug- 
gestions were made until you arrived at the final point where you, as 
a draftsman, and heading this committee, put it into final form, and 
what was then sent out. 

I thank you for your patience. 

Mr. Doucuerry. That is all right, Mr. Heselton. 

(The information referred to is as follows :) 

The following narrative is based upon a review of my files and gives what Mr. 
Heselton desires in respect of the meetings which were held to discuss principles 
of legislation : 

The first meeting of the Council of Local Gas Companies which I attended in 
1956 was held May 17 at the Yale Club in New York City. The notice was dated 
April 27, 1956, and was sent out by Charles H. Frazier, secretary. This meeting 
dealt mi Linly with the formation of a gas industries information service, and I 
have no memorandum of any discussion at this meeting of principles of natural- 
gas legislation. It is my recollection that a committee of the Council of Local 
Gas Companies was appointed at this meeting for the purpose of discussing with 
representatives of producers possible amendments to the Natural Gas Act. 

I attended a meeting of the so-called steering committee on June 29, 1956, at 
the Yale Club in New York City. At this meeting Mr. John E. Heyke stated that 
he, Harlan Forbes, Donald Luce, and Edward Smoker had met with Messrs. 
Charles H. Murphy, Frank O. Prior, Charlton Lyons, Leslie Fournier, and 
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Herman Pressler as representatives of producers on June 5, 1956, to discuss pos- 
sible amendments to the Natura! Gas Act. 

The minutes were kept by C. H. Frazier and the copy I have in my files reads, 
as follows: 

“Present: J. E. Heyke, chairman; Oscar Berry (for E. J. Boothby); W. A. 
Dougherty ; B. G. Duncan; H. C. Forbes; G. T. Henry; W. E. Himsworth; D. C. 
Luce; R. A. Malony; G. C. Mullin (for H. K. Wrench) ; R. Quinby; E. H. Smoker ; 
J.T. Wolfe; C. H. Frazier, secretary. 2 

“I. The chairman reported on a meeting of the negotiating committee (D. C. 
Luce, H. C. Forbes, E. H. Smoker, and himself) with a number of producers under 
the leadership of Charles Murphy, Murphy Oil Co. While this meeting con- 
tributed to a better understanding of the objectives of each of the sides, no 
definitive understanding was reached with respect to the principles which a 
compromise legislative measure should contain. As a result of the meeting, 
Herman Pressler wrote a memorandum purporting to be an agreement of what 
was concluded, but there were several areas in this memorandum which did 
not seem to our group to reflect actual understandings reached. Mr. Murphy 
was advised that the negotiators felt it proper to return to the steering com- 
mittee for further instructions as to the principles which should guide our group. 

“There was considerable discussion as to these principles, the major area 
centering around the extent of FPC review, if any, over new prices. The feeling 
was general that if the actual ultimate purchasers of the gas could be present 
at the bargaining table, such review might not be necessary. However, with 
distributing companies once or twice removed from the actual bargain (and 
customers 2 and 3 times removed), and under any feasible regulatory pat- 
tern of pipeline rates, this was not possible. Assuming some form of review, 
the next question related to whether it should be indirect, i. e., using the method 
of Harris-Fulbright, or direct. There was considerable doubt in the minds of 
some of those present, including attorneys, that the Harris-Fulbright method 
was workable. Accordingly, the conclusion was reached that— 

““FPPC should retain its right to review pricing terms in new contracts 
between producers and “natural-gas companies” for the sale of gas in 
interstate commerce. This review should preferably be in proceedings 
to which both purchasers and sellers would be party, with right of inter- 
vention to market companies: but in the event that agreement could not be 
reached on this, an alternative would be for ‘“natural-gas companies” to file 
such contracts for review, the burden of proving their reasonableness to be 
on them (with the same right of intervention by market companies) .’ 

“There followed discussion as to criteria to be used by the Federal Power 
Commission in this review. It was agreed that so-called ‘utility-type regulation’ 
was impractical; and prevailing market prices should be given considerable 
weight. However, the ‘protection of the interests of the consumer’ must be one 
of the elements. This remains to be spelled out. 

“Present contracts without escalation clauses would continue in effect, and 
producers would be free from regulation with respect thereto. 

“With respect to present contracts with escalation clauses, it was agreed that 

“*Producers and pipelines should have the right to renegotiate such con- 
tracts looking toward the elimination of eScalator clauses, the terms of these 
renegotiated contracts to be subject to FPC approval. In the event that 
renegotiation was neither attempted nor successful, these contracts would 
continue under FPC jurisdiction, with all increases on price requiring FPC 
approval as at present.’ 

“It was assumed that either by means of proposed R-153 or preferably by 
statute that— 

“*Escalation clauses of the favored nations, price redetermination, or 
spiral type should be ontlawed in new contracts: and time escalation per- 
mitted only if modest in relation to the initial price.’ 

“It was also understood that new legislation would provide adequate protection 
against abandonment of service by producers. 

“It was pointed out that while this pattern called for greater FPC review than 
presently agreed to by producer representatives, the advantages the producers 
would gain in freedom from FPC regulation, under such elements as certificates 
of convenience and necessity, control over accounting procedures, and rigid 
utility-type control over profits, in addition to the intangible advantage of release 
from the status of ‘natural gas companies,’ should be sufficient to make them 
feel that they would have much to gain from the passage of such legislation. 
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“It was agreed that W. A. Dougherty should be added to the negotiating com- 
mittee. 

“II. There was discussion of the proposed regulatory developments service. 
Affirmative responses were on record from 21 companies in the council, including 
a large majority of the meters (only 2 of these approvals had reservations). 
No negative responses were received, there being accordingly some presumption 
that further accessions would be secured. Accordingly, it was concluded that 
the council should take steps to establish such a service, as described in the 
minutes of May 17 meeting of the council: and the officers were instructed to 
take action with respect thereto, keeping the membership informed as progress 
was made. 

“The meeting was adjourned, to meet at the call of the Chair. 

“C. H. Frazier, Secretary.” 

On July 18, 1956, a meeting was held between the negotiating committees for 
distributing companies and producers to discuss further principles. At this 
meeting it was stated that the conversations at these meetings were to be explor- 
atory only and that the participants were not binding themselves, their companies 
or any group to any definite agreement. The producers were advised that the 
steering committee, at the meeting held on June 29, 1956, objected to certain 
points proposed by the producers. ‘The distributors objected to having the review 
of new contracts limited solely to the question of arm’s-length bargaining. The 
producers stated that if the review of new contracts were to go beyond this 
point, then they would insist upon the right to have a commodity price index 
clause or increase in cost-of-living clause. This point of difference was not 
resolved at the meeting. 

It was agreed that a waiver by a producer of objectionable escalation clauses 
would relieve the contract from regulation. 

The criterion or yardstick for the Commission to use in reviewing prices was 
not further defined, except that it should not include the utility cost concept, nor 
require the highest price or the lowest price currently paid for gas. The dis- 
tributors urged that some language to reflect the interest of the consumer should 
be inchvded. It was decided that further consideration would be given by each 
group to the matters discussed and that a further meeting should be held 
shortly after Labor Day. 

A meeting of the negotiating committees representing the producers and dis- 
tributors was held September 20, 1956, at the Plaza Hotel in New York City. It 
was there decided that it would be necessary to prepare a statement of the yard- 
stick to be used by the Commission in reviewing producer contracts. On Septem- 
ber 21, 1956, there was a meeting of Messrs. Pressler, Orn, Quinby, and Dougherty 
to develop a statement of the yardstick. 

On October 9, 1956, a meeting of the negotiating committees of distributors and 
producers was held at the office of Panhandle Eastern Pipe Line Co. in New York 
City. A memorandum was prepared of suggested principles. It stated: 

“The participants will take up this suggestion with their respective segments 
of the gas industry and with representatives of the interstate transmission lines 
in order to determine if such approach will have the support of these segments of 
the industry or of a substantial portion of those included in such segments.” 

This memorandum was submitted to a meeting of the Council of Local Gas 
Companies held Thursday, October 18, 1956, at the Yale Club in New York City. 

Those attending the October 18, 1956, meeting and the companies represented 
are as follows: 

Mr. Osear Berry, Washington Gas Light Co. 

Mr. H. G. Bonner, Knoxville Utilities Board 

Mr. HW. J. Boothby, Washington Gas Light Co. 

Mr. G. L. Bristol, Greenwich Gas Co. 

Mr. E. Bristor, Baltimore Gas & Electric Co. 

Mr. W. A. Dougherty, Consolidated Natural Gas Co. 
Mr. Charles Davis, Boston Gas Co. 

Mr. B. H. Eacker, Boston Gas Co. 

Mr. H. CG. Forbes, Consolidated Edison Co. 

Mr. C. H. Frazier, Philadelphia Gas Works 

Mr. Guy Henry, East Tennessee Natural Gas Co. 
Mr. Hall Henry, New England Gas & Electrie Association 
Mr. W. B. Hewson, the Brooklyn Union Gas Co. 

Mr. J. BE. Heyke, the Brooklyn Union Gas Co. 
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Mr. W. E. Himsworth, the Brooklyn Union Gas Co. 
Mr. G B. Johnson, Minneapolis Gas Co. 

Mr. David Kadane, Long Island Lighting Co. 

Mr. D. C. Luce, Public Service Electric and Gas Co. 

Mr. King Murray, Mystic Valley Gas Co. 

Mr. Robert W. Otto, LaClede Gas Co. 

Mr. L. Irving Pollitt, New Jersey Natural Gas Co. 

Mr. Robb Quinby, the Brooklyn Union Gas Co. 

Mr. Henry Robrs, Elizabethtown Consolidated Gas Co. 
Mr. M. E. Shea, Lynchburg Gas Co. 

Mr. R. L. Sieben, United Cities Utilities Co. 

Mr. E. H. Smoker, United Gas Improvement Co. 

Mr. Atherton Thomas, Consolidated Edison Co. 

Mr. James Watts, Commonwealth Natural Gas Co. 
Mr. C. B. Zeigler, Public Service Company of North Carolina 


A copy of the minutes of the meeting of October 18, 1956, is as follows: 


“DISCUSSION—MEETINGS WITH PRODUCERS 


“Mr Heyke opened the meeting by stating that for many months the com- 
mittee named by the council members has been talking with representatives of 
the producers to explore the possibility of drafting principles of desirable 
legislation to amend the Natural Gas Act which could be supported by both 
groups. 

“A memorandum outlining a suggested approach was presented to the mem- 
bers present and is attached to these minutes. In addition to the names appear- 
ing on the memorandum, the names of Messrs. Forbes and Smoker should be 
added as members of the council’s committee and Mr. Clayton Orn of the 
Ohio Oil Co. for the producers. 

“Mr. Heyke said the memorandum was presented for discussion purposes 
only and he did not ask or expect specific recommendations or actions from 
the membership at this meeting. 

“It was suggested that the memorandum be mailed to all council members 
with the request that all comments be returned to the chairman by Friday, 
October 26. 

“The haste, both in calling this meeting and the necessity for replies by 
October 26, is occasioned by the fact that the next meeting of the distributor 
and producer committees is scheduled for October 30. In addition, the chairman 
of the FPC would appreciate knowing any principles agreed upon before he 
makes his report to the Bureau of the Budget some time in November. 

“It is requested that your comments on the memorandum cover the following 
points: 

“1. Is the suggested framework as to general principles satisfactory to you? 

“2. In what particulars, if any, should this framework be changed and how 
strongly do you feel about these changes? 

“Mr. Heyke’s comments on the memorandum were that, with possible minor 
exceptions, this was the best possible agreement which could be reached be- 
tween the parties. Producer representatives would in his opinion recommend 
the proposal as outlined to their principals including the application of the pric- 
ing yardstick to new contracts and that if there were general agreement in 
the industry he believed the FPC would support it. 

“There was considerable discussion pro and con which cannot be set down 
completely. 

“Mr. Guy Henry pointed out that item VII did not necessarily cover price 
increases approved by the FPC, not being collected under bond, but which 
were being contested at the present time. This deficiency, Mr. Heyke believed, 
would be one which could be rectified. 

“Mr. Henry also asked if the proposal contemplated that distributors would 
be heard on all price provisions prior to action by the FPC. The answer was 
in the affirmative. 

“Mr. Berry asked if ‘inflation’ type clauses were covered under ‘I.’ The an- 
swer was that it was not covered specifically under ‘I’ but would be dealt 
with under VI (4). 

“Mr. Berry also raised the question of the advisability of compromise in the 
light of recent lobbying disclosures. This was commented on generally with 
no conclusions. 
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“Mr. Boothby raised the question as to whether or not we should be con- 
sidering these principles in view of the fact that the apparently wideopen ques- 
tion of the ‘yardstick’ had not been agreed to by the representatives of the 
producers. Mr. Heyke then reiterated his conviction that the producers’ com- 
mittee would recommend this formula to their principals. 

“Mr. Boothby said, in that case, he would recommend supporting these prin- 
ciples. 

“Mr. Forbes as a member of the committee stated he didn’t believe a better 
compromise was possible. He offered the suggestion that if it is decided to 
support such legislation it should not be labeled as a rewrite of the Harris- 
Fulbright bill as a practical matter. He disagreed with Mr. Frazier’s observa- 
tion that the situation is getting clearer as a result of recent FPC and court 
decisions 

“Mr. Forbes also stated that he felt the distributors should do something 
positive in creating needed new legislation rather than objecting to any change 
in the status quo. Consolidated Edison, he was sure, would support the sug- 
gested approach. 

“Mr. Dougherty said Consolidated Natural would also support this memo- 
randum. He feels the supply situation is critical and, while ‘cost’ would be a 
desirable item in the criteria, he feels it would be unrealistic to expect to get it. 

“Mr. Smoker was concerned over the possibility that the ‘yardstick’ being 
applied to new contracts might not be agreed to by the producers. He would 
prefer that ‘cost’ be included in the ‘yardstick.’ 

“Mr. Luce said his company would support the principles of the memo- 
randum. He felt, however, that the council as such should not take a position 
but should stand by, so to speak, and act as a ‘watchdog’ to see that any legis- 
lation reflects these principles. This latter observation, incidentally, was sup- 
ported by Mr. Kadane and was overwhelmingly endorsed by those present as 
the position the council should take if it were finally decided to approve the 
principles in the memorandum. 

“In this connection Mr. Eacker observed that it might prove embarrassing to 
the council if it refused to take a position in view of its previous vigorous opposi- 
tion to the Harris-Fulbright bill. 

“Mr. Frazier raised the following four points which, in his opinion, should 
be considered before making a decision to support or not support any legislation : 

“1. Regulatory climate: He felt that it had improved substantially in the last 
6 months and that the FPC was striving to relate costs to gas prices with some 
degree of success. 

“2. The political scene, in his view, was important, and we should reserve 
decision until after the election and the makeup of the new Congress was de- 
termined. Messrs. Watts and Shea supported this point. On the other hand, 
Mr. Luce stated that in his experience the political atmosphere was never right 
in all respects and he felt we should proceed on whatever we thought was the 
right thing and not depend on the result of an election to change the climate. 

“3. Natural-gas supply: Mr. Frazier pointed out drilling was ahead of last 
year with a higher percentage of gas wells being brought in. He said pipelines 
are not having any trouble lining up gas purchases. 

“4. Industry unity: Mr. Frazier said that the talk of unity in the industry, 
while important, was, in his opinion, the least cogent of our concerns in light of 
the distribution companies’ obligations to its consumers.” 

Mr. Shea felt that we can live with the status quo and that new legislation 
is not a must. He feels the Republican policy committee is not committed to 
new legislation and observed that FPC members are subject to change. He 
also feels that any new legislation, no matter who proposed it, would carry with 
it a certain stigma as a result of events this spring and the current investigation 
by the McClellan committee. 

Mr. Shea felt the suggested principles fly in the face of recent court decisions. 
Mr. Dougherty agreed, but stated this was the intention of the proposed legis- 
lative principles—to rectify existing ills and go beyond the courts. 

Several members felt the criteria used in the yardstick should include more 
specific items. Mr. Heyke stated that, in his opinion, it was better to keep 
VI (4) slightly open. He went on to say VI (4) was, in his opinion, the gist 
of the yardstick, as everything is included here except cost. 

Mr. Sieben stated his company could not accept any principles which did not 
include in the yardstick the protection of the consumer and costs. 
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Mr. Johnson also said his company would insist on the cost considerations, 
He stated that his company could not support any legislation easing the position 
of the producers, as it could be used against them for political purposes if con- 
sumers’ prices should increase for any reason even though unrelated to the price 
of gas at the wellhead. 

Mr. Kadane asked as to how the suggested approach is an improvement over 
the Harris-Fulbright bill. Mr. Heyke stated that it would remove or make in- 
effective objectionable favored nations and other similar obnoxious pricing 
clauses. . 

Mr. Heyke concluded this discussion with an urgent request for a prompt 
response to the two questions which are set out on page 2. The widest cross 
section of council members’ thinking should be presented to the producers on 
October 30. 

On October 30, 1956, a meeting was held between the negotiating committees 
of the producers and distributors. It was there agreed a drafting committee 
should be formulated to attempt to set out in more detail the principles con- 
tained in the memorandum of the meeting of October 9, 1956. Accordingly, I 
requested that Mr. Randall LeBoeuf be made available to participate with 
me in representing the distributors, which was done. However, he was not 
able to meet with the attorneys representing the producers at the first meet- 
ing, which was held in Houston, Tex., Wednesday, November 7, 1956. At this 
meeting, James O’Malley, a partner of Mr. LeBoeuf, participated with me and 
we made a preliminary draft which was later submitted to the negotiating 
committee of the distributors. 

On November 19, 1956, a meeting of representatives of distributors, pipelines, 
and producers was held in New York City at the Plaza Hotel. There was pre- 
sented at this meeting a draft of principles which had been prepared on No- 
vember 17 and 18, 1956, by the legal drafting committee representing all 3 
groups, which meeting was held at the office of Consolidated Natural Gas Co. 
in New York City. There was no ®*reement on this statement of principles 
and a subsequent meeting of the drafting committee was held on December 10, 
1956. 

On December 13, 1956, a meeting of the distributing companies was held at 
the Yale Club in New York City. At this meeting many objections were made 
to the statement of principies which had been prepared in November and re- 
vised on December 10, 1956. With the notice of this meeting, which was sent 
to all member companies of the council of local gas companies, there was en- 
closed the preliminary working draft dated November 21, 1956, which contained 
the statement: “For discussion purposes only and does not represent agreement 
of any group on language or principles.” 

Following the meeting of Decemebr 13, 1956, revisions to the preliminary 
working draft dated November 21, 1956, were made. These changes were dis- 
cussed at a meeting of the lawyers’ group representing producers, distributors, 
and pipelines on December 17, 1956. The changes suggested by the distributors 
were presented to the lawyers representing producers and pipelines, and were 
discussed at a meeting of the negotiating groups representing producers, dis- 
tributors, and pipelines on December 18, 1956, at the Plaza Hotel in New York 
City. At this meeting there was no agreement on principles, and the meeting 
disbanded without any further meeting scheduled. There had been no agree- 
ment on principles by this time, although the lawyers acting as the drafting 
committee had made many attempts to work out suggestions that had been 
submitted. 

An agreement upon principles was finally worked out at a series of meetings 
in January 1957, in New York City, these being: 

1957 

January 22: Meeting of negotiating committees of producers and distributors 
at Yale Club. 

January 23: Worked with drafting committee at my office. 

January 24: Meeting of negotiating committees of producers and distributors 
at Panhandle Eastern Pipe Line Co. office. 

January 29: Meeting of distributors’ committee and lawyers. 

January 30: Meeting of representatives of distributors, pipelines and producers 
at Consolidated Natural Gas Co. office. 

January 31: Meeting continued, and finally resulted in a compromise agree- 
ment of principles. 
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1957 
February 1: Drafts were made and sent to the participating groups. This 
draft was the one submitted to Mr. Harris and became the basis 
for H. R. 6790 and H. R. 6791. 


WittiAM A, DOUGHERTY. 

Mr. Hesevron. Thank you, sir. 

Mr. Doucuerry. Thank you. 

The Cuartrman. Mr. Williams. 

Mr. Wiciu1ams. I know the hour is getting late. 

Mr. Douguerry. Don’t worry about me. I will stay here all 
evening.. 

Mr. Witu1aMs. | wanted to tell you that I want to thank you for 
your patience—— 

Mr. Doveuerry. Thank you, sir. 

Mr. Witttams. And to tell you that my series of questions will not 
last over 5 or 10 minutes at the most. 

This morning, in my initial interrogation, | had begun to request 
certain information from you that I feel may shed some light on this. 

| believe you answered, in response to my question, that your outlay 
for natural gas in 1956 was some $121 million ? 

Mr. Douguerry. Yes, sir. 

Mr. Wituiams. Do you have those figures readily available ? 

Mr. Doveuerry. Yes, sir; I have them. 

That was payment for purchase gas in 1956 by the whole system, 
which was $121,030,65 

Mr. WituraMs. Does that include the gas which you purchased from 
your affiliated companies / 

Mr. Doveuerty. No. That would include only the payments made 
to outside system companies. That would exclude any intercompany 
transactions. 

Mr. WituiaMs. Do you have any way to break down the figures so 
as to give us the total amount of money that was paid for the natural 
gas itself, at the wellhead, by all of your distributing system ? 

Mr. Doucuertry. Well, you asked me this morning, particularly—— 

Mr. Wits. I realize it is not easy to separate those figures, I 
know that. 

Mr. Dovenertry. Let me give you this specific bit of data, which 
you did ask me for. 

Mr. Wiii1AMs. Yes, sir. 

Mr. Doucuertry. We paid to the Tennessee Gas Transmission Corp. 
in 1956 a total of $44,624,320. 

Now, we have computed that represented in that payment would 
have been $17,556,166 paid by the Tennessee Gas Transmission Corp. to 
producers. 

Mr. Wiiui1AMs. Yes, sir. 

Mr. Doveuerry. And we have computed that on what is their 
average price of 12.2 cents per thousand cubic feet. 

For Texas Eastern Gas Transmission Corp., the Consolidated 
System paid $47,672,158, of which $18,296,960 was paid by Texas 
Eastern to producers at what we have computed the average rate to be 
12.8 cents per thousand cubic feet. 

Panhandle Eastern, the third —— from which the system buys 
gas, we pay $14,447,327, of which $4,986,450 was paid by Panhandle to 
the producers at the average rate of 9 cents per thousand cubic feet. 


92196—57—pt. 2——_15 








1060 NATURAL GAS ACT 


Now, I did not add those figures up, but the balance of the $121 
million would have been paid primarily to purchasers in the Appala- 
chian field for gas, local gas, and our average price that we paid was 
23.86 cents. 

Mr. Wiiu1aMs. Did the figure of $121 million include the $44 million 
that you paid to the Tennessee Co. ? 

Mr. Doucuerty. Yes, sir. ’ 

Mr. Wiiu1aMs. Or the $17 million—which was the net amount ? 

Mr. Dovucuerty. No; it is the $44 million. 

Mr. Wiiu1aMs. Yes, sir. 

Mr. Dovcuerry. We paid Tennessee on their rates filed with the 
Federal Power Commission. 

We have nothing to do with paying the producers from whom Ten- 
nessee buys gas. 

Mr. Wiuu1ams. Yes, I realize that, but what I am trying to do 
is to find out approximately how much the natural gas which flowed 
through your lines cost at the wellhead—the total, if it is possible to 
figure that out. If not, could you estimate it? 

Mr. Doventrry. Well, let me see if I can give you that. On the 
basis of these figures, from the pipeline companies on that basis—-- 

Mr. WiturAMs. An estimate in round figures would be close enough. 

Mr. Dovueuerry. I am trying to get that. 

I would say that from the three pipeline producers the best I can get 
without further mathematical computation, the average would be 
about 91% cents, and you see the reason is the Panhandle, that pays 9 
cents, supplies us with a much lesser quantity of gas than the other 
2 who pay, in one instance, 12.1 and 12.2. 

Mr. Witx1aMms. I believe the figures you gave me a few minutes ago, 
if you add them up you will get $40 million plus. 

Mr. Doveuerty. That is right. 

Mr. Wiu1aMs. Now, the other gas which you bought from pro- 
ducers and from your affiliated companies approximately, if you can 
estimate it, what would be the total cost of that gas? 

Mr. Doueuerry. That would be about 17 or 18 million dollars. 

Mr. Witi1aMs. So, then, the persons who actually produced the 
gas received somewhere in the vicinity of $57 or $58 million for the 
gas which flowed through your pipelines last year; is that right? 

Mr. Doucuerty. Yes; that is our purchase gas. 

Mr. Wiis. All right, sir. 

You use a great deal of steel, do you not? 

Mr. Doueuerry. Oh, yes. 

Mr. Witi1aMs. Could you tell us what, or how much your budget, 
of your operation came to in the purchase of steel in 19564 I presume 
next to natural gas steel is probably the largest single item; is it not? 

Mr. Doucuerry. Yes. 

Of course, that almost all of it is capital expenditure and does not 
go into operating expenses. 

Mr. Wiuiams. Yes. 

Mr. Doucuerry. But in 1956 our construction budget was $45 mil- 
lion, and this is a very, very rough guess, I would say half of that 
would be involved in steel, because it is distribution well drilling, 
well drilling and storage and transmission expenditures, and even if 
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they are compressor stations, there is steel there, and I might even be 
low in that, but that would be my guess. 

Mr. Wiiu1aMs. That would mean that some 20 or 25 million went 
ii.to the purchase of steel; would it not ? 

Mr. Dovucuerry. Yes; I am sure there is that much that we bought 
in the way of steel in that year; and in 1957 our budget is $74 million, 
and there again the same percentage I think would probably apply. 

Mr. Witu1AMs. Do all of the receipts of your company come from 
the distribution of natural gas? 

Mr. Doucuerty. Well, all except that we do sell wholesale, our 
New York State Natural Gas Corp. sells at wholesale to cities like 
Rochester and Syracuse. But it is all gas, either sold to the ultimate 
consumer or other distributing companies. 

Mr. Witi1AMs. I presume it is a matter of record, so I do not im- 
agine I am out of order in asking this question, but could you or would 
you tell us what the total gross receipts of your company were last 
year ? 

Mr. Dovucuerty. Oh, yes. 

Mr. Wiuu1aMs. Before taxes. 

Mr. Dovucuerty. Yes. 

Our total revenues from gas sales last year were $258,081,741. 

We would have some income from investments, but that is from 
the sale of gas is what I think you wanted. That is what you wanted 
to know. 

Mr. WitiiaMs. Basing that on the figures you have given me, your 
total receipts would amount to something in the vicinity of 4 or 5 
times the cost of the gas which flowed through your lines, would it 
not? 

Mr. Doveuerry. Well, if you disregard our own production, which 
I cannot give you any figures on because that just goes into the cost, 
and relating it to what has been paid in the field down in Texas, and 
Louisiana, those would be appropriate figures; yes, sir. 

Mr. Wiurams. The reason I ask these questions, I wanted to get 
some idea, if possible, of the relationship of the cost of the natural 
gas at the wellhead to the price that the consumer pays. 

Mr. Doucuerry. Well, that is all right. That would certainly be 
proper. 

Our average, I can probably even—no, I cannot. 

I think that I cannot give you an average price of gas at the well- 
head from all our suppliers as related to our own prices. I can give 
you some average figures, if you are interested in them, as to what our 
average revenues are. 

Mr. Wiutams. In this respect, and I am not going to ask you to 
put anything further into the record on this, but to the extent that 
$57 million relates to $258,900,000, the price paid to the producer af- 
fects the gas bill of the individual consumer, does it not, to that 
extent ? 

Mr. Dovauerty. It affects it to some extent, yes; that is to the extent 
that it is there. 

Mr. Wiu1aMs. To the extent that $20 or $25 million paid for steel 
relates to the $258 million that also affects the price that is paid by 
the consumer, does it not? 
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Mr. Dovenerty. Well, of course, you cannot really relate the 
amount paid for steel to the $258 million because $258 million repre- 
sent our operating revenues from gas bills, and the amount you asked 
me about steel relates to the capital account that we are putting in the 
ground. 

We would not spend that much money for maintenance, purchase 
of little things. 

Mr. Wiu1AMs. I understand. But if steel were half the price that 
it is now 

Mr. Doveuertry. Oh, boy. 

Mr. Witu1aMs. Then the consumer 

Mr. DouveHerty. No question about that. 

Mr. WiiuiaMs. The burden on the consumer would be less? 

Mr. Doveuerty. There is no question about that. 

One of our problems is the constantly increasing cost of steel. We 
just had another one here a few months ago. 

Mr. Wititams. The same is true with regard to wages and every- 
thing else. 

Mr. Dovucuerty. We have a wage increase every year now. 

Mr. Wriu1ams. And everything else that goes into the operation 
of a utility. 

Now the Supreme Court, as I understand it, and correct me if I 
am wrong, found as a basis for the Phillips decision that the pro- 
duction and gathering of natural gas at the wellhead was, in fact, 
an integral part of the interstate utility operation, did it not? 

Mr. Dovenerty. I do not so interpret the decision, Mr. Williams. 

What they said was that the sale of natural gas, whether by a 
producer or a pipeline, which gas moves in interstate commerce, is 
subject to the jurisdiction of the Natural Gas Act, and that is as far 
as the Phillips decision went, I think. 

Mr. Witu1aMs. The only basis on which they could make it subject 
to the Natural Gas Act would be to put that into interstate com- 
merce. 

Mr. Doveuerty. That is right. 

Mr. WituiaMs. Therefore, under the theory advanced by the Su- 
preme Court, the production of natural gas becomes an integral part 
of the interstate operation, does it not? 

Mr. Doueuerry. Oh, well, yes, as a legal matter, I think that under 
that decision it would be wholly constitutional for this Congress to 
go back even farther than it is proposed here, or even under the pres- 
ent law, and do certain things that regulate the production of gas 
is it might affect price. 

Mr. Wiritams. In the Phillips decision, the Court differentiated 
between the sale of other minerals that come off land, and the sale 
of natural gas, did they not? 

Mr. Dovucuerty. Well, what they have done is apply a law that 
deals with natural gas to that particular sale, you see. I do not think 
the Court itself made such a distinction., I think what they said was, 
erroneously, as I think, that this Congress had done it back in 1937 
or 1938. 

Mr. Wiu1aMs. I realize that. On the other hand, had the Supreme 
Court considered the act of production and sale purely a local op- 
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eration, and even though the Congress might have sought to legis- 
late it within the sphere of interstate commerce, the C ourt still would 
have been compelled to rule that law to be unconstitutional, would it 
not, if the Court, in its judgment, had determined that the sale of 
natural gas was purely an intrastate operation ? 

Mr. Doucuerry. Oh, yes. 

Mr. WuuiaMs. We are theorizing now, of course. 

Mr. Dovenrerty. Well, I tried to “get them to agree with me on that 
in the case of the Interstate Natural Gas Co. back in 1945, and I was 
wholly unsuccessful, just as were the Phillips lawyers. 

Mr. WiittaMs. If natural gas is to be continued in that category, 
do you not think that it would be equally proper that steel, and every 
other item in the cost of operation in an interstate utility, should also 
come under Federal regulation ? 

Mr. Doucuerry. Well, I would not go that far with you, Mr. 
Williams, no. 

Mr. Witxi1AMs. Where would you draw the line? 

Mr. Dovenrrry. Well, I think wherever the furnishing of the com- 
modity under question is, because of its characterization or its char- 
acteristics, necessary to be put under some governmental control under 
the public interest, for the public interest; that there is a distinction 
between the elements of buying steel and the furnishing of natural 
gas to these distributors that we are responsible for, and 

Mr. Wira11AMs. Is it your feeling that there is less competition in 
the production of natural gas than there is among steel companies ? 

Mr. Dovenerry. Well, I do not know that there is any less com- 
petition; that is, there is very serious competition among steel com- 
panies, and there again it depends on the markets. 

I can remember when we had a buyer’s market in steel pipe, but 
that is not true today. 

Mr. WitiiaMs. Is it not true, as it has been charged by some in the 
natural gas industry, that in the steel industry, 3 or 4 or 5—— 

Mr. Doucnerry. Oh, yes. 

Mr. Witn1ams (continuing): Corporations virtually monopolize 
the entire industry ? 

Mr. Dovucuerty. That is quite so, and there is some antitrust action 
to be started against Bethlehem and Youngstown for trying to get 
together. 

Mr. Wirr1amMs. One more question. 

Mr. Dovcuerry. Yes. 

Mr. Witiiams. Prior to the enactment of the Phillips decision— 
that is what I consider it—the natural gas business was a three-phased 
business, was it not? First, there was the production of natural gas. 

Mr. Doucuerry. Yes, sir. 

Mr. WitxitaAms. Which had historically been considered to be an 
intrastate or a local operation—private sale, so to speak. 

Mr. Doucuerry. Yes. 

Mr. WitutaMs. Second, there was the transportation across the 
State line, which was regulated by the Federal Power Commission as 
an interstate operation, under the commerce clause of the Constitution. 

Third, there was the sale by the interstate pipeline to the local 
distributor, there again reverting to an intrastate operation. 
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Mr. Dovenerty. Yes, sir. 

Mr. Wix1aMs. Subject to whatever controls the State might desire 
to impose, or subject to complete freedom of operation if the State so 
chose. 

Now, the initial phase, under the Phillips decision, which was the 
production and sale of natural gas, has been brought in by the court 
as part of the interstate operation. 

If we are to accept that as being right, and in accordance with law, 
the intent of the Congress and the Constitution, must we not also 
say that the distribution likewise must be a Federal operation and 
part of that interstate operation ? 

Mr. Dovenerry. Well, I do not think it necessarily follows, be- 

‘ause after the gas once reaches the State level of distribution, there 
is no further interstate commerce. And under even decisions of the 
Supreme Court that remain, when the local area takes over, they 
consider that no longer is there an interstate movement; that is, there 
is a time when it stops before it reaches my gas burner. 

You see, the difference is that when you once start on an interstate 
journey, that is where you are going. ‘But when you finish the inter- 
state journey, then no longer has the Federal authority, under our 
Constitution, any control. 

And you will recall what used to be talked about as the broken 
package cases, where there is a time when locally no longer can there 
be any Federal authority. Up to that 

Mr. Wirx1aMs. I could not agree with you more in that statement, 
in principle. 

Mr. DoveHerty. Yes. 

Mr. Witi1Ams. However, I must take exception to the theories 
that have been advanced that the production and sale of the natural 
gas is the beginning of the interstate operation and inseparable from 
the other phases of the business. 

My feeling is that if the natural gas is in interstate commerce 
while it is coming out of the well, as the Supreme Court has ruled 

Mr. Dovucuerty. Yes. 

Mr. Wiiutams (continuing): Then it must also be in interstate 
commerce until it comes out of the stove burner. That is the basis for 
my reluctance to go along with this legislation, which definitely would 
fix the production of gas in an interstate commerce category. 

Mr. Dovenerry. I am wholly in agreement with you that the inter- 
state movement should not start until it gets into the pipeline, and I 
have tried to argue that in the Interstate Natural Gas Co. case, and 
that is what this bill does. That is about all I can do about it. 

Mr. Witu1ams. Thank you very much. 

The Cyaan. Mr. O'Hara? 

Mr. O’Hara. Mr. Dougherty, it would certainly be in very poor 
taste for me at this late hour to ask any extended questions, but I have 
a few. 

Mr. Dougherty, at this stage of the game, when the witnesses are for 
the proponents or opponents of the bill, I feel that the witness must 
feel like in a case I tried some years ago, and this is a true story. It 
was a criminal case, and I thought I had a very strong defense, and 
T was quite amazed at the length of time the jury was ‘out, 
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They finally brought in a verdict acquitting my innocent client; and 
I said, when I could get around to talking to one of my friends on the 
jury, I said, “Well, what in the world kept you out so long?” 

“Well,” he said, “we all agreed the man wasn’t guilty right away. 
So we were held up because one member of the jury who was a busi- 
nessman who I thought had considerable intelligence, said, ‘We have 
got to try to find him guilty in something, haven’t we?’ ” 

So I sometimes think the witnesses here who take a position one way 
or another find themselves in that position. [Laughter.] 

Mr. Dougherty, I am interested in some phases of the efforts which 
were made by the various segments of the industry to get together, 
because I know a little about them, and some of the questions left an 
innuendo which I think probably should be cleared up. 

You were representing, as I understand it—you and others—purely 
the producers’ viewpoint in these opening discussions and during all 
of the negotiations? 

Mr. Dovucuerty. No. I was representing the distributors’ view- 
point, Mr. O’Hara. 

Mr. O’Hara. I meant the distributors. 

Then there were representatives of the producers’ group; were there 
not 4 

Mr. Doucuerty. Yes, sir. 

Mr. O’Hara. And representatives of the long lines or pipelines? 

Mr. Doucuerty. Yes, sir. 

Mr. O’Hara I presume at the start of the proceedings, at the start 
of these negotiations, you were all dealing pretty much at arm’s 
length, and with considerable variance of viewpoints and considerable 
vigor in the differences of viewpoints; is that not true? 

Mr. Doveuertry. That was true not only in the beginning, but it 
continued practically right up to the last day, I can assure you. 

Mr. O’Hara. And you mentioned the fact that Mr. Bomar attended 
some of these meetings. 

Mr. Dovucuerty. Yes, sir. 

Mr. O’Hara. And also the Minneapolis Gas Co. by its president. 

Mr. Dovcuerty. Yes, sir. 

Mr. O'Hara. And the gentleman who succeeded the president also 
was there as his attorney. 

Mr. Dovcuerry. Yes, sir. 

Mr. O’Hara. A gentleman I have known for many years. 

Mr. Dovucuertry. Mullin. 

Mr. O’Hara. Mullin. 

How many meetings did they attend, if you know? 

Mr. Dovenerty. They attended, I would say, about 3 or 4. 

Mr. O'Hara. They were at least one? 

Mr. Doucuerty. I would say at least, my guess would be, four. I 
do not have a record of their attendance, but I know they were there, 
either one or the other of them, in December, back in October, and 
earlier in June; at least 3, and I think possibly 4, meetings. 

Mr. O'Hara. Would it be a fair statement to say at these meetings 
there was nothing secret about it; the members of the various groups, 
the producers or their representatives, spokesmen, the distributors 
or their spokesmen, and the long lines or their spokesmen, and every- 
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body, were invited in a general way to attend those meetings; is that 
a fair statement ? 

Mr. Doveurrtry. Oh, absolutely. You see, we started off with this 
Council of Local Gas Companies that had opposed the Harris-Ful- 
bright bill, so from the distributors’ viewpoint, and a committee was 
appointed 

Mr. Harris. What was his name? 

Mr. Dovenrrry. I do not understand the question. 

Mr. Harris. Who headed the council ? 

Mr. Doucnerty. John Heyke. 

Mr. Harrts. No—he headed the council ? 

Mr. Dovenerry. Of local gas companies ? 

Mr. Harris. Yes. 

Mr. Dovenerry. That is right. 

And it was that, from the distributors’ standpoint, that started off 
this movement. 

Then we got the committee, the negotiating committee or policy 
committee, working; and then we would report back to the general 
group. 

And it was at these general meetings that either Mr. Mullin or 
Harry Wrench were present. 

Mr. O'Hara. Well, as a result of these meetings, you had a num- 
ber of them, it finally got to a point where certain of them said, in- 
eluding the Minneapolis Gas Co. people and Mr. Bomar and others, 
I presume, well, they just wanted to let the status quo under the 
Phillips decision go on. 

Why did you people, as distributors, you who continued, insist 
that there should be some solving of this problem ? Was it the fact 
that you felt the result of the Phillips decision making these inde- 
pendent producers a public utility wherein they had to come in and 
apply for a certificate of convenience and necessity, was a hardship 

et was hurting the supply, or just what were all of the elements 
that you felt were unfair as a result of that decision which did need 
remedying because you knew it was affecting in the future your 
supply of gas? 

Mr. Dovenrrry. Well, it was not so much the question of the ne- 
cessity of getting a certificate of pu tblic convenience and .necessity 
because, while that is a lot of work, it is no great difficulty. 

But it was the fact that we felt that the producer would have to be 
regulated under the existing law as then carried on, and that the 
public-utility method of regulation was not conducive to producing 
and getting gas to us. 

And those of us who were in favor of that continued to feel that 
we wanted to do something to get some relief from the present method 
of regulation, and to try to produce some type of substitute which 
would give us the protection for our consumers: which, by the way, 
I think I represent just as much as does the mayor of Cleveland or as 
does the mayor of the city of Akron. 

Mr. O’Hara. After these meetings had finally worked out what 
those of you who stuck with it had agreed upon, I suppose there 
was considerable reluctance in various segments of the industry in 
getting the approval, say, of the producers, the hearty approval of 
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the producers, perhaps the hearty approval of the distributors, and 
the unanimous and hearty approval of the long lines; is that about 
the situation that resulted ? 

Mr. Doucuertry. Well, I think that when the final decision was 
made in January to agree to some of our final things, that the other 
two groups were the dissatisfied groups, and we felt we had done a 
pretty good job for the distributing industry and the consumers 
represented by it. And I am very frank to say that there was a lot 
of very tough arguing to get some of these viewpoints accepted by 
both the pr oduci ‘ing group and the pipeline group. 

Mr. O’Hara. One final question: The bill, Mr. Harris’ bill and my 
companion. bill, which is before us here is not in the same form of 
draftsmanship, by any manner of means, that had been agreed upon, 
but the principles are maintained in that, in those bills; are they not? 

Mr. Doueuerty. That is correct. As I said once before this after- 
noon, I had difficulty in recognizing my child at first, but I could see 
some relationship after I had studied it, but it is a fine job. It isa 
great improvement on the things we had set up, no question about it. 

Mr. O’Hara. That is all, Mr. Chairman. 

Thank you, Mr. Dougherty. 

Mr. Doucuerty. Yes, sir. 

The Cramman. I appreciate that comment very much, myself, 
because we feel that the Legislative Counsel’s Office here in the 
House of Representatives, and the head of that Office, who is the 
principal legislative counsel of this committee, and has been since 
before Mr. Rayburn, the Speaker of the House, was chairman of 
this committee—we feel that he is one of the best, from the stand- 
point of drafting good legislation, that we can find anywhere, and 
I know he is very glad to have the confidence you have placed in him. 

Mr. Dovucuerty. I want to give the highest praise, because he 
took sort of a hodgepodge of things, and when it came out he did a 
magnificent job of rearranging it ‘and stating it in better ways, and 
adding certain clarifying language that we, being so close to it, I guess 
did not see there was a necessity for it. 

The Cyaan. Mr. Alger, did you have a question? 

Mr. Aucer. Very briefly. 

Mr. Dougherty, I have been very impressed with the answers you 
gave this ae and when my 5 minutes terminated this morning, 
you had said, if I understood the remarks correctly, since the Phil- 
lips decision there necessarily has been more paperwork. 

That paperwork has naturally cost, is a cost of doing these things. 

Mr. Dovenerty. Yes, sir. 

Mr. Arcrr. And the expectation would be, therefore, that under 
this bill, which will require some paperwork, too, as compared to 
before the Phillips case without regulation, that that cost would be, 
then, transferred on to the consumers, which I therefore assume will 
mean a higher gas price. 

Could it be that there will be increased gas prices because of this 
attempt to regulate the industry, for whatever reasons this regulation 
is needed ; could it be that the price will now continue to rise, and 
even rise more highly than you have anticipated, because of additional 
costs now to be thrown in as a part of regulation ? 
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Mr. Dovenerry. I certainly expect gas prices to rise, but I do not 


expect that the gas prices w ill rise more if H. R. 6790 becomes the law 
than they would if it did not. 


Mr. Arerr. You think not? 

Mr. Doveuerry. I think not. 

Mr. Aterer. How about the supply ? 

Mr. Dovcnerty. I think the supply will be much more adequate, 
because I know companies that are holding off of the market their 
supplies of gas, and I think if this legislation passes it will be possible 
to encourage them to loosen up on some of that, and I think there will 
be some more gas available. 

Mr. ArcEr. Will there be as much gas available under this bill as 
there would be without any regulation, as before the Supreme Court 
decision ? 

Mr. Doveurrry. Well, I suppose—no; I think—well, I will put it 
this way: I think that the producers have become somewhat accli- 
mated and reconciled, you might say, to some degree of supervision 
of their pricing methods, and ‘T do believe that if this bill is passed, 
and to a great extent because of these meetings we had, they under- 
stand our problems a lot better. We are a lot better friends than we 
used to be. 

Mr. Arcrr. You feel that exploration and supply will not be cut 
down by this bill as compared to no bill at all? 

Mr. Doveurrry. Absolutely. 

Mr. Areer. I appreciate your answer. 

Then on page 2 of the system policy—you know this so well I do not 
think you have to refer to it; I will repeat it again—in which you say 
producers selling natural gas to interstate pipelines should be relieved 
of the public- utility type of regulation now in effect. 

Mr. Dovcuerty. Yes, sir. 

Mr. Arcer. And your reasons for that, as I have gotten the tenor 
of the questions and answers, is that you felt the present situation 
might limit supply ? 

Mr. Dovcuerty. That, plus the fact that I think it is not adaptable 
to the production operations, that is, as a matter of fairness or as a 
matter of good economics, and I think that would have its bearing on 
reducing and limiting the supply. 

Mr. Acer. One last thought: Do you feel that the production of 

gas, prior to the Supreme Court decision, was monopolistic at the pro- 
duction level down at the gas field; and the pricing of gas a result of 
that monopoly, do you feel it was monopolistic ? 

Mr. Dovanerry. No; I do not think it was monopolistic. There 
was adequate opportunity to go out and buy gas. But because of a lot 
of competition for it, with increasing costs of other fuels, it sort of got 
into a situation where the market was more of a seller’s market than a 
buyer’s market. 

And even if that had been so, if there had not been these favored- 

nation and other types of clauses, I think we would not have been 
fussing so much as we did 2 years ago. 

Mr. Arcer. You feel that the history of prices prior to 1954 shows 
regulation was necessary ? 

Mr. Dovenerry. No; not prior to 1954. 

Mr. Aucrer. You do not? 
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Mr. Dovcuerry. Oh, yes; I think prior to 1947. I was thinking of 
1944. From 1947 up to 1954, I think there was a considecable feeling 
among distribution companies they should do something. 

Mr. Arcer. That prices were rising unduly ? 

Mr. Doucuerry. Yes, sir. 

Mr. Aucrr. More than to be expected in the general cost-of-living 
increases—— 

Mr. Doucuerry. Absolutely. 

Mr. Acer. In costs of steel and trucks and equipment and drilling 
equipment ¢ 

Mr. Dovenerry. Yes; they did. 

Mr. Acer. Is there any truth in the figures which show that the 
gas prices, as against the 1935-39 index, are something over, just a 
little over, what they were back in those days, as compared with about 
225 percent increase in other expenditures—steel, labor, and so forth? 

Mr. Dovcuerry. I am sure those figures must be allright. Iam only 
talking about my own experience; and we did have, from the experi- 
ence of the Consolidated Natural Gas System, a pretty fast increase of 
prices. And I will just point that almost all of this came about 
because of these favored-nation clauses. We, in back, 
say, to 

Mr. Arcer. If I might interrupt at this point, because the hour is 
late, if you would like to put that in the record at this point, if you 
have not—I think you referred to that several times—but if you would 
like to put those figures in the record, I will not follow this further. 

I will tell you this: ] plan, as I have time later on—I will give you 
the rebuttal now, if you would like to put it in the record—to ‘show, if 
the figures show, that the price of gas has increased much less than 
have the prices of steel and labor; and, as a matter of fac ‘t, many of 
the costs have been absorbed by the gas producers. 

Maybe those facts I have are wrong, but I just wanted you to know 
that, and that is what prompted my question, in case you would like 
to put in the record now figures showing that the price increase has 
been undue, because I would like to have that information, and I do 
not want you to read all of it now because the hour is late. 

Mr. Dovenerry. All right, I will do that. 

Mr. Arcer. Thank you, Mr. Chairman. 

Thank you, Mr. Dougherty. I appreciate your being here. 

Mr. Dovenerty. Thank you. 

The Cratrman. You may include, Mr. Dougherty, with your re- 
marks, if you will, in response to some of the requests made of you 
today, such additional information as requested on this and other 
matters. 

I would like to remind my colleague, however, that this information 
was all included in the record 2 years ago by Dr. Boatwright; a full and 
complete analysis of the entire situation. 

Mr. Arcer. I have the uncanny feeling, Mr. Chairman, that many 
of the members of this committee ae forgotten it, or maybe some of 
our witnesses did not know it. I did know that Mr. Heselton was 
bringing up things which had been covered, too. 

The Cuamrman. No doubt about it, no question about that; not only 
Mr. Heselton, but some of the rest of us. But the information is 
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available, and I understand Dr. Boatwright is also bringing that up to 
date in connection with his statement and discussion. 

Mr. Avoer. Yes. 

The Cuarrman. Mr. Dougherty, you testified that you had 1,079,501 
consumers. 

Mr. Doucuerty. Yes, sir. 

The Crarrman. How m: iny meters do you serve ? 

Mr. Dovenertry. Well, that is the same thing. That is what that 
means, sir. We count a consumer as a meter. 

The Cuarmman. All right. 

Now, populationwise; what is it? 

Mr. Doucuerty. Well, we serve, altogether, through our—including 
our 

The CuarrmMan. Seven hundred forty-five communities, with an 
estimated total population of 4,416,000? 

Mr. Doveuerty. Yes. 

The CuatrmMan. How many meters or consumers in the United 
States are receiving natural gas? 

Mr. Doucuerry. I think there are 29 million, 28 or 29 million, I be- 
heve, is the last figure I have seen. 

The Cuatrman. Yes. That includes commercial? 

Mr. Dovenerty. Oh, yes. 

The Cuarrman. Industrial? 

Mr. Dovenertry. Yes; that is right. 

The CHArrman. As well as household ? 

Mr. Doucuerty. Yes. 

The Cuatrman. Let me thank you, Mr. Dougherty, on behalf of the 
committee for your appearance here tod: ay, and the ver y fine statement 
you have given, and the very willing responses, clear and concise, that 
you have given to this committee. 

You have certainly helped to make this record very fine. 

As I indicated to you this morning, I feel much better about having 
you on my side at this time than I “did when you were against me 2 
years ago. 

Mr. Dovcuertry. Well, thank you, Mr. Chairman. It has been 
a pleasure to be here, and I appreciate the courtesy and patience of 
the committee. 

May I say it brings back 20 years ago when I spent some time here 
when Mr. Lea was chairman of the committee. I am only hoping 
I do not have to be here 20 years from now. [Laughter. | 

The Cuamman. Well, you have been very patient, and we appre- 
ciate it, and are very glad to have had you here. 

Mr. O’Hara. One short final question. 

Mr. Dougherty, do you feel these two bills introduced by Mr. Harris 
and my self, generally, from the first page to the last page, present 
a fair, comprehensive, needed piece of legislation which deals fairly 
with the producer, the distributor, the consumer, and the long lines, 
in fact, everybody involved in this very complex problem / 

Mr. Dovenerty. I do. 

Mr. O’Hara,. Thank you. 

The Cuatrrman. Thank you very much. 

Mr. Dovenerty. I could not make it any shorter than that, Mr. 
Harris. 
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The Cuamman. Thank you very much, Mr. Dougherty. 

May Lask if Mr. Williams H. Curry, president of the Rocky Moun- 
tain Oil & Gas Association, is present ¢ 

(No response. ) 

The Cuamman. Mr. Curry may have permission to file his state- 
ment for the record, if it has not already been filed. 

(Mr. Curry’s prepared statement is as follows:) 


STATEMENT OF WILLIAM H. CurRRY, PRESIDENT, Rocky MouNnTAIN O11 & Gas 
ASSOCIATION IN Support oF H. R. 6790 ANp H. R. 6791 


My name is William H. Curry. I am an independent geologist of Casper, Wyo., 
and appear before you as president of the Rocky Mountain Oil & Gas Associa- 
tion. We are a trade association interested in matters pertaining to the ex- 
ploration, development, transportation and refining of crude oil and natural 
gas. We do not include marketing. The seven States of Montana, Idaho, 
Wyoming, South Dakota, Nebraska, Utah, and Colorado comprise the locality 
of our interest. 

Our membership is composed of 24 major oil companies, defined as those hav- 
ing integrated interests of pipelines, refineries and marketing, along with 451 
independent and small company operators. These total 2,089 individual mem- 
berships, 34 percent of which are employees of major companies and 66 percent 
are in the smaller categories. From this membership, 8 are companies primarily 
interested in gas, representing 118 individuals, or 5.6 percent of our individual 
membership. 

The Rocky Mountain province generally is now primarily one of oil develop- 
ment, but gas is in the ascendency. Approximately 100,000 square miles, prin- 
cipally in 3 large geological basins, constituting roughly 37 percent of our total 
prospective sedimentary area, are considered potential gas territory. We be- 
lieve these, the Paradox Basin in southeastern Utah, the Uinta Basin of north- 
eastern Utah and northwestern Colorado, together with the Green River Basin 
of southwestern Wyoming constitute one of the greatest potential gas areas in 
the Nation. Natural gas from these localities may be transported great dis- 
tances over the Nation through existing and proposed transmission lines. 

The natural-gas consuming areas of this country have a real stake in seeing 
that production and reserves are developed in this great region. They should 
know that only through proper incentives of minimal regulation and fair pricing 
can operators be justified in assuming the risks of wildcatting and developing 
our mountain country. The members of this committee know that the Rocky 
Mountain area is not one of the densely populated sections of the country. In 
fact, my State of Wyoming is the second thinnest populated State in the Union. 
When natural-gas deposits in abundance are discovered in our sector, the prin- 
cipal markets for such are the more densely populated and heavily industrialized 
areas in other parts of the United States. Therefore, much of our gas will have 
to travel great distances to these out-of-State markets and, hence, will be subject 
to Federal regulation. The unavailability of large local markets, plus the 
utility-type regulation now upon the producers, probably has a more retarding 
influence upon our search for and development of gas reserves than in other 
areas where large local markets are available. 

For many years, exploration and development of natural gas in the Rocky 
Mountains has been retarded by lack of markets. There are instances where 
gas fields have been shut in for 18 to 30 years because of the remoteness of 
their locations from markets. Only now, since recent interstate gas trans- 
mission lines have been constructed at great expense, do these important fields 
have the opportunity to develop and produce; hence, lack of markets is no longer 
the deterrent it previously was. We believe that access to markets and fair 
field prices will result in discovering a great deal more gas in Utah, Colorado, 
and Wyoming. The density of exploration in this vast region, which is 
primarily prospective gas territory, has been judged to be about 1 wildeat for 
each 130 square miles and, in certain parts of the Green River Basin of south- 
western Wyoming, wildcat drilling actually has been less than 1 to 250 square 
miles. 

When this scant density is coupled with the success ratio of 44 dry holes 
drilled for each successful wildcat g¢°s discovery, as indicated by the national 
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averages of the American Association of Petroleum Geologists, one may readily 
see that these great basins are nowhere near their full development. 

Drilling statistics for 1956 in our total 7-State region reveal that 170 gas wells 
were completed from a total of 3,790 wells drilled. Thus, 4.5 percent of our 
total drilling effort resulted in gas wells. Additionally, only 41 gas wildeats were 
successfully completed out of a total of 1,753 wildcats drilled, for a success 
ratio of 2.3 percent. 

In 1956, gas production in round figures, which indicate the order of magnitude 
of production, was as follows: 


Table of production 


{In thousands cubic feet] 


Colorado iuluilt2 | 398, 600/600 


ee EAR ee Shdin wasedeaet tds cstahbe aisceebiaia een aed Lh S ag anode None 
een 2 ese, ek Se a a ee ak 30, 000, 000 
eee oy Soo. 2b ee ea el ea _.. 16, 000, 000 
i AON oo. bce IS. Bc ee Re ona None 
NIN ee tS ceil IN i ce ch Rect elaine ng habpitelca tga gg AES anc alc labacl as am sins 16, 000, 000 
Wyoming 


canteens Nasi din csc easter icici Nevada hae teenie’ aed keke coon ae mas Seiten _..... 103, 000, 000 


Me 2S UA 3 sed est SR Lee een 284, 000, 000 


(tross reserves in round figures for the region are estimated to he: 


Table of reserves 


[In millions cubic feet] 
Colorado_ 


cnnunnaeie ea SO OOo 


Cee enn ee retrain calap desis ue dhoraeweinnareageeaiean ni reticence None 

NO incite inna Ssaaas ah eh ielis a ke Raa silent miss encase eae tere cian eater eae +670, 000 
Nebraska_ comlepobs Foxes 2 haat mace air tee ene as Rae oe +225, 000 
ot  ncuaibuniperbegueen verdad args oaaeian examen edoigeapare:aeaigemen None 

oa. ewe evap edomel naam near eedetbimesien da eseetaabatenn basen ae try +620, 000 
Wyoming__---- 


Beg beac ese pita ie Raed ess oe oad ara rete gaat ain hdc +3, 200, 000 
Total 


aetanee, ote OO 

For these reasons, namely, that we represent a region already having gas 
production and reserves, and that we believe a vast potential can be untapped 
by reasonable and fair conditions for the operator, the Rocky Mountain Oil & 
Gas Association, on behalf of its members, is pleased to present its testimony 
before this committee in support of these bills. 

H. R. 6790 and H. R. 6791, as proposed, are a compromise between divers in- 
terests in the gas business. As such, we are not entirely in accord with some 
of the basic tenets underlying the compromise. On the other hand, many of 
the features are wholly acceptable and we strongly favor their adoption. 

Fundamentally, we oppose and protest the concept of establishing any form 
of Federal control over the production and field sale of natural resourees. The 
great fuel reserves of the Nation have been discovered, developed and main- 
tained by individual enterprise operating competitively in an economic climate 
reasonably free of constricting regulation. Many of the superb achievements 
in exploration and development of oil and gas have been done by individuals 
and small independent companies, as well as by the larger organizations. We 
are confident that these achievements would not have been accomplished better 
under restrictive Federal regulation, and most certainly, they would have been 
no cheaper. 

As shown by the success ratio for gas wildeat drilling, of 44 exploratory tests 
for one successful well, the finding of new gas fields is not an exact science. 
More directly, it can never be, for the simple fact that often we are working as 
much as a mile, and sometimes two, away from our product. The finding, and 
certain phases of development, must always be an inductive reasoning process, 
when surface installations are thousands of feet above subsurface gas bearing 
sands. In such operations, risks of misadventure are great, and the costs cor- 


respondingly expensive. These risks simply cannot be taken on a utility rate 
service concept return on capital. The bill under consideration treats the prod- 
uct of this exploration and development endeavor as a commodity and sub- 
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ject to reasonable market pricing between buyer and seller. This is as it should 
be, from our viewpoint, and we endorse it. 

Under the present situation of operation by Supreme Court decree, the Federal 
Power Commission has not yet established criteria, or standards, to apply in 
passing upon price increases, as pointed out in its 1956 annual report, and can post- 
pone approval indefinitely. Additionally, it is now necessary for a gas producer 
to obtain a certificate of public convenience and necessity before commencing 
delivery of gas. Many producers, and certainly the average small producer, 
are not equipped with a large enough staff of attorneys, surveyors, draftsmen, 
accountants, geologists and other technicians, to keep abreast of the administra- 
tive requirements of the present type of regulation. Even those producers who 
are adequately staffed to cope with normal industry problems must either sub- 
stantially increase thier staffs or rearrange personnel assignments to the detri- 
ment of Other essential tasks. These conditions render such a burden of paper- 
work, uncertainty, and delay upon both the large and small operator that over- 
head expense involved necessarily adds to the cost of producing gas rather than 
lessens it. Under the proposed bill, price increases will be judged upon a com- 
modity or reasonable market price concept and the producer is not required to 
obtain a certificate before commencing deliveries. Moreover, he is not required 
to obtain approval to cease or reduce deliveries. This gives him freedom and 
flexibility if he needs it. These features are fair, in our opinion, and we favor 
them. 

There is a direct relationship between freedom from regulation for the operator 
and the amount of exploration and development which he is willing to undertake. 
In the larger gas producing States, intrastate markets are being developed, 
whereas in the exporting States, natural gas is not being sought by many op- 
erators. In our area, some people have ceased exploration for the present, and 
drilling in our basins is not what it might have been. The following figures 
dramatically present, percentagewise, the reduced effect upon drilling, due to 
the uncertainly and unfavorability presently attending natural gas production. 
We are confident similar percentage reductions in other regions will obtain. 


Natural gas and condensate wells 


State | Completed | Completed 


in 1955 in 1956 

Colorado. . -- : ; be 510 | 104 
eo - i ‘ sane ‘ None | None 
Montana , a 194 s 
Nebraska__. ski me Laie TE go te itt 3 | 1 
South Dakota. _-_-- : ; , } None | None 
Utah__- eee : coh : ; -| 15 | 14 
Wyoming.-.. 67 43 

I 2 sie ca den kanes 789 | 170 

| | 





The above figures show a reduction of 78.4 percent in gas-well completions for 
1956, from those of the preceding year. In 1955, there were 3,866 total wells 
drilled in our area, as compared to 3,790 wells drilled in 1956. As shown above, 
each State shows a reduction in gas-well completions, while our overall area 
shows a decrease of only 2 percent in total wells drilled. 

The area of our Rocky Mountain Oil & Gas Association has a great future 
at stake in the sound and steady development of its natural-gas resources. While 
we do not agree with the general concept of Federal price regulation of any com- 
petitive business, nevertheless, in view of the stalemate arising from the present 
state of confusion in the gas business, the full measure of our support is whole- 
heartedly behind these bills at this time. We believe the attractive features 
outweigh the unattractive. Its passage in the present form will benefit our 
economy in a very lasting sort of way by encouraging present operators to soundly 
develop their holdings, and by stepping up exploration for new gas reserves, 
thereby adding to our Nation’s security and self-sufficiency. 

Therefore, we urge passage of this bill in its present form, without amend- 
ment. 


Thank you for the opportunity of appearing here today. 
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The Cuarrman. Is Mr. Hedrick present today ? 

Mr. Heprick. Yes, sir. 

The Cuarrman. Mr. Hedrick, you will be the first witness called on 
tomorrow when the committee convenes. 

Is Mr. Heyke present ? 

Mr. Heyxe. Yes, sir. 

The Cuatrman. Mr. Heyke, I understand under the circumstances 
you would like to file your statement. 

Would you like to make any brief comments about it ? 


STATEMENT OF JOHN E. HEYKE, PRESIDENT, THE BROOKLYN 
UNION GAS CO. 


Mr. Heyer. Mr. Chairman, after reading Mr. LeBoeuf’s statement 
of Monday—— 

The Cuarrman. This is Mr. John E. Heyke, president of the Brook- 
lyn Union Gas Co., Brooklyn, N. Y. 

Mr. Heyxe. After reading Mr. LeBoeuf’s many statements of Mon- 
day and hearing the admirable job that was done by Mr. Dougherty 
today, I do not think there is anything I could add to that, after such 
a distinguished group. 

The Cuatrman. As the man who headed the council of local dis- 
tributors—is that the name of your group ? 

Mr. Heyxke. Council of Local Gas Companies. 

The CuatrMan (continuing). I suppose you take full credit for 
what has been said about your participation in this matter here today, 
too. 

Mr. Heyrxe. I think there were some implications I was very happy 
to see cleared up. I think the council has nothing to hide, sir, and 
has been perhaps presented in a light which was not as favorable as 
it should be. But I am very happy to say I think the record shows 
those implications will not stand. 

The Crarrman. Thank you. Iam glad to see the record cleared up 
on that, too. 

Your statement has been filed ? 

Mr. Here. Yes, it has been filed. Yes, sir. 

The CHatrMan. It will be included in the record, with the thanks of 
the committee to you. 

Mr. Heyxe. Thank you, sir. 

(Mr. Heyke’s prepared statement is as follows :) 


STATEMENT OF JOHN E. HrykKr, PRESIDENT, Tort BrookKtyn Union Gas Co.. on 
BEHALF OF THE BrRooKLtyN UNION Gas Co. 


My name is John E. Heyke. I am president of the Brooklyn Union Gas Co. 
I have been continuously employed by the Brooklyn Union Gas Co. since my 
graduation from Sheffield Scientific School, Yale University, in 1933, except for 
period of approximately 3 years during World War II when I served as a Naval 
Reserve officer. 

I would like to make it perfectly clear at the outset that the position I am stat 
ing here is on behalf of the Brooklyn Union Gas Co. I do not represent or speak 
for any other gas distribution company. I emphasize this point, in view of my 
activity on behalf of the Council of Local Gas Companies in opposition a yeur 
ago to the Harris-Fulbright bill to amend the Natural Gas Act, which was con- 
sidered during the last session of Congress. 

Brooklyn Union opposed that bill because, in our opinion, it did not adequately 
protect the interests of our customers. 








NATURAL GAS ACT 1075 


We did not advocate control of the producers as such, but believed that in 
freeing them from the control imposed by the Phillips decision any legislation 
enacted should deal decisively with pricing practices which we felt were bad for 
the whole natural gas industry and had been permitted to become almost uni- 
versal. We referred to a series of pricing clauses under which the field price 
of natural gas could only increase, and under which no true competitive situation 
could exist. It was and still is our position that these pricing clauses commonly 
referred to as “favored nations” or “price redetérmination” clauses were not in 
the public interest and exposed our customers to substantial and unpredictable 
price increases which could not be justified under any economic theory. 

When President Eisenhower vetoed the Harris-Fulbright bill he stated in his 
veto message that he felt that legislation conforming to the basic objectives of 
that bill was needed to maintain individual initiative and incentive to explore 
for and develop new sources of supply. This he believed was in the national 
interest and in the interest of consumers. The President added that any such 
legislation should include specific language protecting consumers in their right 
to fair prices. 

Adequate supplies of gas at fair prices are vital to gas distribution companies. 
It has been the experience of my company that by vigorously promoting the gas 
business our sales have increased. The increase in sales has enabled us to absorb 
increased expenses and to maintain and, in some cases, reduce the rates we 
charge the public. Therefore, it is important that we have sufficient supplies 
of gas to permit future growth in our customers’ load. 

The proposed Harris-O’Hara bill, H. R. 6790, as we see it, will serve to make 
additional supplies of natural gas available at fair prices. It will relieve the 
producers from the type of public utility regulation they are now experiencing. 
At the same time, this bill does protect the consumers’ interests by providing 
for regulation of price and pricing provisions in existing and new natural gas 
purchase contracts, the degree of regulation being determined largely by 
types of pricing clauses which appear in any given contract. 

Onvjectionable pricing clauses of the “favored nations” and “price redetermina- 
tion” type are outlawed in new producer contracts, and if not waived in existing 
contracts are allowed to operate only to a ceiling of the “reasonable market price” 
as determined by the Federal Power Commission. 

Indefinite pricing clauses designed to protect the producer against inflation 
and fixed step escalation clauses in new contracts must be approved by the FPC. 
In the case of indefinite pricing clauses these will be reviewed each time the 
clause operates to make certain the “reasonable market price’ is not exceeded 
In addition, the initial price in new contracts must be approved by the 
Commission. 

The bill sets forth the criteria which the Federal Power Commission must con- 
sider in determining a “reasonable market price.’ These criteria are in addi- 
tion to “other things directly relevant to the issue’ which the Commission may 
take into consideration. Under this standard gas is considered a commodity 
and not priced on a public utility rate base or other cost concept. 

We believe the proposed amendment satisfies the objections we raised to the 
Harris-Fulbright bill. It should provide producers with the necessary incentive 
to assure continuing adequate supplies of natural gas and we believe it meets 
the requirements for protection of the consumers in their right to fair price 
contained in the President’s veto message and his recent statements regarding 
natural gas legislation. 


the 


The present situation with its uncertainty as to the price at which gas can 
be purchased and the uncertainty as to the availability of gas I do not believe is 
desirable for the distribution industry. Therefore, some legislation which will 
establish standards which assure prices which are fair to customers and are 
fair to producers so that they are encouraged to search for more gas is required 
The solution to this can only be some sort of compromise which, it seems to me, 
this bill provides. 

I believe this bill is a fair one and provides the basis for assuring the customer 
continuing supplies of natural gas at fair prices and gives producers reasonable 
freedom in their operations. 

We in Brooklyn Union will support the Harris-O’Hara bill. 

The CratrmMan. Is Dr. Boatwright present? 

(No response.) 


92196 57 pt. 2 16 
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The Cuatrman. Dr. Boatwright may have the privilege of, if not 
already filed, filing his statement, and it will be received for the record. 
(Dr. Boatwright’s prepared statement is as follows :) 


STATEMENT OF JOHN W. BOATWRIGHT IN Support or H. R. 6790 anp H. R. 6791 
REASONABLE FIELD PRICES FOR NATURAL GAS 


Chairman Harris, members of the House Interstate and Foreign Commerce 
Committee. My name is John W. Boatwright. For the past 25 years I have 
served as an economist for the Standard Oil Company (Indiana). My state- 
ment should not be interpreted as one made on behalf of my company. Mr. 
Frank Porter, president of the American Petroleum Institute, requested me to 
prepare an economic analysis of the natural gas industry and to testify as to my 
findings before this committee. 

Two years ago it was my privilege to testify before this committee on con- 
sumers interest in natural gas competition. That testimony dealt with the 
competitive nature of this joint cost industry. The weight of the evidence pre- 
sented was that the consumer had been protected from unreasonable prices paid 
in the field and would be protected in the future by competition among producers, 
Only chaos and confusion could be foreseen from attempting to regulate the field 
prices of natural gas on a utility-type cost-of-service basis. 

Again, a complete review has been made of natural gas production and mar- 
keting. I can find no economic justification for governmental control of field 
prices. 

I must make my personal position quite clear. I am opposed to fostering any 
controls on field prices of natural gas. However, recognizing that the decision 
on that subject has been made, I shall discuss whether the present type of control 
based on cost or the type of control provided in this proposed legislation will be 
the least injurious to the total economy. 


The problem 


The origin of present day problems concerning natural gas can be concisely 
stated. 

For 16 years it was held that natural gas sold by independent producers was 
not subject to the Natural Gas Act. During this period reserves were developed 
in excess of market demand. Prices reflected the surplus supply situation. 

Gas-producing properties of natural gas pipeline companies were treated as 
part of the pipeline-rate base. The output of gas was included on a cost-of- 
service basis for ratemaking purposes. With the loss of incentive associated 
with the use of original cost during a period of inflation, production of natural 
gas by pipeline companies and utilities declined both actually and as a propor- 
tion of market requirements, and this method was challenged. On April 15, 
1954, in the Panhandle case (FPC No. 269) the Federal Power Commission held 
that natural gas produced by the pipeline companies should be expensed for 
ratemaking purposes at its “fair field price” rather than at cost. The Commission 
opinion recognized the need for an incentive if adequate supplies were to be 
available. 

Then came the Supreme Court decision in the Phillips case on June 7, 1954 
(347 U. S. 672). The Court held that the Federal Power Commission should 
take jurisdiction over natural gas producers selling in interstate commerce. It 
did not designate the type of regulation that should be made applicable. The 
independent producer recognized, however, that under this decision he would 
be subject to some form of regulation. 

The industry was thus thrown into a period of wonderment and confusion. 
We did not know the type of standards that would be applied to the preducer. 
Would it be a commodity value standard, or were producers to be subjected to 
the typical public utility cost form of control? The Commission, we knew, favored 
the commodity value standard, but there were some militant opponents to this 
principle. A partial answer came in the city of Detroit case (230 Fed. 2d 810). 

The United States Court of Appeals for the District of Columbia held, on 
December 15, 1955, that cost of production must be used as a point of departure 
for the purpose of determining the amount at which gas produced by the pipeline 
company is to be expensed in fixing city gate rates. This has been construed 
to mean that prices paid to independent producers for natural gas moving in 
interstate commerce must face a utility-type cost justification. 
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The pattern gelled when the Supreme Court declined to review the case. In- 

lependent natural-gas producers are now subject to regulation by reference to 
tility-type costs. 

This is the problem: 

It is the first time, to my knowledge, that regulation on an individual company- 
ost basis during peacetime has been attempted on a commodity. The Federal 
Power Commission has been given an assignment impossible of achievement. 
The independent producer of natural gas cannot make available from its books 
the factual information desired by the Commission. The Commission’s staff 
cannot develop it. 

To appreciate the truth of these statements it is necessary to understand the 
nature of the natural-gas producing industry. A good starting point would be 
to understand the characteristics of an industry where cost standards are an 
important yardstick of control of prices. 

Characteristics of public utilities 

A public utility is granted exclusive rights to supply a given service in well- 
defined geographical areas. It is given a legal monopoly. It is thus shielded 
from direct competition, and supply and demand for the services rendered tend 
to be balanced within a wide range of cost or managerial efficiency. 

The public utility has the right to place its facilities in public streets and 
thoroughfares. It exercises the power of eminent domain. Its individual ac- 
tivities are thus assigned a preferential position over the rights of any other 
individual when there is a conflict of interest. 

There is usually a direct relationship between capital investment and amount 
of services that can be rendered. Utilities have an assured source of supply. 
The amount of services rendered is usually a reflection of the capital facilities 
installed. 

The regulatory commissions approve prices that will meet the estimated 
operating expenses of the utility and yield a fair return on investment. The 
sum of the allowable expenses and fair return is the revenue requirement. The 
specific rates or charges for the service are determined in such a manner as to 
meet the revenue requirement. 

Public utilities are single-service industries: electricity, telephone, gas, etc. 
Where a single corporate entity renders two services, i. e., electricity and gas, 
different facilities are required and separate cost records maintained. Neither 
the utility nor the regulatory commission is bothered by any significant problem 
of joint cost. 

This is the type of business to which cost of service has been a guiding principle 
of regulation for over two decades. Now let us compare it with the natural 
producing industry. 


Phe natural-gas producing industry 


The natural-gas producer is given no exclusive area in which to develop natural- 
gas supplies. He competes vigorously with all other producers seeking to find 
the reserve. He is not assured a geographically exclusive market for his output. 
He is afforded no public license of a balance of supply and demand at a price 
that will afford him a fair return on investment. 

The producer cannot exercise the power of eminent domain. 


Private interests 
of the owner of the property are paramount. 


If the produced believes oil or gas 
reserves may be below a particular surface area, he must compete with other 
producers for lease rights. He negotiates with the property owner through bonus 
payments, rentals, or royal agreements for such rights. Numerous competitive 
bids for lease rights on tracts of public lands command a bonus between $500 and 
$2,500 an acre. In short, the natural-gas producer has no right to put his pro- 
ducing facilities “in streets or public thoroughfares” or to take private property 
by exercise of the power of eminent domain. 

There is no consistent relationship between capital investment and amount of 
production. The risk element of the oil- and gas-producing industry is legendary. 
Some make substantial capital outlays with little or no discovery. 
comparatively little expenditure, hit sizable reserves 

The oil and gas producer is not a single commodity operator. There are those 
gas supplies such as associated or dissolved gas that come into existence only 
when oil is produced and their rate of output depends entirely upon the rate 
of oil production. Such gas is referred to as “oil well” or “casinghead” gas. 
The volume of this gas available for market supply is dependent upon the pro- 


Others, with 
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duction of crude oil. This type of gas production accounted for 3.88 trillion 
cubie feet, or 83 percent of the 1955 gas production in the United States. Cas- 
inghead gas is a joint product, and additional price incentives have no effect upon 
the availability of current offerings of this type of gas on the market. How- 
ever, the combined realization from gas and oil is the revenue that must be 
adequate to justify exploration, well drilling, and operation. Hence, casinghead 
gas revenue is an important determinant of future supply. 

There is a category of gas production known as gas-well gas. The meaning 
of “gas well” is subject to statutory definition. Generally’a gas well is a well 
from which the production of gas is fixed by market demand, or allowable; 
and liquid hydrocarbons recovered are a joint product. Gas-well gas produc- 
tion amounted to 7.84 trillion cubic feet, or 67 percent of natural gas produc- 
tion for 1955. The price received for this type of natural-gas production directly 
influences exploration and is quite instrumental in determining the rate of de- 
velopment of properties. However, the realization from the liquid hydrocarbon 
extraction is also a vital consideration in the economics of the industry. The 
total volume of liquefied petroleum gases extracted in 1956 was 788,000 barrels 
per day. This represented only 15 percent of the British thermal units. The 
realization ebtained from these extracted liquids was over half of the total 
receipts obtained from the sale of the natural gas. In fact, it is the combined 
realization from gas and extracted liquefield petroleum gases that explains the 
substantial development in south Louisiana during the past decade. It also is 
a driving urge to the development of submerged lands off Louisiana during the 
past 3 years. 

There isn’t a single characteristic of a public utility paralleled in the produc- 
tion of natural gas. Controls practical for utilities cannot be forced to meet 
the needs of a completely dissimilar industry. 

The following discussion of problems and confusion is not intended as a 
criticism of the Federal Power Commission whose responsibility it is to carry 
out the will of the Congress. The criticism would be for allowing economically 
unsound and basically unenforceable laws to remain on the statute books. 


The joint cost problem 


The greatest single obstacle to conformity with the present status of the law 
is presented by the problem of jointly incurred costs. The courts have held that 
costs must be a point of departure in establishing prices applicable to natural 
gas moving in interstate commerce. But what constitutes costs? How should 
they be calculated to establish the reasonableness of a given price? Remember 
that when a given quantity of hydrocarbons comes out of the ground it contains 
many commodities of value. But, like the hog taken to a slaughterhouse, these 
commodities must be separated and made ready for the market. The problem 
of determining the cost separately assignable to residue gas is no less complicated 
than trying to assign a separate cost of hams when they are but a part of the 
total careass. The classical illustration has been debated by accountants for 
over 25 years, to my personal knowledge, without solution. 

How should joint costs be allocated between gas and liquid hydrocarbons? 
Should the allocation be based on British thermal unit content? This procedure 
would be to allocate to gas the proportion of total costs that is equal to the ratio 
of energy content of this fuel to the total energy content of gaseous and liquid 
fuels. This is an arbitrary assumption. We have already seen that the market 
does not place value on the products according to British thermal unit content 
when it pays a total dollar value equal to over 50 percent of the revenue from 
all marketed gas for only 15 percent as many British thermal units. 

In some cases the Commission’s staff has indicated a preference for allocating 
joint costs on a sales realization basis. This would take gas realization as a 
ratio to total sales revenue and apply the ratio so determined to total joint 
costs to determine the amount allocated to natural gas. Here indeed is an inter- 
esting illustration of circular reasoning. Realization determines costs. Costs 
regulate prices or future realization. Hence, prices determine prices. 

There are many other possible theories concerning a means of allocating joint 
costs. I know none that hold out promise of successful application. I see no 
value in extending this discussion. Jointly incurred costs for finding, develop- 
ing, and producing natural gas and liquid hydrocarbons present a problem that 
must be solved if the price of any one of the commodities is to be established 
on a cost basis. The one conclusion that Is most obvious is that there is no 
escape from arbitrary action. 
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Reserve uncertainty 


If we assume that the cost allocation problem has been resolved on an arbitrary 
basis, then those determined expenses must be put on a unit-of-production basis 
as a guide to prices. What shall be used as the divisor for allocation of invest- 
ment cost? “The amount of ultimately recoverable reserves is the obvious answer. 
But what are they? Unfortunately engineering science has not found a way to 
furnish an accurate figure when the reservoir is first tapped. With additional 
wells, estimates of recoverable reserves are reviewed and revised. Estimates 
vary widely through time and the quantities become definitely known only when 
the pool is exhausted. At any period during the development, estimates prepared 
by equally competent authorities may differ widely. What number, at what 
stages of development, will be used? Again resort to arbitrary action is ines- 
capable. 

If the number used proves too large for actual reserves recovered, how is the 
producer to collect costs not obtained from sales revenue? If the number is 
too small, does he give the gas away thereafter except for incremental cost of 
lifting and compressing when it has been found that all the investment cost has 
been recovered? 

Diffieulty of costing by properties 

Should costs be based on individual producing properties? This would result 
in a variety of prices to different producers in the same field. To illustrate the 
confusion that would result, let us consider the West Edmond field in Oklahoma, 
a unitized operation selling the gas output to the Cities Service Gas Co. There 
are 133 working interests in the unit. Wells are drilled on 40-acre spacing. The 
cost of drilling per well was reasonably uniform. Because of the nature of the 
location of reserves, one tract owner realizes 27 times as much gas as another 
tract owner. Thus, in this field the well-drilling costs of different producers 
expressed as cents per thousand cubic feet varied within a range of 27 to1. Now 
reflect the individual costs of various well-drilling expenses that so often occur, 
variation of land costs, varying royalties, and it is possible to contemplate the 
infinite number of prices that would be necessary to reflect individual costs. 


Problems of costing by area 


Should costs be established by area analyses combining experience of all com- 
panies in the area? Assuming, contrary to fact, that this were possible, the 
prices determined would result in a wide variety of returns to different producers 
in the same field. 

Another unit for determining costs is the operations of each company in a pro- 
ducing area. The Commission’s staff has made calculations of costs incurred 
by Sinclear and Phillips within various areas. As would be expected, some of 
the areas were comparable, and in others both volume and costs were given so 
that combinations could be made on a weighted average basis. Such numbers, 
both taken from staff exhibits, contain their own refutation. Let us look at 
the staff's findings. 

{In cents per thousand eubic feet] 





Sinclair cost | Phillips cost 
District of area | of service of service 
1955' e/M c.f.| 1954°¢Me.f 


Ardmore 





5 9.9 27.7 
West Oklahoma fs 14.4 | 43.3 
South Louisiana--__ 14.5 | 32.3 
East Texas 23 | 6.5 | 

Houston-Corpus Christi 31.3 | 

West Texas | 35.0 | 

New Mexico 3 10.2 

West Kansas 11.0 

‘Texas Panhandle 5.9 

Total company cost 12. 00 9. 83 
Total company realization 10. 46 9. 30 


' Docket G--9291 et al,, in the matter of Sinclair Oil and Gas Co., hearing exhibit No. 17. Recognizes 10 
percent return and income-tax requirements. 

2 Docket G-1148 et al,, in the matter of Phillips Petroleum Co., hearing exhibit No. 212. Recognizes 9 
percent return and income-tax requirements 
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In the Sinclair case the cost of service found by the staff is 12 cents per 
thousand cubic feet, while revenues received as of December 31, 1955, averaged 
10.5 cents. In the Phillips case, the evidence submitted by the staff was ad- 
justed so substantially in cross examination that it is difficult to tell exactly 
what the staff found to be the cost of service. After all adjustments, there 
was a staff admitted deficiency of $2,556,751, which slightly exceeded 0.5 cents 
per thousand cubic feet. In the Western Natural section 5 case, the staff caleu- 
lation indicated a cost of 11.6 cents per thousand cubic feet as compared with 
revenues averaging 8.5 cents. : 

It is an error to assume that use of the utility-cost method would mean re- 
duced prices. In the three cases we now have of staff calculations of cost of 
service, the price would actually have to be increased. This is true although 
the cost of service thus computed includes past costs instead of cost of replace- 
ment of supplies being consumed, and although the joint costs have been allo- 
eated by the revenue realization method which gives lower results than other 
methods. The evidence is clear that consumer interests are better protected by 
the competitive market than by cost of service. 


Other costing uncertainties 


Should costs be determined by companies over many areas representing some 
kind of an average or normal cost reflecting companywide successes or failures 
of the particular producer? This also would result in a variety of prices in 
each of the large producing areas. The magnitude of the task of assembling 
such information defies comprehension. 

Should costs be those incurred in the past? This would be based dispropor- 
tionately upon shallow-well production and preinflation bookkeeping dollars. 
Such a standard would dry up new supplies. 

Without endless detailing of the imponderables, the conclusion is inevitable 
that a system of regulation of natural gas prices, based on cost allocation, will 
not work. Efforts to make it work by arbitrary action will be a denial of rea- 
sonable prices, and the denial of opportunity to the given company to earn a 
fair return on property. 

It is commonly felt that determination of prices on the basis of costs affords 
an exact approach to the rate problem. I recognize that a comparatively ac- 
curate guide can be established by the cost approach for utilities, meeting the 
above public utility-type characteristics. Where problems of joint cost alloca- 
tion and widely varying estimates of reserves exist, as is the case with natural 
gas, the cost approach does not afford an exact means of rate determination. 


In fact, the cost approach is inferior to other means of control that are available 
to the Commission. 


Confusion and instability 


With prices of natural gas subject to utility-type cost regulation, the magni- 
tude of the task will be overwhelming, the costs incurred by society staggering, 
and the results will be negative. 

There are somewhat over 6,000 independent producers subject to the Commis- 
sion’s jurisdiction and the number is increasing annually. There is no common 
pattern of exploratory and discovery expense. There is no pattern of findings of 
new discoveries per dollar expended. Even after discovery and development 
there is no common cost pattern among companies that could be applicable to a 
second company as the ratio of liquid hydrocarbon content to total gaseous 
material changes from field to field. The method of treatment of the gas also 
varies from company to company. It is no wonder that the Federal Power 
Commission stated in its Annual Report for the year ending June 30, 1956, 
page 87: 

“Inasmuch as the regulation of independent producer rates is a new and 
vastly complicated undertaking, it is felt that any predetermined standards 
arbitrarily fixed at this time would, in all probability, require substantial re- 
vision at a later date, thereby leading to confusion and instability. Thus the 
standards and techniques to be used in the solution of the many problems will be 
evolved as the Commission processes and completes the pending and any future 
cases.” 

This “new and vastly complicated undertaking” is also new to the firms being 
regulated. They too are attempting to make some progress in uncharted waters 
Consequently, each time a price change provided for in the original sales agree- 
ment is suspended, the seller puts his lawyers to work preparing a case. Fre- 
quently that preparation shows that the original contract met all requirements 
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of an arm’s-length transaction, that prices even after the fixed step-up clause 
were still below prices of competitive fuels both in the field and in the ultimate 
market, that other recent contract prices for natural gas in the safe producing 
areas has been approved by the Commision in certificate cases, and after denial 
that costs were meaningful, some have even presented so-called cost evidence. 
After weeks or months or preparation of the evidence the case is presented. The 
Commission staff frequently moves to dismiss the case based on inadequacy of 
the evidence to prove reasonableness of price. The producer again seeks to de- 
termine what is needed to establish reasonableness of price. He is advised that 
the burden of proof is upon the producer, but is not advised what evidence is 
required or, if costs, how they should be presented. The guessing game con- 
tinues and the suspended rates counter to contract terms, go on. 

The producing industry took heart when the Commission sent its staff of ex- 
aminers to look into the books of some of the producers. The Phillips case 
(Docket G—1148, et al.) might well establish what the Commission thought 
should be presented to justify prices. Several staff members spent 2% years 
going over the books of the Phillips Co. Starting on June 26, 1956, the staff 
presented its findings. The hearings covered an extended period for staff pre- 
sentation and presentation of the direct case on behalf of Phillips. Cost evi- 
dence submitted by staff witnesses conflicted as to assumptions and procedure. 
There were errors and corrections to be made. Hearings were recessed. The 
producer remained as unguided as hefore. 

The industry then looked hopefully to the Sinclair case (docket G—9291 et al.). 
Here the staff spent over 8 months examining the books of that company. 
Maybe now we would have an idea of what was regarded as proper evidence. 
Again the evidence was presented. Joint costs were allocated on the basis of 
past realization obtained from oil and gas. Thus the circular reasoning of 
prices determining prices, without any documentation that past realization of a 
particular commodity was associated with cost. 

The producing industry is working without regulatory standards. The cost 
procedure usually applied in utility regulation will not work and cannot be made 
to work. Each effort attempted to impute a cost based on arbitrary assumptions 
has fallen of its own weight. And in the meantime one of the largest industries 
of the Nation is indeed in a state of “confusion and instability.” How long 
will this condition be tolerated by the millions of unsatisfied consumers, the 
hundreds of thousands of stockholders, and the legislators? The social cost of 
this uncertainty is beyond calculation. 


A costly experiment 


The cost that will have to be borne by the consumer under regulation is in- 
creasing in two dimensions. The budget of the Federal Power Commission has 
increased over $1 million annually. The number of employees has increased 
from 624 in 1954 to 739 at present. The Commission, in hearings on the 1958 
budget, requested a further increase in the budget to $6,477,000 and 49 new 
positions. The House Committee on Appropriations denied this increase and 
held the budget at the 1957 level except for the retirement fund provision. The 
cost of regulating must be paid from tax revenues. 

The regulatory expense incurred by the companies, which is recognized and 
included in rate determination, is increasing to alarming proportions. Inquiry 
was made of six independent producers maintaining separate records of out-of- 
pocket cost incurred because of regulation. They reported their expenditures 
and their sales in interstate commerce for the year 1956. Total expenditures 
were $1,966,000, and sales in interstate commerce were 1.1 trillion cubic feet. 
The average expenditure per thousand cubic feet sold was 0.18 cent. Applying 
this rate to interstate volume of approximately 6 trillion cubie feet in 1956, the 
estimated annual out-of-pocket cost of regulation to the regulated industry has 
already reached the magnitude of $11 million. 

This is not only a high eost to saddle upon the consumer, but it is just the 
beginning. There is no recognition of executive time, office space, office supplies, 
or Overhead required. If the present form of regulation continues, inevitably it 
will be necessary to provide separate offices, staff, and executives to handle 
regulatory matters. 

None of the cases of these sample companies are as yet even settled before the 
Commission. Most will then be tested in the courts. 

The tragedy of these expenses to the consumer is that he gets negative results. 
He will pay the regulatory costs, the increased taxes, and will subsidize in- 
efficiency. He will get less gas at higher prices than would otherwise be avail- 
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able to him. This total burden will fall only on the consumer in interstate 
commerce. 
These are the social costs of economically unsound laws. 


New emphasis on sales channels 


Government regulation means a curb on the liberties of the individual. Indi- 
viduals seek to retain their liberties by changing their mode of business. Regu- 
latory agencies then have to reach out further and further in their attempt to 
protect the public interest by adjusting for the uneconomic results of an un- 
workable formula. Already we see— 

1. The independent producer turning increasingly to the present intra- 
state market to sell his supplies ; 

2. The producer seeking to divert new industries to gas-producing States 
so as to create a wider unregulated market ; 

3. In some cases acreage being sold to pipeline companies rather than the 
independent producer developing the properties and selling the natural gas; 

4. In other cases the gas rights being sold to pipeline companies for a 
flat price plus an override royalty, retaining all oil and other mineral rights ; 

5. Large industrial consumers in distant States buying gas in the field 
and paying a pipeline company for hauling its own natural gas to the distant 
market. 

Some of these actions are of substantial significance, and others are just 
starting. How significant they may become is a question. None of them, how- 
ever, Should be taken lightly by any customer supplied by a distributor purchas- 
ing gas in interstate commerce for resale. 

The independent producer did want and still desires an interstate market for 
his natural gas output. He realizes that his production can frequently exceed 
the possible requirements of his local intrastate market. Naturally he hopes 
to sell in the interstate market as advantageously as in the intrastate. When 
manmade barriers are erected he adopts those business practices least injurious 
to his welfare. 

My detailed analysis of virtually all phases of the commerce in natural gas 
resulted in findings that can be documented. Direct regulatory expenses that 
will have to be borne by the consumer have already reached the order of $1 
million per month. This is just the beginning of what they will be if the 
present mode of operation is continued. For this outlay, the interstate consumer 
is compelled to pay higher prices than prevail in a competitive market. 

Wide diversity of ownership 

The lack of concentration of ownership of natural gas production presents 
an ideal ground for competition. Ownership is much more diversified than 
characterizes other extractive industries and over 83 percent of the manufactur- 
ing industries in the Nation. Further, and of even greater importance, the 
concentration ratios of natural gas supplies sold in interstate commerce actually 
declined between 1954 and 1955. This is true for the total United States, the 
seven Southwest States, and separately for Texas and Louisiana. Intertsate 
pipeline companies are reaching out further to make connections to smaller 
reserves than was the practice a few years ago. 

The unsatisfied market 

The unsatisfied demand for natural gas represents a potential market of 
approximately 11 million customers. These potential customers are not uni- 
formly distributed throughout the country. There is a large number of poten- 
tial customers in the North Central States, provided adequate supplies and facili- 
ties to serve were made available. There are substantial new markets being 
opened up to gas in the Pacific Northwest and the South Atlantic States. 

There are still other market areas relatively remote from sources of gas sup- 
plies, such as the Atlantic seaboard and New England, where other fuels will 
be cheapter on a B. t. u. basis. In these markets there are probably no lists of 
customers waiting to be served. Even so, gas is preferred by many customers 
for many uses because of it convenience. Demands have continued to grow with 
resulting reductions in unit cost of distribution. The local distributing com- 
panies have contributed to this favorable development by advertising and other 
activities to promote the acceptance and use of gas. 

There is a pressing need to find new reserves to replace older reserves now 
approaching exhaustion but which have provided for substantial present de- 
velopment of certain natural gas markets over the years. The two major areas 
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which have future need for substantial increased natural gas are the Appalachian 
area in the Northeastern States and the State of California. 

These potential buyers should not be denied access to the Nation’s natural re- 
sources. It will take the best efforts of the total industry to meet future re 
quirements of natural gas. 


The interstate buyer pays more 

There is evidence that the interstate pipeline buyer is having to pay an aver- 
age of approximately 2 cents per thousand cubic feet more for natural gas than 
is the intrastate buyer. The utility cost formula, if it continues to be applied 
by the Commission, will develop in increased measure incentives to shift the 
higher cost gas to the interstate market and the lower cost gas to the intrastate 
market. 
Intrastate buyers are sewing up supplies 

Under present conditions, intrastate buyers are definitely sewing up natural 
gas supplies so that they are kept off the interstate market. There has been a 
measurable shift of the intrastate buyer to longer period contracts during the 
past 24% years. 
Required discovery rate 


Thinking in terms of relationship between total reserves and current demand 
leads to false complacency. The demand for natural gas has increased at an 
annual rate of 7 percent per year. There is every reason to anticipate a con- 
tinued rate of growth of at least this magnitude. 

It takes on the average approximately 5 years from date of discovery to de- 
velop and get new supplies to the market. This means that our new reserve 
discovery rate must be, as a minimum, 1.55 times the current rate of consump- 
tion. This ratio is based purely on economic considerations and should be in- 
creased to at least 1.5 times if the present regulatory lag cencerning prices and 
approval of certificates for connections is to be continued. 

The magnitude of the industry’s indicated task with respect to new supplies 
in 1957 is 15.4 trillion cubic feet. I have no idea whether we will reach or exceed 
this amount. I do know that we have fallen below this level in 6 out of the past 
12 years and have exceeded it in the other 6. 

Pipelines and utilities quest for supplies 

There is detinite and tangible evidence that pipeline and distributing utilities 
are making their own funds available for exploration and deveiopinent of natural 
gas reserves in an effort to maintain an adequate or expanding supply of natural 
gas. The trend in this direction appears to be receiving greater and greater 
recognition. Expenditures by these natural gas companies have increased over 
two and one-half times since 1950. 

Natural gas prices and supplies attracted 

All new sales of natural gas made in the State of Texas were analyzed for 
the years 1953, 1954, and 1955 with respect to prices paid and volume produced. 
It would be difficult to illustrate more clearly some of the truisms expressed 
in section 13C of this bill. 

(1) Reasonable market prices do not remain constant throughout time. 
There is a clear shift of volumes acquired at a given price from year to year. 
In 1953, the price of 10 cents per thousand cubic feet attracted 84 percent of 
the volume sold to interstate pipelines ; in 1954, 64 percent; and, in 1955, only 23 
percent. 

(2) Reasonable market prices are not the average price for a given period. 
To illustrate, the average price paid in 1953 under contracts made in that year, 
was 9.6 cents per thousand cubic feet. That price level would have attracted 
only 27 percent of the newly contracted supplies obtained in 1954 and only 11 
percent of the 1955 supplies. 

(3) Reasonable market prices are not necessarily the highest prices paid. 
This fact is not so celarly illustrated from the analysis of Texas transactions 
because Government controls were introduced during 1954. Aside from this 
distributing influence, the highest price paid in 1954 was 16 cents per thousand 
cubic feet. No sale to an interstate pipeline was reported to the Federal Power 
Commission in 1955 requiring a price that high. 

Controlling prices so that they will attract the supplies needed to meet the 
interstate market demand is a delicate balancing act. Historically, the gov- 
ernor on the demand for and supply of natural gas has been the competitive 
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market. If Government controls are to supplement competition, then the Com- 
mission must be free to recognize and formulate its decisions on evaluation of 
any and all the economic factors that determine the action of an individual in 
a free market. Data are available for such an evaluation of the factors de- 
termining both demand and supply. 

Even after 21% years, competition remains the determinant of economic action. 
The single exception to this is the Federal Power Commission review of prices. 
The imposition of such controls naturally has not revolutionized an industry in 
the span of 2% years. But as of the moment neither the interstate buyer nor 
the independent producer of natural gas knows that the price to be paid or re- 
ceived for natural gas on an interstate contract is binding, and that a contract is 
in effect until approved by the Federal Power Commission. 

It has been held that competition, standing alone, is not an adequate protector 
of consumer interests. It must be supplemented by some form of control. Is 
there a workable type of control of natural gas prices? I think so. That 
control would permit the Commission to be guided by the dictates of the com- 
petitive market, but at the same time see that the market price does not rise above 
the level necessary to attract interstate supplies. Such a control is established 
in this amendment through provisions for Commission review of the reasonable- 
ness of market price. Analysis of the regulatory agency would be turned from 
the typical cost accounting approach to the economic and statistical type. 


The reasonable price amendment substitutes a workable mode of regulation for 
one that is unworkable 


Throughout this testimony evidence has been presented concerning the im- 
possibility of regulating the price of a jointly produced commodity on a utility- 
type cost basis. This position was corroborated by the Commission in its annual 
report for 1956. The difficulties referred to are no nearer solution today than 
they were 2% years ago. They will not be resolved in many more years of 
futile effort. 

On the other hand, determination of a reasonable market price is workable in 
pricing commodities. This approach is not new as it has been used widely by 
regulatory agencies. In fact, the utility-type cost formula of regulation is never 
used to regulate prices where the industry regulated does not have an exclusive 
geographical monopoly. Where competitive characteristics typify the com- 
modity or service rendered, regulation always is based on an evaluation of 
reasonable market prices. This amendment is consistent with this practice. It 
will celar the atmosphere over the industry by directing the Federal Power 
Commission and the courts concerning the type of regualtion the Congress in- 
tends to be applied. 


Efficiency is substituted for cost plus 


As long as a cost basis of regulation continues, the risk of the producer is 
shifted to the consumer. Thus, dry-hole cost is an expense that must be 
recognized by the regulating agency as a cost upon which a return is permitted. 
The producer can spend money on exploration in promising or unpromising 
areas, wells may be drilled without discrimination on promising or questionable 
areas, or wells may be drilled to greater depths without risk, as all such ex- 
penses are recovered under utility cost regulation. In effect, the risk is assumed 
by the customer without a parallel requirement of efficiency by the operator. 

This amendment relieves the consumer of that risk and places the responsi- 
bility for efficiency directly upon the operator. Under this amendment the 
producer must negotiate the best price possible with the interstate buyer for 
new gas supplies. The terms of the sales agreement are then sent to an official 
list of customers of the pipeline buyer. Any of these customers or the Com- 
mission, on its own motion, may challenge the terms of the contract. In other 
words, the consumer, through the Commission, retains the veto power over 
prices paid for natural gas. Prices must be reasonable and no more than 
reasonable or there is no sale. 

Note that the consumer is freed from the risk assumption presently appli- 
cable. No producer is guaranteed a return on dry holes. He must operate as 
efficiently as possible under the reasonable price level or he will go out of busi- 
ness. He continues to assume the risk. 


The amendment equalizes the interstate and the intrastate buyer 


The seller of natural gas in the interstate market is fearful. He does not 
know that prices agreed upon will be approved. What will be his expenses of 
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prolonged trial and hearings? How long will be the regulatory lag experienced? 
The average lag on independent producer rate cases to date has been 21 months 
from date of suspension to final Commission action. Should he proceed with 
development of properties, or continue to pay rentals until Commission approval 
of terms of agreement? Will he have to justify his price on the costs of the 
particular property? If the terms are not approved, is he stuck for the next 
20 years? These and many other doubts assail him concerning any new com- 
mitment of natural gas in the interstate market. 

The intrastate market is equal in size. If he sells in that market, the seller 
knows that he cannot get more than a reasonable price. He also knows that 
he can make a contract at that price and the deal is binding. He can then 
proceed with his business in an orderly manner. 

Prices applicable must be reasonable and so judged by both the consumer 
and the seller. The interstate buyer has equal access to the supplies with 
the intrastate market. If the seller must make commitments for 20-year periods, 
and if present utility-type cost justification continues applicable, the interstate 
buyer will pay more for gas than the intrastate buyer. The high-cost gas will 
be sold for movement across State lines. The low-cost gas will be sold in the 
intrastate market. 

These inequities between the interstate and the intrastate buyer should be 
corrected. They cannot be corrected under the present status of the law. Con- 
gressional direction of type of controls as provided in H. R. 6790 will protect 
the consumer and at the same time equalize him with the intrastate buyer. 


The sanctity of contracts is restored 


Let us assume that under present regulatory procedure a new sales contract 
is negotiated in good faith and on an arm’s-length basis, and that deliveries 
are started on the basis of terms provided. At a subsequent time the price 
terms of the contract are suspended by the Commission. The producer is 
trapped. He can neither discontinue deliveries or shorten the term of his sales 
agreement. 

Under this amendment the sanctity of the new sales contract is restored. 
The Commission reviews the contract only once. When approved, including 
fixed step-up clauses, it is applicable for the stated life of the agreement. If 
the Commission does not approve the agreement, the contract is void. The 
parties thereto are then free to call the whole deal off or reevaluate their 
respective positions in the light of the Commission’s findings and enter into a 
new contract. 

Under H. R. 6790, a contract again becomes an agreement with meaning. Fear 
of dealing with interstate buyers is reduced. 

The dill will reduce paperwork 

Under the present mode of regulation, a producer must request a certificate 
of convenience and necessity for each separate sale of his gas and for construc- 
tion of facilities necessary for each such sale. This request would not be neces- 
sary under the type of regulation provided for by this bill. Recall that responsi- 
bility for efficiency of operation continues to be fixed definitely upon the pro- 


ducer. I believe all phases of the industry and the Commission are in favor 
of this change. 


Reasonable prices must be ultimate objective 


One last thought should be added. If prices of a commodity are to be made 
subject to social control to insure that the public gets the benefits that would 
»therwise accrue from competition, is it not desirable that the regulatory agency 
base its decisions on economic considerations? There are well recognized ave- 
nues of study to determine reasonableness of prices. Data upon which to make 
these studies are available or can be assembled without difficulty. From them 
the Commission can apply controls without utility-type cost analysis. By them 
the producer continues the obligation of maximum efficiency. Without them the 
consumer assumes the risk without a corresponding responsibility for efficiency 
m the part of the producer. 

The intent of the Congress surely is to insure that the interstate buyer is the 
recipient of commodities at a price that is consistent with competitive results. 
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SUPPLEMENTARY STATEMENT OF JOHN W. BOATWRIGHT IN Support oF H. R. 6790 
AND H. R. 6791 


Since I filed my statement on the above subject, the General Counsel of the 
Office of Defense Mobilization, Mr. Charles H. Kendall, has proposed three 
changes in these bills: 

(a) Delete the three words “consider costs or” from line 24, page 14; 

(b) Review price increases resulting from definite pricing clauses in existing 
contracts ; and , 

(c) Include a provision that industrial sales should not be made on an in- 
terruptible basis to industrial users at less than cost. 

I am opposed to all three proposed changes. Let us consider them in turn. 


(a) Delete the words “consider costs or” 


I believe the difficulties of attempting to regulate the price of natural gas 
on a cost basis are adequately set forth on pages 7 through 12 of the statement 
I have previously filed. There is no escape from arbitrary action if the Com- 
mission attempts to be guided by costs of individual companies. In my judgment, 
the producers, the pipeline companies, the distributors, and the consumers will be 
better served if the Commission is guided by price behavior in a competitive 
market than could possibly be achieved by reference to costs. These bills, as 
drafted, are a guaranty of competitive results, because they provide for Com- 
mission review and approval of prices before a new contract can become effective. 


(b) Review price increases resulting from definite pricing clauses in evisting 
contracts 

As of February 28, 1957, there were 305 rate suspensions because of fixed 
step-up clauses in existing contracts. The amount of theses suspensions repre- 
sented an annual total of only $10 million. 

The bills presently make no provision for review and approval or disapproval 
of the pricing provisions of existing contracts because disapproval could result 
in no practical benefit. The remedy of voiding the contract, as provided for in 
new contracts, is not available as a practical matter. Nor is there any provision 
invalidating certain types of indefinite pricing provisions as there is in new 
contracts. Obviously, the reason is that it would be unfair, if not illegal, to 
invalidate such provisions in an existing contract. Instead of invalidating 
them, these bills subject increases thereunder to Federal Power Commission 
regulation. 

One of the escalation provisions devised is known as a step-up clause. It 
provides for lower initial prices with fixed periodic increases (usually 1 cent 
or less per Mcf) for each specified price period (usually each 5 years). Such 
clauses are in the interest of the consumers. They are a part of the original 
purchase price of gas. 

The bulk of the pipeline company’s expenditures must be made in the early 
years of the contract. Its rate base is high and the volumes handled are some- 
times low, so that the unit cost of the pipeline company is relatively high, and 
hence, under regulation, the prices to the consumer would have to be high. It is 
difficult to build a market at high price levels. However, these unit costs decline 
progressively as the contract continues if the pipeline and distributing companies 
can build up adequate volume. The disappearing rate-base method used by the 
Commission and the increase in volumes handled combine to reduce gradually 
the unit cost to the pipeline company. On the other hand, expenses to the 
producer increase as the contract continues. More wells must be drilled, often 
in marginal and less productive areas. Existing wells must be reworked more 
frequently to maintain production. Field pressures decline with continuing with- 
drawals, and field compressors must be installed in ever-increasing number to 
maintain the required delivery pressure. Thus, as the pipeline and distributing 
companies’ costs decrease, the producers increase. Fixed step-ups are a satis- 
factory price arrangement for all parties to the contract and are in the interest 
of the consumers. 

The existing producer contracts involved in this suggestion are, for the most 
part, contracts executed prior to June 1954. They were made in good faith by 
the gas producer in the belief that he did not thereby submit himself to Federal 
control or to any other kind of utility regulation. The producer has used these 
contracts as a basis for property development and for borrowing and spending 
money. The pipeline and distributing companies have used these contracts, 
assuring supply at definite prices for financing the construction of pipelines 
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and building a market. Obviously, any invalidating and discontinuing of service 
would be beyond consideration. 

The prices provided by these earlier contracts with escalation provisions have 
failed to return to the independent producer prices that equal the current market 
price for gas as passed upon by the Commission in certificate requests. Thus, 
in 1955 the pipeline reports to the Commission indicate that prices for the 
7 Southwestern States which were approved for providing facilities and starting 
delivery of gas on new contracts averaged 12.7 cents per thousand cubic feet. 
During 1955 deliveries were made on contracts executed in earlier years. The 
prices paid on these earlier contract deliveries were below those approved by 
the Commission on new contracts signed in 1955 by a total amount of $109 
million. If these old contracts are to be reopened, reviewed, and prices estab- 
lished that are reasonable according to present standards, the possible cost to the 
consumer will be some amount up to $109 million versus a possible saving of 
some part of presently suspended contracts with step-up clauses amounting to 
$10 million. 

If, under all the circumstances, the public interest requires that the Com- 
mission retain jurisdiction of step-up increases in existing contracts to see that 
no increases exceed the reasonable market price, it seems axiomatic that provi- 
sion should be made whereby the Commission may increase all gas prices which 
are below that figure. The figures above show that consumers would lose out 
by millions of dollars on that sort of price regulation. This suggestion is not 
advocated, but is mentioned to point out clearly that consumers have no need 
to fear excess prices due to unregulated step-up clauses in existing contracts. 
Any possible excessive prices under these clauses are offset many fold by low 
prices which neither the producer nor the Commission has any power to increase. 


(c) Included a provision that industrial sales should not be made on an inter- 
ruptible basis to industrial users at less than cost 

Natural-gas pipelines report industrial sales volume and realization to the 
Federal Power Commission each year with name and location of customer. The 
city-gate price to the distributing gas utility, a price regulated on a cost-plus 
basis, is also reported. Analysis of industrial sales as compared with cost can 
readily be made. 

Because the Southwestern States do not offer much competitive opportunity 
for coal, they were excluded from our analysis. All States north of Kansas and 
Arkansas and east of Mississippi were included. The average price received 
from industrial sales made by 14 long-line carriers was compared with the aver- 
age price received by the same lines from sales to distributing utilities in the 
identical States. 

The results were as follows: 


Comparative prices, main line industrial sales, and sales to utilities, 1947-55- 
14 interstate pipelines 
[In cents per thousand cubic feet] 


| j j 
| 
| | | 


Sales to | Mainline |; Sales to Main line 
Year utilities industrial || Year utilities industrial 
| sales | sales 
| 

| 
Bl sick «te | 18.9 | 17.9 1952 ; 23.3 26. 4 
1948 : 18.7 19.2 || 1953___. 26.5 28.1 
1949__ ; 19.0 20.3 1954. ___ 28.0 | 29. 2 
1950..._... 20. 1 23.6 || 1955_._. ; 30.1 30, 2 
WU i cseae eT 21.4 25.0 


The average realization per thousand cubie feet from direct sales to industrial 
accounts has ben higher than the price regulated on a cost-plus basis every 
year since 1947. Industrial buyers buying on an efficiency basis have been 
willing to pay more for gas than the regulated city-gate price in competition 
with other fuels. 

The objective of the recommendation made by the Presidential Advisory 
Committee on Energy Supplies and Resources Policy has been accomplished. 
There is no reason for amending these bills as suggested. 
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The CuatrmMan. The committee will adjourn until 10 o’clock in the 
morning. 

(Whereupon, at 7:15 p. m., the committee adjourned, to reconvene 
at 10 a.m., Thursday, May 23, 1957.) 








NATURAL GAS ACT 


(Regulation of Producers’ Prices) 


THURSDAY, MAY 23, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 


The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New. House Office Building, Hon. Oren Harris, chairman, presiding. 

The CuarmaAn. The committee will come to order. 

The Chair is in receipt of a letter from Hon. John A. Crumley, 
mayor of Hoopeston, Il., written on behalf of the city council, urging 
the adoption of this legislation, H. R. 6790. 

It will be received for the record at this point. 


(The letter is as follows:) 
Hoopeston, Itu., May 21, 1957 
Reference: House bill 6790, natural-gas legislation. 
Congressman OREN HARRIs, 
House Office Building, 
Washington, D. C. 

DEAR CONGRESSMAN Harris: This letter is written in endorsement of your bill 
6700 (without amendments), which is of vital importance to the future growth 
of our economy and a step that will insure us of a fair competitive chance to 
procure needed new industries to furnish payroll dollars, tax income and an 
opportunity to provide employment for an ever increasing labor pool. 

The writer, mayor of this city of 7,000 people, member of the chamber of 
commerce, is acting upon a unanimous decision of city council to impress upon 
members of Congress that this legislation is necessary for our continued growth. 

New industries interested in industrial expansion are interested in locating 
plants where they can procure noninterrupted gas service. They will not make 
unnecessary expenditures for standby equipment in localities that will shut 
off their productive and heating gas, due to limited supplies during the winter 
months. 

In our city of Hoopeston, we have a constant waiting list of about 200 
applicants for natural-gas service. New industries have not been inclined to 
locate here upon learning of the restriction of usage of natural gas 

In conclusion, acting upon authority of the city council and the progressive 
citizens of this community, we hope that every effort possible will be executed 
by our Congressmen and Senators in passage of this legislation. 

Yours truly, 
JOHN A. CRUMLEY, Mayor. 


The Cuairman. I have a wire from the mayor of the city of New 
York. He was to appear as the first witness, Mr. Clerk, on Monday, 
the 27th. His situation is such that he cannot appear ‘that day be- 

‘cause of other commitments. He has requested to be permitted to 
appear to testify on the afternoon of Wednesday, May 29. 

Would you respond to this wire and advise him that we will arrange 
the schedule of the committee to hear him on the afternoon of the 
29th ¢ 
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This morning, in connection with the legislation before the com- 
mittee, is Mr. Hedrick, president of the Independent Natural Gas 
Association of America. 

Mr. Hedrick, we are very glad to have you this morning to appear 
on behalf of the indust ry that you represent. 

You may identify yourself for the record, and proceed as you desire, 
filing your statement, if you prefer, and summarizing it, or re eading 
the statement, or just whatever procedure you wish ‘to follow. 

Mr. Hepricx. My statement is very brief and I should probably do 
better by reading it. 


The CHarrmMan. Very well. 


STATEMENT OF JOSEPH J. HEDRICK, PRESIDENT, INDEPENDENT 
NATURAL GAS ASSOCIATION OF AMERICA 


Mr. Heprick. I appreciate being here, and I hope I will when I 
am finished, 

Mr. Chairman, my name is Joseph J. Hedrick. I am president of 
Natural Gas Pipeline Company of America and Texas Illinois Nat- 
ural Gas Pipeline Co., both subsidiaries of the Peoples Gas Light & 
Coke Company of Chicago. 

Effective June 1, 1957, I have been elected president of the Peoples 
Gas Light & Coke Co., the gas utility serving the city of Chicago, and 
vice chairman of the boards of directors of the pipeline companies, 
resigning as president of the latter. 

Since questions have been asked of other witnesses as to other asso- 
ciations, I might add that I am also similarly associated and will 
be on the Ist of June, with 2 producing companies and 2 storage 
companies. 

The produc ing companies are Texoma Production Co. and Peoples 
Production Co. 

The storage companies are Natural Gas Storage Company of IIli- 
nois, and Kimswick Development Co. I have no other associations. 

I am appearing here today as president and on behalf of the Inde- 
pendent Natural ‘Gas Association of Americ ‘a, and more particularly 
on behalf of the interstate pipeline division of the association. 

We appreciate the opportunity of presenting the views of the asso- 
ciation in support of H. R. 6790 and H. R. 6791, for we have a sincere 
and vital concern in the problem of assuring adequate supplies of gas 
to the consuming public at reasonable rates. 

The association supports the bills, and I might add that so do the 
managements of the two pipelines, of which I am president, as well 
as that of the Peoples Gas Light & Coke Co. 

The Independent Natural Gas Association is an organization open 
to anyone with interest, either direct or indirect, in the natural-gas 
industry. 

Membership is composed of individuals and organizations engaged 
in production, transmission, or distribution of natural gas or combi- 
nations of these activities, as well as bankers, land and 1 royalty own- 

ers, those from investment institutions, and others. 

This association is identified more with the pipeline segment of 
the natural gas industry and the pipeline company members maintain 
a voting majority on the board of directors. The association has 
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three major divisions: the producer division, the pipeline division, 
and the distributor division. 

I point this out because, although I have been authorized by the 
board of directors to make this presentation on behalf of the associa- 
tion, I am largely speaking on behalf of the pipeline division, which 
is composed of virtually all of the long-distance interstate trans- 
mission companies. 

That the function performed by the interstate pipeline company 
may be more generally understood, I should like to explain the service 
it renders. 

The interstate natural-gas pipeline companies are primarily trans- 
mission service organizations serving the producers by furnishing 
outlet for gas produc tion from thousands of wells located over a vast 
area and serving the consumer by transporting and delivering gas to 
distribution organizations in the consuming areas. 

Pipeline facilities, rates, and accounting procedures are regulated 
by the Federal Power Commission under authority of the Natural 
Gas Act. 

The interstate transmission company, in order to perform this trans- 
portation service, purchases from producers most of the natural gas 
which it transports to satisfy the requirements of the market area it 
serves. 

The interstate pipeline company does not receive 1 cent of profit 
over and above its cost of service, as determined by the Federal Power 
Commission, on the sale of the gas which it puchases from producers. 

It merely passes on through its rates the actual cost of gas acquisi- 
tion. Insofar as it own produc ed gas is concerned, historically it has, 
with the exception of the Panhandle case later referred to, been per- 
mitted to earn a utility type of return on its net investment only. 

[ have here copies ‘of a map which are published by the Federal 
Power Commission showing the national network of natural-gas 
transmission pipelines. That is attached to the statement which you 
gentlemen have. 

(The map faces this page. ) 

A look at the pipeline map will picture for you the vast natural-gas 
transmission network. In 1956 about 24 million consumers in 46 States 
and the District of Columbia enjoyed the benefits of natural gas deliv- 
ered through approximately 155,000 (AGA Monthly, February 1957) 
miles of main transmission lines. Those lines and related facilities 
have been constructed at a cost of $5.7 billion (Gas Facts 1955, FPC 
Annual Report 1956). 

The major portion of this tremendous sum has been provided from 
the savings of millions of people through the sale of pipeline securities 
to insurance companies, investment institutions, and pension funds. 
At year-end 1956, insurance companies alone had an ivestment of 
$1.884 billion in natural-gas transmission securities. 

These investors expect ‘that in their interest our pipeline organiza- 
tions will operate efficiently and profitably. Consumers expect ‘that in 
their interest we will serve their needs adequately at reasonable rates. 

It is to the advantage of all that these objectives are compatible 
with the pipeline industry endeavor to keep the consumer price of 
natural gas at a level competitive with other fuels and at the same time 
to assure a long-term gas supply. 
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We have not or do not now interpret such expectations to be restric- 
tive as to time. We believe they apply not only to today, but 20 years 
hence as well. 

The natural gas industry is poised for expansion so vast that by 
1965 anticipated new transmission facilities will have cost an addi- 
tional $8 billion (AGA Monthly, February 1957), an amount greater 
than today’s investment in such facilities. This exemption is required 
to satisfy unprecedented consumer demands for natural gas. 

While in the past 10 years per capita consumption of gas more than 
doubled and population increased 19 million, forecasts of energy 
demands for the future are much more than might be imagined. 

Natural gas now provides 46 percent of our Nation’ 's energy require- 
ments for which it is competitive ; it is expected to rise 60 percent by 
1975. 

Relating this percentage to the expanded business activity support- 
ing an economy increased by an additional 61 million in population by 
1975 indicates a quantitative demand for natural gas almost double 
that of 1956. 

The key to achievement in meeting the requirements of such ex- 
panded markets for natural gas lies in the area of discovery and 
production. 

Today is none too early to consider problems of supply for the next 

20 years and beyond; in fact, in the natural gas transmission industry 
it is essential. 
‘ Peculiar to our industry is the necessity of proving availability of 
control of approximately 20 years’ supply for current markets and 
for proposed expansion in order to obtain approval from the Federal 
Power Commission for construction of facilities to deliver gas to the 
expanded markets. 

In securing debt capital for the construction of pipelines, the in- 
surance companies have in recent years required proof of natural gas 
reserves at least equal to the debt amortization, and more recently 
have required year-to-year adjustments in debt amortization to equal 
the then proven supply in terms of years. 

Exploration programs in the planning stage today generally do not 
result in gas for next year’s market. Usually, it takes several years 
before these ventures, ‘if successful, result in production of natural 
gas for the consuming market. 

Known reserves of natural gas as of January 1, 1957, increased 14.1 
trillion cubic feet over those of 1956 to a peak of 237.8 trillion cubic 
feet, despite the 1956 annual production of 10.9 trillion cubic feet. 

In Mr. Dougherty’s statement yesterday, he called your attention 
to the fact that although 10.9 trillion feet was consumed in 1956, only 
5.6 trillion feet actus lly were discovered as new reserves. 

We might get considerable comfort from this fact if the remaining 
years of life of those reserves were not decreasing when expressed in 
terms of the applicable production. 

The remaining years’ index has been decreasing despite increased 
reserves. In 1954 it was 22.4 years, in 1955, 22.2 years, and at year- 
end 1956, 21.9 years. 

I point this out because it is easy to be lulled into complacency by 
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statistics that indicate our known reserve figures to be higher each 
rear, 

Technologists and management are confident that we have proven 
and unproven reserves adequate to support the tremendous expansion 
of the industry. 

It is largely a question of the economic incentive and governmental 
climate that prevails as to when the unproven reserves are discovered. 
It is generally believed that our known reserves equal about one-third 
of the total future recoverable supply. 

When those unlocated reserves are found, the interstate pipelines 
want to be on equal terms with the intrastate buyers in negotiation 
for the purchase of those reserves, for intrastate pipelines and buyers 
are not subject to severe Federal Power Commission regulation. 

To do this we believe it is imperative that the pipelines ‘be permitted 
to pay and the producers receive the reasonable market price for the 
gas to be produced from these reserves. 

Those unproven reserves will undoubtedly be found deeper in the 

earth and in areas yet unexplored. They are hard to find, and, as 
search continues, costs and attendant risks become greater. 

Wells costing $1 million and even $2 million are not uncommon, 
and frequently are dry holes. Risks of such magnitude are hardly 
associated with what some believe to be the comparatively safe utility 
venture. 

Yet, in certain independent-producer, rate-determination cases there 
is evidence that orthodox utility ratemaking principles, such as rate 
of return or original cost, will be urged to be essential. 

Continuation of such practice can lead only to consequences other 
than our goal—gas in plentiful supply. This statement is made not 
to imply that exploration for natural-gas resources will cease because 
of present regulative standards, only that the search will be slowed 
down. 

Attainment of gas in plentiful supply can best be accomplished by 
providing incentive to all parties concerned with gas supply. None, 
quite understandably, has greater concern than do the interstate pipe- 
lines. 

It has been a generally accepted fact for some time that they should 
be accorded the reasonable market price for the commodity which they 
produce and sell. 

The long-distance interstate pipeline companies in this country are 
roughly divided into two categories: those owning gas reserves and 
produci ing a portion of their requirements. 

The first category is comprised for the most part of the older pipe- 
line companies, such as Natural Gas Pipeline Company of America, 
which constructed the first long-distance, higher pressure, thin-wall 
pipeline in this country. The second categor’ y is comprised for the 
most part of the newer pipelines, such as have been constructed during 
the past 10 years or so. 

Upon passage of the Natural Gas Act in 1938 the Federal Power 
Commission regulated the natural-gas pipelines subject to its juris- 
diction, including their gas reserves and production, upon the cost- 
of-service, utility- -type concept, which had the effect of discouraging 
those pipeline companies from engaging in the business of owning 
reserves and producing gas. 
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I believe in large part it was this type of regulation of the company- 
owned production that caused the newer pipelines in the second cate- 
gory to operate on the basis of purchasing their entire supply from 
independent producers, because the regulated price did not provide 
adequate incentive to the pipeline companies. 

The Panhandle Eastern case, decided on April 14, 1954, was the 
first time that the Federal Power Commission attempted to allow a 
pipeline company a fair field price for its own production. That case, 
however, is still subject to final decision, it having gone to the higher 
courts and back again to the Commission. 

I believe that a pipe company owning its own production should 
be treated similarly to the inde endent producer—no better, no 
worse—and that it is highly desirable for a pipeline company to own 
a portion at least of its gas requirements. It puts it in a better trading 
position in the purchase of natural gas from the independent pro- 
ducer. 

When the interstate pipeline company is allowed to include as an 
operating expense in its cost of service the reasonable market price 
or fair field price of the gas which it or an affiliate produces, it is more 
likely to be provided with capital essential to promote vigorous ex- 
ploration and development programs. 

Control of operations in their own production fields permits over 
and under production of the wells as market requirements vary, thus 
providing flexibility of operations not otherwise available. 

The pipeline, through use of gathering-system facilities, would be 
in a position to pure hase short-term available supply from other pro- 
ducers by adjusting, temporarily, its own production. 

In all instances, the interstate pipeline would be placed in a better 
bargaining position in the acquisition of gas, based simply on the fact 
that have-nots are always at a disadv antage at a negotiation table. 

Nearly 3 years have passed since the Supreme Court decision in the 
Phillips case placed the independent producer under jurisdiction of 
the Natural Gas Act and the Federal Power Commission. Despite 
capable effort to resolve definitive standards for rate determination, 
none has yet evolved. 

We believe legislation is needed to remove uncertainty and con- 
fusion which exists, so that the natural-gas industry may be devel- 
oped in an orderly fashion. 

During the past years the pipelines and distributors have been well 
aware of the uncertainty that existed as to the extent that consumer 
prices would rise if uncontrolled. 

We fully appreciate the premise upon which those uncertainties 
arose. The Independent Natural Gas Association encouraged the 
different segments of the industry to compromise differences. 

We are happy and gratified that the various segments of the in- 
dustry have in enlightened self and public interest found in these 
bills a common meeting ground for solutions to those problems which 
so recently seemed insurmountable. 

The solution to the natural-gas-industry problem of maintaining 
natural gas in plentiful supply at reasonable cost to the consumer is 
embodied in H. R. 6790 and H. R. 6791. 

The technical details of the bills have been gone into by other wit- 
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nesses who preceded me. There are 1 or 2 important substantive 
provisions which are of immediate concern. — 

In general, the bills propose to substantially relieve the producer 
and gatherer of natural gas from direct Federal regulation and at 
the same time protect the consumers by retaining Federal control 
over prices paid to the producers. ; ; 

The bills provide a comprehensive plan for dealing with price 
problems involved in past producer-contract transactions, pending 
rate-regulatory proceedings and future contract prices. 

This is done by legislatively validating certain transactions and 
prescribing step-by-step procedures for disposing of others, includ- 
ing future contract prices. 

The bills retain Federal Power Commission jurisdiction to deter- 
mine a reasonable market price under all new contracts and under 
certain conditions for existing contracts. 

The features of the bills that we believe are particularly necessary 
to the sound operations of the pipelines are those which permit the 
pipelines to charge as an operating expense the reasonable market 
price for its own produced gas and not in excess of the reasonable 
market price for that gas purchased from an affiliate, and the pro- 
vision which permits the pipeline to charge as an operating expense 
the price which it may be required to pay to an independent producer 
under the terms of these bills. 

The bills also provide that the responsibility for securing adminis- 
trative approval of prices over which the Commission retains juris- 
diction, including filing requirements and burden of proof in new 
producer contracts, would be shifted to the pipeline purchasers. 

The question may arise as to why natural-gas pipeline companies are 
willing to accept and support legislative proposals which impose addi- 
tional regulatory burdens on them. The answer to this is fairly 
simple. 

Do not misunderstand me. The pipelines do not seek by any means 
this additional burden. However, in the interest of harmony in reach- 
ing agreement, we accept this responsibility in the public interest for 
the assurance of an adequate supply of natural gas. 

In the negotiations between the distributors, producers, and the pipe- 
line companies, this is one of the questions on which I almost got 
thrown out of the meeting, because of my insistence that that was not a 
proper burden for the pipeline companies to assume. 

I was not thrown out of the meeting, actually, but there was some 

very bad feeling developed over the matter. 
We believe these bills contain the minimum requirements for assur- 
ing availability of adequate supplies of natural gas to meet consumer 
needs and demands, and, based upon that belief, we urge adoption of 
H. R. 6790 and FH. R. 6791. ' 

The bills will provide the security of reasonable prices to con- 
sumers, and at the same time provide the necessary freedom, incentive, 
and stability essential to aggressive exploration and development of 
the natural-gas resources of our country. 

Mr. WiiiiaMs (presiding). Thank you. 

In line with the rule set up by the chairman, the members will be 


recognized in the order of their appearance. I believe Mr. Harris was 
first here. 
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Mr. Friedel, do you have any questions ? 

Mr. Frrevet. Inoticed on page 6 of your statement, the second para- 
graph, you use the words: 

Pipelines and buyers are not subject to severe Federal Power Commission 
regulation. 

Mr. Heprick. Yes, sir. 

Mr. Friepet. Would you explain the “severe Federal Power Com- 
mission regulation” ? 

Mr. Heprick. We sometimes think it is severe, Mr. Friedel. I have 
been in the pipeline business now since the first long-distance trans- 
mission line was completed by us. 

The Natural Gas Act was passed in 1938. The method of regulating 
utilities and pipelines in the past several years have changed. You 
may recall that the utilities used to be regulated on the basis of the 
present value. They are now regulated, and I think that is quite 
severe, on the basis of original cost depreciated, in any case that I 
know of, in excess of 6 percent. 

Some ‘day, Mr. Friedel, we are going to reach the point that if this 
type of regulation continues—I am not complaining about it now— 
it is a matter for the Commission and the courts to determine in future 
years—but some day these pipelines are going to be depreciated— 
unless we keep on building and building—dow n to the point where 
they are going to be operating “for free. 

I think that is rather severe. I am not complaining here. I used 
the word, I thought, advisedly. 

Mr. Frieven. What was your position with reference to the ga 
bill in the last session ? 

Mr. Hepricx. We were for it. 

Mr. Friepe.. You were for it? 

Mr. Hepricx. The president of the Independent Natural Gas Asso- 
ciation appeared here for about 2 days in favor of the bill. 

Mr. Frrevev. That is all. 

Mr. Wuiuiams. Mr. Loser. 

Mr. Loser. Thank you, Mr. Chairman. 

On page 11, I get the impression that your association has been 
forced to support this legislation. 

Mr. Hepricx. Not by any means. 

Mr. Loser. I refer to this language; you said: 

Do not misunderstand me. The pipelines do not seek by any means this addi- 
tional burden. 

Mr. Heprick. I mean the burden of the proof that is required by 
the pipelines to support the reasonable market price of gas which it 
produces. 

We took the position, and I think correctly, and we were overruled 
in the meeting, and we accepted the job of proving, not only for 
ourselves, but for the producers, the reasonable market price of gas. 

We thought it would be most proper that if the pipeline would make 
a contract with the producer, bargaining as it always does, so far as 
I know, for the lowest price obtainable, and would go in before the 
Commission and make a prima facie showing of reasonableness, that 
the burden of proof should then shift to those objecting and that they 
should be required to prove that the price was in excess of a reasonable 
market value. 
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So we did not seek by any means the burden of proving the reason- 
able market value. 

Mr. Loser. Well, you say, “In the interest of harmony in reaching 
agreement”, you accept this responsibility in the public interest. 

Mr. Hepricx. That is right. 

Mr. Loser. In order to obtain an adequate supply of natural gas? 

Mr. Heprick. In order to arrive at a compromise bill between the 
three segments of the industry which we thought was reasonable and 
which the Congress, we thought, should pass, and which the President, 
we thought, should sign. 

This bill is not acceptable, I know 

Mr. Loser. That is what I am getting at. 

Mr. Heprick. To anybody. 

Mr. Loser. Without lengthy debate on the matter, you just do not 
like the bill? 

Mr. Heprick. No. 

Mr. Loser. But you are willing to accept it? 

Mr. Heprick. That is right. 1 do not like the bill a little bit from 
the pipeline standpoint. 

The producers do not like it. 

Neither do the distributing companies. 

Mr. Loser. So nobody likes it? 

Mr. Heprick. No, sir. It is an awfully good compromise bill. 

Mr. Loser. That is all, Mr. Chairman. 

Mr. Wiiu1aMs. Mr. Dingell. 

Mr. Dince.y.. No questions, thank you. 

Mr. Witu1aMs. Mr. O'Hara. 

Mr. O’Hara. I pass my 5 minutes. 

Mr. Wituiams. Mr. Moss. 

Mr. Moss. I have just 1 or 2 questions. 

When you say that you do not like this bill, and, therefore, it is a 
good compromise, is it that you like it more than the existing condi- 
tions ¢ 

Mr. Hepricx. That is exactly right. 

Mr. Moss. So, in your opinion, it represents an improved position 
and advantage not presently enjoyed ? 

Mr. Hepricx. That is right, sir; exactly right. 

Mr. Moss. While it is in your judgment somewhat onerous, it is 
much less onerous ¢ 

Mr. Heprick. That is right. 

Mr. Moss. You refer to this burden of proof? 

Mr. Hepricx. Yes, sir. 

Mr. Moss. I recognize as a premise to my question that we are 
fundamentally in disagreement on this question of what is effective or 
proper regulation. 

But I have been listening with great care to numerous statements. 
We are talking about a reasonable market price. That is what? Is it 
a price that is reasonable to the buyer and the seller, mutually agree- 
able ? 

Mr. Heprick. It is a price, I think—of course, it is defined in here, 
in the bill, defined so much better in this bill. 

Mr. Moss. It states only in part what it is, and it leaves me com- 
pletely up in the air as to what we are talking about. It is in part—— 
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Mr. Hepricx. Let me refer you to the Natural Gas Act itself as it 
was passed in 1938, where the Commission was required to determine— 
I do not see it right now—to determine the fair and reasonable price. 

There were absolutely no standards set up in the original Natural 
Gas Act for the Feder ‘al Power Commission to determine the fair and 
reasonable price. 

Mr. Moss. But it was not precluded from considering costs in order 
to have some. 

Mr. Hepricx. No, sir. They were not precluded from considering 
costs. 

Mr. Moss. That is right. 

Mr. Heprick. Through the administration of the Natural Gas Act, 
starting in 1938 and starting with the Hope case and starting with our 
own case that went to the Supreme Court of the United States and 
then on down, we in hauling natural gas felt they cannot regulate us, 
because that is our gas, we either produce or buy it and we are going to 
haul it to town, just the same as a farmer hauls his corn to town, and 
they cannot do that to us. 

But they did. And the Supreme Court affirmed what the Court 
termed the “pragmatic judgment of the Commission.” We had to 
look up the word. The first time I had ever seen the word. 

Just the same, the Federal Power Commission through trial and 
error and decisions by itself and decisions by the court, either after 
firming or disaffirming what the Supreme Court has said, has finally 
arrived at what is probably now pretty well established law. 

Mr. Moss. Would you say there is considerable difference between 
“fair and reasonable” when you are permitted to consider cost and 
“reasonable” where cost is excluded from consideration 

Mr. Heprick. Well, it might be. 

Mr. Moss. You have two elements in your price when it is “fair and 
reasonable” and cost can be considered. You have only one element 
in “reasonableness,” especially when you remove cost. 

I do not see how it could be anything but a price that is mutually 
agreeable to the buyer and the seller. And if that is a reasonable price, 
and in my business that would be a reasonable price, with rather much 
broader workings of competition than exists in this industry—I do not 
see where there is a great onerous burden placed on anyone to prove or 
disprove that. 

Mr. Hepricx. If you will look at page 14 of the bill, which is section 
13C (1), the bill provides, it says: 

The Commisison shall recognize the fact that natural gas is a commodity— 
and the Commission— 
shall not consider costs or use the public utility rate base cost-of-service concept. 

Mr. Moss. That is correct. 

Mr. Heprick. And they shall consider these other A, B, C, and D, 
and E things and some othersin here. But if you are going to regulate 
the producer on the public utility rate base cost of service conc ept, you 
are perfectly right. 

if you are not going to do it, cost ought to be left out of it because 


these people in the Federal Power Commission—— 
Mr. Moss. Isn’t the excuse for regulation the utility nature of the 
service to the ultimate consumer ? 
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Mr. Heprick. That may be the excuse. But I don’t agree with it. 

Mr. Witx1aMs. I am afraid your time is up. 

Mr. Heprick. If you are going to regulate the producer on the cost 
of public utility cost concept, then, of course, you have got to consider 
cost. 

Mr. Moss. We will come back later. My time has expired. 

Mr. Hepricx. All right. 

Mr. Witiiams. Mr. Neal. 

Mr. Nea. I think I have no questions, Mr. Chairman. 

Mr. Wiutu1ams. Mr. Dies. 

Mr. Dries. No questions. 

Mr. Wutuiams. Mr. Avery. 

Mr. Avery. I was a little late getting here, sir, but did you comment 
on the amendments to the bill that have been proposed ? 

Mr. Heprick. No, sir; I have not commented on Mr. Kendall’s 
suggestions. 

Mr. Avery. Would you care to comment, especially on the one that 
eliminates the consideration of using the public utility base 4 

Mr. Heprick. Of course, I am sent here by the association to support 
this bill and I have not been authorized to do anything else. 

I started to discuss with Mr. Moss the subject of costs being excluded. 
And I assume he meant as suggested by Mr. Kendall. 

These people on the Federal Power Commission are just human 
beings. They are regulative people. They have been taught that 
way. ‘They are smart. 

And I am afraid if you take the word “cost” out that you will then 
permit the Federal Power Commission—and I am not talking about 
the present membership of the Federal Power Commission, but I could 
pick 5 members since 1938 that you would not want to regulate you and 
I would not want them to regulate me if all 5 of them were there under 
any kind of a contract. 

I remember years ago when we were in Oklahoma they had a sign 
up behind the judge’s ‘desk which said, “This is a Government of law 
and not of men.” 

But men administer the law; and when you get people on the Fed- 

eral Power Commission, those who have a desire, they can take this 
dan as it exists here, with the word “cost” out of it, and regulate 
a producer on the public-utility rate-base cost-of-service concept, and 
you cannot stop them. 

Mr. Avery. In other words, if it was permissive to still consider 
cost—and I don’t find my copy of the bill here—you are of the opinion 
that it possibly might preclude the other considerations that follow 
there in the bill on page 15, I believe that is. 

Mr. Heprick. They can give lipservice to them, just as they can 
do now. They can say, “We considered A, B, C, D, and E, and we con- 
sidered this other matter, and i in our own judgment then the reason- 
able market price should be this.” 

And the Supreme Court will affirm just as sure as anything. 

Mr. Avery. Would you support the bill if that one amendment were 
adopted—would you still be in support of the bill ? 

Mr. Hepricx. I would; better than nothing. 

Mr. Avery. Thank you; that is all. 

The Cuarrman (presiding). Mr. Macdonald. 
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Mr. Dollinger. 

Mr. Dotuincer. I have no questions. 

The CuarrmMan. Let me congratulate and compliment every mem- 
ber of the committee. 

Now, Mr. Friedel, do you have any more questions ? 

Mr. Frrepeu. Ihave a couple of questions. 

On page 2 of your statement 

Mr. Hepricx. Yes, sir; I have it. 

Mr. Frreven. Down at the end of it, you state you represent all 
three—producers and gatherers, and the Pipelines, ‘and the utilities. 

Mr. Heprick. No,sir. Iam only representing the pipelines. I con- 
sider the producers and the distributors were quite able to present 
their own case. 

Mr. Frrepet. That is all. 

The Cuarrman. Mr. Loser. 

Mr. Loser. Nothing further; thank you. 

The Cuarrman. Mr. Dingell. 

Mr. Drycett. Thank you, Mr. Chairman. I passed the first time. 

You made some remark about the decline of reserves in relation 
to production in the United States. I think that is a point that we 
might look at a little further this morning. 

If you will look at the record in 1935, you will find the ratio of 
reserves to production or consumption was 21 years. 

In 1936 that figure remained constant. In 1937, prior to the 
Phillips case, it declined to 19 years. In 1938, it was 19 years. In 
1939, it went up to 20 years 

Now, in 1940, which was to all intents a war year, it went to 23. 
Tn 1941, which was a war year, it went to 26 years. In 1942, it was 24. 
And it remained 24 in 1943. In 1944, it went to 26. In 1945, it went 
to 26. In 1946, it went to 32. In 1947, it went to 29. 

In 1948, I believe that was the year of the Phillips decision, it was 
29. 

It has gone down slowly from that period to 21 years. 

So at the present time we have the same ratio of gas reserves that 
we had in 1935, independent of this big growth in reserves to produc- 
tion which took place during and because of the Korean war and World 
War ITI. 

So in view of what I have said, does it not appear to you possibly 
that maybe your concern over the amount of the reserves to consump- 
tion is a little bit perhaps in excess of what it ought to be? 

Mr. Heprick. No; I don’t think so. 

Mr. Dincer.. Well, you concede, or you will concede, that we have 
the same 

Mr. Heprick. I know that the line as between the years that I have 
mentioned has been a slow decline. 

But that, taken into ee also with the amount of reserves 
that are actually found each ye and I didn’t have this last report 
by the American Gas ication at the time or I would have men- 
tioned it in here—these reports by the American Gas Association and 
the American Petroleum Institute—and, by the way, there is a member 














of it, someone from the Secretary of the Interior’s Office, also, on that, 
from the Bureau of Mines on that committee—these reserves that 
have been added in the past year, certainly are only about a little 
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bit more than half of the production. That does not sound good to 
me, either. 

I know there are a lot of reserves in the country. There are a jot 
of reserves in Canada and in Mexico and more power to them, because 
the more reserves, so far as these pipelines are concerned, the more 
reserves there are the better off we are. 

This bill, if it is passed, would mean we will have gas running out 
of our ears for quite a while, I think, too, but we do not now. 

Mr. Dincetu. But the real fact of the matter is, there is not a great 
decline of reserves. Isn’t that a fact? 

Mr. Heprick. Not a great deal; no, sir. 

Mr. Drnce.u. They are the same ratio we had in 1935. 

Mr. Hepricx. In 1935, that was a year in which there were very few 
pipelines in this country. 

Mr. Dinceti. Yes. And the consumption has jumped enormously, 
and we still have the same ratio of reserves to use. 

Mr. Heprick. It has jumped enormously. And during that period 
of time, up until the Phillips case, people were getting a reasonable 
price for their gas, producers were, and they were encouraged to go 
out and find gas. 

They are finding it now, but finding it with a little reluctance. 

Mr. Dincetx. Let us go to another point that you make. I think 
it has bearing on this. 

You say that the natural gas industry is poised for expansion so vast 
by 1965 anticipated new transmission facilities will have cost an addi- 

tional $8 billion. 

Mr. Hepricx. That is right. 

Mr. Drvcett. And an amount greater than today’s investment in 
such facilities? 

Mr. Hepricx. That is right. 

Mr. Dincexi. If you and the other pipelines did not anticipate a 
reasonable amount of supply and reasonable amount of demand, would 
they expend that huge sum of money ? 

Mr. Heprrcx. No, sir, and it is my judgment that unless the supply 
of gas loosens up more than it is now, these guesses by the American 
Gas Association will never occur. 

Mr. Drnceii. Those guesses are based on existing conditions and 
not on the passage of the Harris-O’Hara bill, are they ¢ 

Mr. Hepricx. They are based on existing conditions, I think, with 
the hope that there will be some relief. 

Mr. Drnceti. But based on 

Mr. Heprick. And also based, pardon me, also based on a market 
demand. 

Mr. Dincetr. Based on the estimate that these people make of 
existing conditions and of reserves they are willing to spend $8 mil- 
lion based on present conditions; is that right ? 

Mr. Heprick. No, I didn’t say that. 

Mr. Drxceti. What did you say? 

Mr. Heprtck. I said just ‘what thissays. On what page? 

Mr. Dinceu. I read it to you, that is page4. You said: 


The natural gas industry is poised for expansion so vast by 1965 anticipated 
new transmission facilities will have cost an additional $8 billion. 
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Mr. Hepricx. It is poised there, Mr. Dingell. It is poised there. 
But if the gas supply is not available, it will just fade out. 

Mr. Drxcetx. You didn’t say that in your statement, did you? 

Mr. Heprick. No. 

Mr. Divert. You said that that was based on an estimate of con- 
ditions that today exist not contingent on the passage of the Harris- 
O'Hara bill. Didn't you tell me that ? ? 

I believe the record shows that. 

Mr. Hepricx. I think so. We know, Mr. Dingell—— 

Mr. Dincetx. Just answer my question. 

Mr. Hepricx. I am trying to. 

Mr. Dinecect. All right, sir. 

The Cuatrman. Let the witness answer. 

Mr. Dincett. I hope he will answer, Mr. Chairman. 

The Cuarrman. All right. 

Mr. Hepricx. I think this statement of the American Gas Associa- 
tion Monthly is based upon the market requirements of this country 
for natural gas. 

Mr. Dinan. It is also based on supply conditions you say that 
exist prior to the passage of this bill. 

Mr. Hepricx. I do not know what the author in the AGA Monthly 
took into consideration. 

Mr. Dincett. I think you should be prepared to give a fair answer 
to these questions. 

Mr. Heprick. I am trying to give you a fair answer. I have been 
giving you my judgment. 

The Cuamman. Let us not have an argument now between the 
witness anda member. Just ask the questions. 

Mr. Dtnceti. I have been trying to get an answer, Mr. Chairman. 

The Cuarrman. What is your question ¢ 

Mr. Dincetx. The question is this: This statement which you made, 
Mr. Hedrick, is based on conditions as they exist today prior to the 
passage of this Harris-O’Hara bill, am I correct or not ? 

Mr. Heprics. It is. 

Mr. Drneett. It is? 

Mr. Heprick. Yes. 

Mr. Drncetx. So it would be fair to assume that these people would 
not spend these huge sums of money or anticipate spending these huge 
sums of money if they did not anticipate a reasonable and continuous 
and adequate supply of natural gas. Am I correct or not? 

Mr. Hepricx. You are correct, but I would like to add to that, if 
you will permit me, that if the supply of gas is not available, the pipe- 
lines cannot possibly be built, sir. 

Mr. Drncett. I will agree with you. 

But according to your own figures now, the pipeline people an- 
ticipate enough | gas to build these pipelines: am I not right? 

Mr. Heprick. I can’t say that, sir. 

Mr. Dincetx. This is the figure of the oil and gas people, it is not my 
figure. I would like to go on with you, if I might, to another point, 
if I may. 

Your pipeline company owns its own reserves; does it not? 

Mr. Heprick. Owns its own reserves; yes, sir, partly. 

Mr. Drncetxi. Pardon ? 
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Mr. Heprick. Partly. 

Mr. Dineexi. Partly. Substantial amount? 

Mr. Heprick. Yes. 

Mr. Drneeti. Those reserves which your concern owns are now 
rated at about what figure per thousand cubic feet / 

Mr. Hepricx. Do you mean the price that the FPC has been allow- 
ing us! 

Mr. Dincewi. Yes. 

Mr. Heprick. About a cent and a half. 

Mr. Dincetxi. About a cent and a half? 

Mr. Heprick. About. 

Mr. Drnceti. Let me go into this. That figure is below the reason- 
able market price; is it not? 

Mr. Heprick. I am quite sure. 

Mr. Dinceti. What would you say reasonable market price is on it? 

Mr. Heprick. We have a rate case pending before the FPC at the 
present time in which we claim eight point something cents per thou- 
sand cubic feet. 

Mr. Dince.y. Would you say that is a reasonable market price, sir 

Mr. Heprick. It is less than the reasonable market price. 

Mr. Dinceut. So if this bill passes it means that your company will 
get a price increase from this cent and a half figure on whatever this 
whole overall volume of these reserves is up to somewhat on the order 
of 8 or 814 cents; am I correct ? 

Mr. Hepricx. At least that amount. 

Mr. Dixceny. Let me go a step further with you. Let me ask you 
the amount of the reserves; if I may ? 

Mr. Heprick. I have those figures here. I will try to find it for you. 

Mr. Dincein. Let me go to the last question. We have been given 
to understand that the Independent Natural Gas Association was an 
organization composed principally of people in the producing indus- 
try. According to your statement that is not correct. Am I right? 

Mr. Heprick. That is not correct. What I said in my statement is 
correct. 

Mr. Dinceti. Actually, there is almost anyone in the industry 
who has any interest at all, including bankers and others, can get into 
that association. 

Mr. Heprick. That is right. They are sort of associate members 
and they get a service that we render at a rather nominal cost, but they 
are actually associate members. 

Mr. WituiaMs. I think you are confusing this statement with the 
independent oil producers. 

Mr. Dinceu. I believe you are correct. And I believe I stand cor- 
rected on that. I hope the record will so show. 

Mr. Heprick. I want to thank you very much. I have been some 
what less than polite to you. I hope you will understand. 

Mr. Heprick. I did not mean to be unpolite to you, sir. You know 
we get interested in these things, and we try to make a point. Maybe 
we try to avoid them, too, sometimes. 

Mr. Dinceti. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. Friepet. May I come back to the previous question of mine? 

The Cuatrman, All right. 
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Mr. Friepev. In the second paragraph on page 2, you state: 


This Association is identified more with the pipeline segment of the natural- 
gas industry and the pipeline-company members maintain a voting majority on 
the board of directors. 

Mr. Heprick. Yes, sir. 

Mr. Frrever. Then you go on to say: 

The association has three major divisions—— 

Mr. Heprick. Yes, sir. 

Mr. Friepex (reading) : 
the producer division, the pipeline division, and the distributing division. 

Mr. Heprick. Yes, sir. 

Mr. Frievet. This is my question: Are you representing the three ¢ 

Mr. Hepricx. No. I am only representing the pipelines division, 
although the board of directors, including the producers and the dis- 
tributors, did vote to authorize me to appear here and support the bill. 

Every pipeline there, and their views have been, a large majority of 
them there, at the meeting, I have their names and so forth, all voted 
in favor of the bill and authorized me. 

The directors who represented the producers refrained from vot- 
ing because on the following Monday, I believe, after our meeting in 
Houston, the producers were to have a meeting and they had not yet 
determined one way or another about the Harris-O’Hara bill, so they 
refrained from voting but all of the pipeline members voted in favor 
of it. 

Mr. Frrepex. And the distributor division ? 

Mr. Heprick. There is a distributor division, but it is quite inactive. 

We say we have three divisions, pipeline, producer, and distributor. 

The distributor division is quite inactive. 

Mr. Friepe.. You are only speaking for the pipelines? 

Mr. Hepricxk. That is all. 

Mr. Frrepet. Thank you very much. 

The Cuarrman. Mr. O’Hara. 

Mr. O’Hara. No questions. 

The Cuatrman. Mr. Moss. 

Mr. Moss. No further questions. 

The CHarrman. Mr. Staggers. 

Mr. Sraccers. No questions. 

The Cuarrman. Dr. Neal. 

Mr. Neat. Mr. Hedrick, I believe I understood you to say that if 
this bill passes, that your estimated value of reserves now is 144 cents? 

Mr. Heprick. That is what we are allowed by the Federal Power 
Commission. 

Mr. Neau. That is what you are allowed? 

Mr. Heprick. On the depreciated value procedure. 

Mr. Neat. I believe I understood you to say, rather, that if this bill 
goes into effect, the Federal Power Commission people will have 
the right to allow you to increase the value of those reserves to the 
reasonable market price? 

Mr. Heprick. That is correct. 

Mr. Neat. And that will apply to all pipelines, will it? 

Mr. Heprickx. That is right; all those that have reserves. 

Mr. Neat. I mean that, all of those who have reserves. 
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Mr. Heprick. Yes. As I think I pointed out, these, the older pipe- 
line companies, started in with reserves back of them, their own 
reserves. About over half of our own supply was from our own 
reserves. 

Colorado Interstate, for instance, had more than we did in the 
Panhandle. And Northern Natural. A lot of these companies that 
were built in the older days did, such as Cities Service Gas, Colorado 
Interstate, El Paso Natural, Interstate Natural, which was referred 
to by Mr. Dougherty yesterday, is now the Olin Co., I forget the exact 
name—Mississippi River Fuel, Natural Gas Pipeline—that is our 
company—Northern Natural. 

In 1942, for instance, Natural Gas Pipeline Company of America 
owned 75 percent of its own gas. In 1951 I think, and I am sure, due to 
this type of regulation by the FPC, then cwned 48 percent of its own 
reserves. 

And in the case of every one of these pipeline companies that were 
built in the early days, having reserves back of them for a portion of 
their own supply of gas, these people have quit. 

We have quit due to the method of regulation by the FPC. There 
was a little upsurging along about the time the FPC tried until it was 
reversed by the Supreme Court, and the case sent back for further con- 
sideration, tried to start in again, there was a upsurging of getting 
their own reserves. 

But in your pipeline companies, Michigan-Wisconsin, Tennessee 
Gas Transmission, Texas Eastern, Texas Gas Transmission, Trans- 
Continental, our own company, Texas Illinois Gas Pipeline Co., we 
are not buying reserves. We are going out in the market and buying 
our gas. We are not going to operate a natural gas field for a penny 
and a half. It is that simple. 

Mr. Neat. Well, the other point I wanted to get at is, if then you 
are allowed to step up from 114 cents to approximately 8 cents that I 
believe you said was the figure-—— 

Mr. Hepricx. It is at least 8 cents. 

Mr. Nrau. Then, of course, that cost, that extra cost, that extra 
allowance is figured in by the Commission on the basis of making rates 
to the distributor. 

Mr. Heprick. It will be added to our cost of service. 

Mr. Nea. That is what I want. 

Mr. Heprick. These people have been getting a bargain for a long 
time at the cost of the pipeline companies. And they ought not to get 
such a bargain to the prejudice of the pipeline company. That does 
not mean that we are not entitled to the same kind of treatment that 
anybody else is entitled to, because we are a pipeline. 

Mr. Macponarp. I did not hear the first part of that. Who is 
getting a bargain? 

Mr. Hepricx. The public has been getting a bargain for a long 
time from the companies producing gas. 

Mr. Nea. Then, of course, that naturally reflects itself in the ulti- 
mate price that the consumer has to pay ? 

Mr. Heprick. Yes; it does not make any difference to me whether 
it is $100,000 or $20 million, we are entitled to what is right. 

Mr. Neat. That is all, Mr. Chairman. 

The Cuatrman. Mr. Dies? 
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Mr. Dies. I will pass. 

The Cuarmman. Mr. Avery. 

Mr. AVERY. Mr. Hedrick, you refer on page 5 to “the remaining 
years’ index.” 

Can you tell me what the major factors are that you take into 
account in analyzing that? 

Mr. Hepricx. At the bottom of the page! 

Mr. Avery. That is right, sir. 

Mr. Heprrcx. That 21.9 years is the 237.8 trillon feet of gas divided 
by 10.9. 

Mr. Avery. I am not interested in figures, in the digits itself. 

What is that first figure you gave me? Are those the known re- 
serves ? 

Mr. Heprick. Known reserves. 

Mr. Avery. Known reserves? 

Mr. Heprick. Known and discovered, yes, sir, known reserves. 

Mr. Avery. Divided by what? 

Mr. Hepricx. Divided by the year’s consumption, of production. 

Mr. Avery. You don’t take into account then the possible further 
development of reserves? 

Mr. Heprick. No. 

Mr. Avery. Or the potential increase in the demand? 

Mr. Hepricx. No, sir, that is only for that year. 

Mr. Avery. I see, those are all known and certain items that are 
used in the formula in making that computation. 

Mr. Heprick. Yes, sir, it is the judgment of this large committee 
of geologists and engineers of these companies, the American Gas 
Co., the American Petroleum Institute, and also I said there is a 
member or two from the Bureau of Mines also on there. 

They go out and they get information from all of the companies 
in the United States, and it is a very cooperative effort. They sit 
around the table for long periods of time and they gather all of this 
information together and they say, “Well, then, in ‘the LaGloria field, 
for instance, the engineers compute and the geologists compute there 
are so many trillion in the LaGloria field,” add that all together. 

Mr. Avery. I think you have answered my question. I wondered 
whether you took the intangibles into account. 

Mr. Hepricx. The unknowns are not in there. 

Mr. Avery. Nor the estimated increase in consumption ? 

Mr. Hepricr. No, sir. 

Mr. Avery. Thank you. 

The Cratrman. Mr. Macdonald? 

Mr. Macponatp. Thank you, Mr. Chairman. 

Mr. Hedrick, you are appearing for the Independent Natural Gas 
Association; are you not? 

Mr. Henprick. Yes, sir. 

Mr. Macponatp. And in its membership, it has pipeline companies? 

Mr. Heprick. Yes, sir. 

Mr. Macponaip. How many of your association members are pipe- 
line companies ? 

Mr. Heprricr. Practically all of them; I think 28 or 29. 

Mr. Macponarp. Twenty-eight or twenty-nine. 

What is your total membership ? 
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Mr. Heprick. Just a minute, I will get that. I have got all that. 
I tried to guess what I was going to get into here, and I think—it 
is a matter of finding it, sir. 

Mr. Macponap. Yes, sir. 

Mr. Heprick. Here we are. There are 28 transporters, 86 pro- 
ducers—this is as of March 31, 1957. 

Mr. Macponatp. Eighty-six producers? 

Mr. Heprick. Yes, sir. And 24 distributors, 108 associate mem- 
bers. 

Mr. Macponatp. What is the definition of an associate member- 
ship ¢ 

Mr. Heprick. He is a person who—he might be a banker or he 
might be just anybody, you or anybody who wants to pay us a 
hundred dollars. We mail him the service that is gotten out by the 
Washington office as to all these things that are going on today. 

Mr. Macponap. Shareholders? Are they usually shareholders in 
some producing companies or some phase of the industry Q 

Mr. Heprick. They do not need to be—an insurance company that 
lends money. 

Mr. Macponarp. But these 108 associate members are not as active 
as the 28 pipeline companies, the 86 producers, and the 24 distribu- 
tors, are they ? 

Mr. Heprick. Only the transporters, producers and distributors; 
maybe a royalty owner. I doubt it, though. 

Mr. Macponaip. When was this association formed ? 

Mr. Hepcicr. 1944. 

Mr. Macpvonatp. Was not one of the purposes of the formation, 
of this association to limit the jurisdiction of Federal agencies to the 
reasonable regulation of the interstate transportation of natural gas 
and its sale in interstate commerce for resale, specifically excluding 
such agencies from any regulation whatsoever of production, gather- 
ing, processing, compressing, or fixing the price for natural gas prior 
to its entry into the interstate commerce for resale ¢ 

Mr. Heprickx. Yes, you are quoting from our declaration. I often 
wonder where you get all your information. [Laughter.] 

Mr. Macponap. Sir, your information is public. That is a matter 
of public record, is it not, why you formed the association ? 

Mr. Heprick. Maybe it is. 1 am not criticizing you for that. I] 
just wish I could do that kind of thing. But you quoted exactly, sir. 

Mr. Macvonatp. We both know that you know a good deal more 
about this subject than I do. 

Mr. Heprick. Well, I am not sure of that; but if I don’t, I ought to. 

Mr. Macponatp. Right, sir. [ Laughter. ] 

So actually, your appearance here this morning is to carry out that 
for which your organization was formed ? 

Mr. Hebricx. I think so. That has not been considered by the as- 
sociation for a long time, that is, this declaration of principles, policies 
and objectives by ‘the assoc lation, as a group, for a long time, but it 
started out that way, and I think we have been continuing that policy. 

Maybe we have added to it and maybe subtracted from it, but we 
have been going along that w ay. 

Mr. Macpon arp. Actually, you are a bit of an expert before our 
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committee. I made one mistake yesterday. I do not want to make 
another. 

Mr. Hepricx. I never have been before this committee. 

Mr. Macponatp. Were you not here on the Moore-Rizley bill? 

Mr. Heprtcx. No. 

Mr. Macponap. Not this committee. 

Did you appear in the Senate, before the Senate committee ? 

Mr. Heprickx. Maybe I did; I do not remember. 

Mr. Macponautp. You do not remember appearing before the 
Senate ? 

Mr. Hepricx. I remember being there, but I do not remember 
whether I appeared or not. 

Mr. Macponatp. Do you remember your views toward certain sec- 
tions of the Moore-Rizley bill—— 

Mr. Heprick. No. 

Mr. Macponatp (continuing). During those hearings before the 
Senate? 

Mr. Heprick. No, sir; I do not remember that. You may have it 
there. If you do, I will say “O. K.” [Laughter.] I do not remem- 
ber. You know, these things pass so fast. 

Mr. Macponap. Well, in 1948, sir, I had no idea of running for 
Congress, believe me; I was not at the hearings myself. I did not 
hear you personally. 

Mr. Hepricx. I am sure my principles have not changed. 

Mr. Macponap. But the record seems to indicate that in 1948, you 
did appear over at the Senate and you testified. 

In any event, you were familiar with the provisions of the Moore- 
Rizley bill, were you not ? 

Mr. Hepricx. I was then. 

Mr. Macponatp. And you remember that the Rizley bill required 
the Federal Power Commission to allow as an operating expense of 
a pipeline company “the prevailing market price of natural gas pro- 
duced by a pipeline or its affiliate.” 

Mr. Heprics. I will accept that, sir. 

Mr. Macponaxp. And that is pretty much the same as we are now 
considering here, it is quoted in the Harris-O’Hara bill but with the 
difference that in the Moore-Rizley bill it was called the “prevailing 
market price,” and now it is called the “reasonable market price.” 

Mr. Heprick. Well, I will accept that, because I have not the slight- 
est recollection. I remember being over there, but I do not remember 
whether I was there helping somebody else or whether I was doing 
the talking. 

Mr. Macponap. Yes, sir. 

But, whether you were talking or not, you do recall that the pre- 
vailing market price was one of the main interests of the independent 
producers? 

Mr. Hepricx. No, I do not recall that; but I would accept it, sir. 

Mr. Macponarp. Do you see much difference between prevailing 
market price in the Moore-Rizley bill, or the reasonable market price 
in this bill ? 

Mr. Heprick. “Prevailing” and “reasonable”? Well, there might 
be some difference. I cannot tell you a difference right now, but I 
will bet you a lawyer could find some difference in it. 
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Mr. Macponap. You are not a lawyer, sir? 

Mr. Heprick. Well, yes. I was until 1949. [Laughter.] 

Mr. Macponatp. When you got into a more profitable business? 

Mr. Hepricx. I am not sure about that. [Laughter. ] 

The CuarrMan. Will the gentleman permit me to shed a little light ? 

I do not want to indicate, by the fact I am a lawyer, that I can 
answer the question. 

Mr. Macponap. I understand your views very well, sir. I wanted 
to get his. 

he. CHatrMAN. I was talking about the Moore-Rizley on that par- 
ticular formula. 

Mr. Macponaxp. If you will let me finish up on one question. 

The Cuatrman. I just desire to be helpful. 

Mr. Macponatp. My information is that before—I will not say that. 

Did you not tell the Senate Interstate and Foreign Commerce Com- 
mittee in 1948 that you objected to changing the term in the Moore- 
Rizley bill from “prevailing market price” to “reasonable commodity 
value” because the courts had passed upon “market price,” and that 
was something that was well known; if the “prevailing market price” 
language was used, everybody concerned would have a more definite 
idea as to what the act meant ! 

Mr. Hepricx. Well, I will have to accept what you say, but I 
haven’t the slightest recollection about saying it. That is 10 years 
ago, and we have built a lot of pipelines and done a lot of things 
since then. 

Mr. Macponap. Yes, sir. 

Mr. Heprick. I do not have the slightest recollection. 

Mr. Macponap. But now you think, even though, as I indicated, 
the record shows that you did not think that “reasonable market price” 
was a very definite term in 1948, you now do? 

Mr. Heprick. Well, if I did, 1 did. I haven’t any recollection of it, 

Mr. Macpona.p. I will ask you the direction question: Do you think 
“reasonable market price” is a very easily determined thing by way 
of definition ? 

Mr. Hepricx. I do not think that any market price, reasonable or 
using another adjective, would be an easy thing of determination, sir. 
[ do not think any of this is—if this bill is passed, the Power Com- 


mission is going to have to cut and try for a little while to see whether 
it is right or not. 


Mr. Macponaxp. Right. 

Mr. Hepricx. And it is going to pass on some of these things, and 
the pipelines are going to say or the producers are going to say, “Well, 
that isn’t right, and we are going to take you to court,” and the court 
is going to determine, maybe, against them. 

Mr. Macponavp. Right, sir. We all agree that “reasonable market 
price” is a very difficult thing to define, in my opinion, and you seem 
to agree. 

Mr. Heprick. Well, it isdifficult. It isa whole lot—— 

Mr. Macponavp. Do you not think it is especially difficult to define 
if there is a prohibition about taking costs, which are certainly an 
integral part of any “reasonable market price,” into consideration / 

Mr. Hepricx. Well, I can see some instances where maybe costs 
might want to be considered by a producer where, for instance—and 
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we have had quite a bit of experience in drilling offshore. We > i 
some $36 million down there already, we and our partners, and we 
havent’ got enough gas down there, so that if you had to sell it at the 

“reasonable market price,” you would pr obably get $10,000 a foot for 
it. Socosts in some instances might be desirable. 

Mr. Macponatp. From your point of view ¢ 

Mr. Heprick. From some producer’s point of view. 

Mr. Macponarp. From the producer’s point of view. 

Mr. Heprick. I was talking the other day to a producer offshore, 
and he said, “My costs”—I do not know what his bookkeeping was- 
“My costs of the original acquisition of the lease, which were very 
high, and the dr illing, amount to 27 cents at the mouth of the well.” 
But he cannot sell it at 27 cents in today’s market, so he is going to 
have to take something less if he sells it. 

Mr. Macpnonaxp. Right, sir. 

Mr. Heprick. I have an idea that the price is much higher than the 
price mentioned in the Catco contract. 

Mr. Macvonavp. Is it not unfair to the producer in that instance ? 

Mr. Heprick. No; it is not unfair to the producer at all. Anybody, 
and I am not an economist and I do not want to be cross-examined as 
an economist, but it just seems to me that any person, producing any- 
thing, has got to meet the price that somebody else has that same 
commodity for, whether it be automobiles or whatever it be. 

Mr. Macponaxp. Right. 

Mr. Heprtck. And costs may not enter into it. He is either going 
to have to meet the price or get out. 

Mr. Macponatp. Well, is not cost determinative of what price, or 
should it not be determinative of what price a man will sell for and 
what price a buyer will buy for? 

Mr. Henprick. Costs are determinative, I think, somewhere down 
the line, but—I do not know whether you were here or not—I am 
afraid of that word “costs” in here, and I am afraid of it for this 
reason, if you will permit me to say so. 

Mr. Macponatp. Yes, sir. 

Mr. Heprickx. The way this bill reads—and I do not know any 
cure for it—the way this bill reads, if the staff of the Federal Power 
Commis and they have some very bright, smart people, always 
have ies on the staff—if they would take these words, with the word 

“costs” out, so that the Commission may or may not use it, as Mr. 
Kendall suggested, so that it reads, “The Commission shall recognize 
the fact that natural gas is a commodity, and shall not consider or 
use the public-utility, rate-base, cost-of-service concept or formula,” 
I know that a regulator can take that kind of wording and regulate a 
producer on the basis of the public-utility concept. I can do it, I 
think. 

Mr. Macponarp. Yes, sir. 

Mr. Heprick. And I would not want them to do it to me if I were a 
producer. 

Mr. Macvonarp. Well, they have been doing it to you as an inde 
pendent, as a producer with a pipeline. 

Mr. Heprickx. We did not like it, either, and we are getting out of 
the business just as fast—we are not keeping in it. 
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Mr. Macponaip. Have not the network of pipelines mushroomed 
under it? 

Mr. Heprick. No. No; not under that. 

Mr. Dinceit. Will the gentleman yield to me for just one question ? 
I would like to return, if I might, to the language which you used, 
and which I did not use, saying under this system of regulation there 
would be an anticipated increase of $8 billion in investment in pipe- 
lines between now and 1965. 

Mr. Hepricx. Those are your words. I think I ought to be 
allowed some—— 

Mr. Dincetx. Let me read you your words: 

The natural-gas industry is poised for expansion so vast that, by 1965, antici- 
pated new transmission facilities will have cost an additional $8 billion, an 
amount greater than today’s investment in such facilities. 

Now, this is the situation which is taking place under the Phillips 
decision; this is the situation which is takng place under the utility 
method of regulating pipelines and producers. 

Mr. Heprick. That is right. We were talking, I think, about 
company-produced gas, were we not? 

Mr. Macponap. Yes, sir. 

Mr. Heprick. All right. Iam going to give you, if you will allow 
me—I have given it here in answer to another question, but I think 
you were perhaps not here. 

We will split this matter up, for purposes of statistics, from 1942 
to—— 

Mr. Macponap. Sir, if you have answered the question, I do not 
want to prolong the hearings: I do not want to unduly detain you, if 
it is in the record. 

Mr. Heprick. Let me make the résumé of it. The older pipelines, 
the Natural Gas Pipeline Company of America, owned a large amount 
of their own reserves. 

Mr. Macponaup. Yes, sir. At that very point, now 

Mr. Heprickx. They do not any more. 

Mr. Macponatp. This you can clear up in my mind: Ts it not true, 
because I have heard both answers, and I am not sure which is correct, 
is it not true that, at the time the pipelines were first after their 
certificates, they had to own a certain amount of reserves to get a 
certificate? 

Mr. Heprick. No; it has never been true. 

Mr. Macponarp. Never? 

Mr. Hepricx. No: it has never been true. 

Mr. Macpona.p. In any event, if that is wrong, is it true that the 
pipelines in building their reserves used the cost-plus basis or the 
so-called utility rate, and charged to the consumer a price for the gas 
that included the cost of exploration, discovery, and gathering? Was 
not that cost absorbed at one time in the rates to the consumer ? 

Mr. Hepricx. No, sir. 

Mr. Macponaxp. It was not? 

Mr. Hepricr. No. 

_ Mr. Macponatp. What was the rate basis at the time that the pipe- 
lines were gathering their reserves? 

Mr. Heprick. They did not have any rate base at the time the pipe- 
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lines were gathering their reserves. We were not regulated. We 
charged what we thought we could get for the gas. 

Mr. Macponap. If you do not mind my saying so, I think you still 
are. 

Mr. Hepricx. Well, that is a matter of judgment—— 

Mr. Macponap. Yes, sir. 

Mr. Heprick. Opinion. 

Mr. Macponatp. When did you first come under regulation ? 

Mr. Heprick. 1938. 

Mr. Macponatp. Has not any pipeline built reserves since 1938 ? 

Mr. Heprickx. Well, you are going to have to allow a little bit of 
time after 1938 before the Power Commission really gets hold of you 
and starts working this utility-type concept on you. 

Mr. Macponap. Yes, sir. But that was not my question. 

Mr. Hepricx. So let’s say 1942; just give us a chance to find out 
what the type of regulation is we are going to have. 

Mr. Macponarp. That is not really an answer to my question. My 
question is: Did not the pipelines, have not some pipelines, if not your- 
self, from your in wiedes of the industry, have not many pipelines 
gathered reserves since 1938 ? 

Mr. Hepricx. Well, I would like to answer you from 1942, if I may, 
and I would say I do not think so. 

Mr. Macponatp. Well, I had a chart which I put in here which 
shows the increase in reserves, and it is related to companies, and some 
of those companies are pipelines. 

Mr. Heprick. Oh, reserves, that is bought reserves. I mean, that 
is not company-owned gas. That is the same kind of gas that we go 
out and we make a contract with Magnolia or whoever it may be, to 
buy gas, and that is committed to us for 20 years; and that is the 
reserves, I think, you are talking about. 

Mr. Macponatp. Well—— 

Mr. Hepricx. That is not company-owned reserves. 

Mr. Macpon arp. On whose books is it listed as reserves ? 

Mr. Hepricx. I do not know. 

Mr. Macponatp. Is it Magnolia’s reserves? 

Mr. Heprick. Ours. 

Mr. Macponap. Or is it yours? 

Mr. Heprick. Ours. 

Mr. Macponarp. Can you both report it as owning reserves? How 
do you own it until you get it? And if you get it, why does Magnolia 
still 

Mr. Heprickx. We get a contract for it. 

Mr. Macponatp. Allright. Does title pass to that gas ? 

Mr. Hepricx. No. 

Mr. Macponatp. Then it is not yours; you just have an option on it. 

Mr. Heprick. Well, that is a technicality. 

Mr. Macponap. It is a very important technicality, it seems to me. 

Mr. Heprick. Then let’s say that it is just the way we doit. Wesay 
that the reserves back of this pipeline are so many trillion cubic feet, 
part of which are owned reserves, part of which are purchased reserves. 
That may be 








Mr. Macponap. Contracted-for reserves ? 
Mr. Hepricx. Contracted reserves; yes, sir. 
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Mr. Macponaxp. In your company, which do you have more of, con- 
tracted-for reserves or owned reserves ? 

Mr. Hepricx. In Texas-Illinois Pipeline Co., the one that was built 
in 1950 and 1951, we own absolutely no reserves. 

Mr. Macponap. It has no reserves at all? 

Mr. Heprick. None. 

Mr. Macponatp. Yes. 

Mr. Hepricx. And in Natural Gas Pipe Line Co., the one that was 
built in 1930 and 1931, we started out with some 300,000 acres of re- 
serves. We now own 130,000 acres of reserves, and we are not in that 
business. 

Mr. Macponanp. Do you not also own Texoma Production Co. ? 

Mr. Heprick. We do. Natural Gas Pipe Line Company of Amer- 
ica is the sole stockholder of Texoma Production Co. 

Mr. Macponaup. Do they have any reserves? 

Mr. Heprick. A little, tiny bit. We have got one we spent over 
$23/, to $3 million on, and we have got one little well that is capable of 
producing with an open flow of about a half million. 

Mr. Macponatp. Do you have a subsidiary Peoples Production 
Co. ? 

Mr. Heprick. Yes, sir. 

Mr. Macponatp. Do they have any reserves ? 

Mr. Heprick. No, sir. 

Mr. Macponaxp. They do not have any reserves ? 

Mr. Heprick. Excuse me. We have spent $36 million, and haven’t 
gotten any producible gas yet. We got a nice well, we have got 
some promise, we have got a nice well down there the other day in 
block 86 that has 86 feet of sand, net sand, and we punctured it at 
the bottom and tested it, and we got 53 barrels of distillate and 2 
445,000 cubic feet of gas through a quarter-inch choke, and the Lord 
only knows how much gas that is on an open flow test; but you cannot 
count reserves from one well. 

Mr. Macvonatp. All right. Is that money you lost, did you lose 
it jointly with Sinclair Oil and Sohio Petroleum ? 

Mr. Heprick. Yes, sir. 

Mr. Macponaup. And El Paso Natural Gas? 

Mr. Heprick. Yes, sir. 

Mr. Macponarp. And Western Natural Gas Co. ? 

Mr. Hepricxk. Yes, sir. 

Mr. Macponarp. Is that what you were referring to earlier in your 
search for offshore gas? 

Mr. Heprick. Yes, sir. 

Mr. Macponatp. You said you had no luck. 

Mr. Heprick. No luck? We certainly had a lot of luck. 

Mr. eee You said you lost $86 million. 

Mr. Hepricx. I said in block 86. 

Mr. Macponatp. One block. 

Mr. Heprick. These are Federal Government lands. The blocks 
are numbered offshore just like sections are numbered on shore. 

Mr. Macponaxp. Yes, sir. 

Mr. Hepricx. And it is block 86, South Timberlier area of the 
Federal Government. We own 5,000 acres on that of what we think 
is a salt dome. 
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Mr. Macponap. I understand that, and understood it before you 
told me. 

Mr. Hepricx. But you asked me about how many reserves we had. 

Mr. Macponatp. I am asking you now how much luck you had. 
You talked about some bad luck. How much good luck? 

Mr. Hepricx. We have had some good luck, but we have not pro- 
duced a barrel of oil or a foot of gas. 

Mr. Macponatp. How do you translate “good luck”? How much 
have you found? 

Mr. Heprick. We own—that is, the 4 or 5 of us, 39,215 acres. The 
leaseholds have cost us $20,174,000. We spent $10,889,000 exploratory. 

Now, let’s use this bloc k 86. No. 1 well was drilled to a total depth 
of 12,250 feet. There wasa sand 

Mr. Macponarp. Sir, I do not mean to interrupt you. 

Mr. Heprick. I don’t know. You asked me 

Mr. Macponarp. I want to have a complete answer. Maybe you 
are giving it to me, but I do not want to transgress on the sensibilities 
of my fellow committee members who are w aiting to question you. 

Have you got a figure there which will show what you found ? 

Mr. Heprick. Well, all right. In that block 86 A-1 well, we got 
what I told a a minute ago—86 feet of sand; we have got 53 barrels 
of distillate. I do not know how to answer you any different. 

Mr. Macponap. I am not asking you for how much sand you found, 
but how much oil and gas you found. 

The CHarrmMan. Well, the problem is, I must respectfully say, Mr. 
Macdonald does not understand what it means when you say you get 
so many feet of sand. 

Mr. Macponatp. I most certainly do; and whether or not it is com- 
mercially feasible to go ahead with the drilling under the conditions 
found. 

The CuatrmMan. Let the witness answer the question, then. He is 
answering your question very well. 

Mr. Macponaxp. All right. 

The chairman had been interested in my time limitation, so if he is 
not now, neither am I. 

Mr. Hepricx. I am not trying to consume your time, geodness 
knows that. 

Mr. Macponarp. Yes, sir. 

Mr. Heprick. But when you do not know what you have, and you 
have 86 feet of sand, and the only thing you have is a probability itisa 
good oil—it is a good hydroe arbon sand, we have got 53 barrels of 
distillate in the bottom trying to make an oil well out of it, because we 
are not interested in gas that far out until we get a lot of it. 

The balance of it is a gas sand, apparently, and it produced 21% to 3 
million feet through a ‘quarter- -inch choke. We have not taken an 
open flow test of that well. It may be a 30-, 40-, 50-million-foot well 
But that does not mean gas? It may. 

That country is frac tured with faults. 

Mr. Macponarp. In other words, you do not know about that one; 
you do not know whether it is good or bad. 

Mr. Heprick. We do not know about any of them until you get out 
there and start producing them. 

Mr. Macponatp. When are you going to do that ? 
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Mr. Heprick. Here you go out there and build a million-dollar plat- 

form 50 miles from shore, and that one has got 8 places where you 
can drill a well from on that platform. You have got to wait until 
you get all of your wells drilled from that platform. You do not 
dare ¢ go out there and start producing from a well and be drilling 25, 
30 feet away on another well. You cannot get people to go out under 
that hazardous condition. 

You have got to drill all your wells, exhaust the holes on that rig, 
and move away, and then produce. 

The Carman. In other words, your answer, Mr. Hedrick, to Mr. 
Macdonald’s question, is; you do not know at this time? 

Mr. Heprick. Of course we do not know, but we think we have got 
good possibilities. I do not know how to answer these questions. 

The Cnarrman. Well, you have answered it. 

Mr. Macponatp. At some length, I might say. 

Mr. Heprick. Pardon ? 

Mr. Macponaxp. Sir, I was interested in your remark about the 
consumer has been getting a terrific bargain for a long time. 

Mr. Heprick. I think so. 

Mr. Macponatp. You do have an interest in a distributing company, 
do you not, Texas Illinois? Does that not distribute gas 

Mr. Heprick. That is a pipeline. 

Mr. Macponatp. A pipeline. 

Do you have any distributing company in which you are interested ¢ 

Mr. Heprick. Well, our parent company is the Peoples Gas, Light 
& Coke Co. of ( ‘hicago. I have been president of the pipeline com- 
panies, the production companies, and the storage companies for a 
long—since 1949. 

As of the 1st of June, I will resign as president of these companies, 
and I will be president of the Peoples Gas Co., which is a distributing 
company serving Chicago, whose business I know nothing about. 1 
have got a lot to learn. 

Mr. Macponatp. I doubt that, sir. It is the first thing you have 
said that I really do doubt. 

In any event, has the cost of purchased gas increased to the Natural 
Gas Pipe Line Co. since you started in business or since it was 
started ¢ 

Mr. Heprick. Yes, sir. 

Mr. Macponarp. By how much? 

Mr. Hepricx. I do not see it here. I would say from 4 cents— 
what? This is a duplicate. It increased from 4 cents in 1947 to 
13.45 in 1956. 

Mr. Macponarp. Were those costs passed on to the consumer ? 

Mr. Heprick. Yes, sir. 

Mr. Macponap. Well, do you think that at that price, they are 
still getting a big bargain ? 

Mr. Hepricx. At which price, the 13.45% I think they are getting 
a reasonable, I think they are paying a reasonable price for their gas. 
It costs them about—that 13.45 gets them in Chicago at about 21.87 
cents. That is pretty reasonable. That gets them house heating gas 
at 88 cents a thousand, which is a whole lot less than oil, and naturally 
a lot less than coal. 

Mr. Macponap. I do have some more questions. 
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How many other people are there to ask questions ? 

The Cuarrman. The gentleman may proceed. He has not exceeded 
his time limit. 

Mr. Macponatp. Actually, I understand that you participated with 
other people in meetings concerning a gas bill. 

Mr. Heprick. Yes, sir. 

Mr. Macpvonarp. Is that correct ? 

Mr. Hepricr. Yes, sir; I did. 

Mr. Macponatp. When did you first attend these meetings ? 

Mr. Hepricx. I think it was in October. 

Mr. Macponatp. I did not hear your answer, sir. 

Mr. Hepricx. I say the first meeting I attended was October 30, 
1956. 

Mr. Macpnonarp. October 30. 

Mr. Heprickx. Wait, I did not attend that. Mr. George Naff, as 
liaison man representing me for INGA, attended that meeting, and 
reported back tome. Because we did not attend these early meetings. 

{r. Macponatp. You did not attend the early ones ? 

Mr. Hepricx. No. 

Mr. Macponatp. Had you known the early ones were going on ? 

Mr. Heprickx. Partly. To some extent we had heard that these 
meetings were going on. 

Mr. Macponaxp. How did you finally get invited? Who invited 
you’ 

Mr. Heprick. I kind of invited myself. We considered when we 
had our INGA annual meeting at San Antonio, at our board of direc- 
tors meeting, we had heard these meetings were going on; and there 
was only one thing that we were interested in, as I recall now: That 
the pipelines get the same treatment that an independent producer 
gets. So we considered this to be as it had been in Congress before. 

Mr. Macponaxp. By the “same treatment,” you mean the same type 
of regulation ? 

Mr. Hepricx. Yes, sir. 

Mr. Macponatp. You wanted to come out from under the cost-plus 
basis; is that right? 

Mr. Heprick. Well, we thought we ought to be. 

Mr. Macponarp. The so-called utility basis. 

Mr. Heprick. Yes. 

Mr. Macponatp. And you wanted to come out to a 

Mr. Hepricx. We wanted to be on the same basis, and we did not 
want a bill introduced here which would exempt the producers or give 
therm some consideration other than they have under the Phillips case, 
and leave us back in the other category. 

Mr. Macponarp. Not on the gravy train. 

Mr. Hepricx. In the other category. 

Mr. Macponatp. You did not want to miss that train. 

Mr. Hepricx. We do not call it gravy train. We thought it was 
something right and equitable. 

Mr. Macponatp. Anyway, you wanted to see that the pipeline pro- 
ducers went on a cost basis ? 

Mr. Hepricx. They had already arranged that or had agreed to 
that in their general principles at the time we got into it. 

Mr. Macpnonatp. When you say “they,” who do you mean? 
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Mr. Hepricx. The producers and the distributors. 

Mr. Macponatp. When you got word that the producers and the 
distributors had agreed that they would close ranks and go forward 
on a reasonable market price basis, you joined them; is that right? 

Mr. Heprick. We got into it as soon as we could, but there did not 
seem to be any reason for us to muddy up the water. We considered 
this to be a disagreement between the distributors and the producers 
because of the disagreement that had occurred in the previous Con- 

ess. 

Mr. Macponanp. Right, sir. 

Mr. Hepricx. And then we asked Mr. Naff, who was better ac- 
quainted with some of the producers than I was, “Can’t you arrange 
to sit in and listen to them?” And then he would report back to me 
and I would report back to our directors of Independent Natural Gas 
Association so we would get abreast of what was going on. 

Then this thing developed. George Naff was there for a while and 
attended 2 or 3 of these meetings, and I called up Mr. Murphy— 
Charley Murphy, representing the producers, and I said, “Can’t I 
attend these meetings, and can’t I participate in these meetings?” 

He said, “Well, sure.” 

So then I called Mr. John Heyke, and I said, “How about me com- 
ing to that New York meeting?” 

He said, “Well, all right.” 

So I did. That, I believe, was on the 30th of—around the last of 
October. 

Mr. MAcponarp. Right, sir. 

At the meetings that you attended, was there disagreement among 
segments who did not want this so-called reasonable-cost basis ¢ 

Mr. Heprickx. Oh, yes. Mr. Smoker, of Philadelphia, I did not 
know him until I met him there, he was rather adamant about the 
matter. I had read in the St. Louis Post-Dispatch, a copy of which 
you have—— 

Mr. Macponaxp. As a matter of fact, I do not, but Mr. Dingell has, 
so I have access to it. 

Mr. Hepricx. You have access to it. And it sounded kind of bad, 
and when I went to this meeting, or one of the meetings, I said, “Are 
you fellows throwing one of these fellows out of your meetings?” 

“No, that isn’t so. We didn’t throw him out. He simply was ada- 
mant”—I am talking about this man from Minneapolis—“he was sim- 
ply adament, ‘We don’t want any change in the bill.” And they 
simply told him, I heard, there was an explanation to me because I 
do not believe in throwing people out, that he did not want to change 
it, and they said, “Well, this is a meeting trying to arrive at a com- 
promise. If you are not in a compromising mood, there is no need of 
your being here.” 

So that is all I know about that. And Mr. Smoker, Dr. Smoker they 
call him, sat there, and he said, “Well, I am not in favor of this. I 
don’t think Iam. I am going to have to talk to my people in Philadel- 
phia.” And then pretty soon he turned up missing. 

Mr. Macvonaxp. Right, sir. 

And the basis on which these distributors, who were most closely 
connected with the consumer, even though their interests are not ex- 
actly alike, they felt that the reason they did not want a bill was that 
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this would increase prices to them and would force them out of busi- 
ness, is that not right’ 

Mr. Heprick. Would you mind repeating that, sir ? 

Mr. Macponatp. Well, I say, what I say, in essence, is that the dis- 
senting distributors felt that the impact of this new reasonable—so- 
called ‘reasonable—market- -price basis, where costs could not be taken 
into account, would raise prices to them, to the distributors, and there- 
fore they would be adversely affected ? ? 

Mr. Hepricx. I do not know what was going on in Mr. Smoker’s 
mind. 

Mr. Maponatp. Did they not make any statement as to why they did 
not like this bill? 

Mr. Heprick. They did not participate a great deal to that extent. 

Mr. Macponaup. Did they not make any remarks that the reason 
they did not want this bill- 

Mr. Heprick. No, they did not. 

Mr. Macponatp (countinuing). Was because of the cost prohi- 
bition ? 

Mr. Heprick. Not that I recall. 

Mr. Macponatp. You never heard that? 

Mr. Heprick. I was not in the big middle of this discussion be- 
tween these people. I was there by sufferance. 

Mr. Macponap. Right, sir. 

But my concluding—— 

Mr. Heprick. Exe ept when they got around to the pipeline com- 
panies, and then I was in the middle ‘of it. 

Mr. Macponarp. In my concluding question, which is more of a 
statement in which I am sure you will concur, the main point of this 
bill, a statement of principles that turns up in the Harris-O’Hara bill, 
is the cost prohibition; is that not correct? 

Mr. Hepricx. Well, that seems to be. I think so, yes. It is a point 
of contention right now, I guess. 

Mr. Macpnonaxp. Right, sir. 

Are you for or against that Eisenhower amendment which gives per- 
mission tothe Federal Power Commission—— 

Mr. Heprick. Well, I cannot say that I am for it, and I cannot say 
that I am against it. 

I will say it this way, that I was sent down here by the Independent 
Natural Gas Association by authority of a resolution of the board of 
INGA, tosupport this bill as it was then drafted. 

We had no knowledge, never dreamed of, any amendments being 
offered by the White House or anybody else, and I do not have any 
authority to say that I would or would not take it. 

Asa matter of fact, it would not do much good, but I do not have any 
authority to tell you that, sir. 

But I will tell you this: that I believe that if the amendment is made, 
that it will have the support of a large segment of the industry finally, 
because it is better than nothing. 

Mr. Macponatp. I could go ) into that, but time is of the essence. I 
would just like to ask you about my own bill. 

Do you have any position about the so-called Macdonald bill, which 
would really take out 97 percent of the so-called independent, the true 
independent producers ? 
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Mr. Heprick. I thought you were going to ask me me that. 

I have been thtinking a lot about your “bill, sir. I attended a meet- 
ing of TIPRO the other day, at which I understood you were going to 
be there the other day, and explain your bill, and I was there when they 
read your telegram. 

Mr. Macponatp. I was absent because of the calling of Mr. LeBoeuf, 
who was here before our committee the day of the meeting of TIPRO. 

Mr. Heprick. I understand a TIPRO man is going to be here, and I 
am not at liberty to tell you what I heard about the TIPRO statement. 

But this is my independent statement : If I were an independent pro- 
ducer owning reserves where I had, where I was selling, 1.9999 
billion feet a year, I would not want your bill. I would be seared to 
death of it, because I would be exempted under the terms of your 
bill: but here is a lease here on which I have got this well or these 
two wells from which I am selling. A man drills over here on this 
corner, and he drills an offset to me, and I have got to drill here in 
order to drill that offset, and by that act I then become a natural-gas 
company, and because I just slip over this by 1 foot. 

And I think it discourages; it would discourage me if I were a pro- 
ducer, because I always remain little, and nobody wants to do that. I 
am just always a little fellow. 

Mr. Macponarp. I understand that, and I quite agree with you, 
and I perhaps would feel the same way if I were in that category. 
But if I were one of the 3,821 out of 4,817—— 

Mr. Heprick. I do not know where you get those figures, but I 
will have to accept them. 

Mr. Macponatp. I get them from the Federal Power Commission, 
in which a table, “Direct sales by _produe ers of natural gas to gas 
pipeline companies in the year 1955,” is listed, and those figures—and, 
incidentally, they say the number of producers in the country who 
do that. who do report to them, are 4,817. Now, of that 4,817, the 
Federal Dido Commission says that 3,821 produce under 100,000 
M c. f. per yea 

If you were one of those 3,821, would you not like my bill? Would 
you not like and need to come out from under Federal regulation ? 

Mr. Heprick. I am going to tell you one thing I heard down there, 
that——— 

Mr. ee Aeneas After you answer that question for me, you can. 

Mr. Heprerck. I do not think I would. 

Mr. Macponacp. You do not think you would ? 

Mr. Heprick. No. : 

Mr. Macponarp. Even though your problem is being under Fed- 
eral regulation, you are up here to come out from Federal regula- 
tion—my bill takes by far the largest percentage of these fellows out 
from under Federal regulation and still you say that even though 
you would come out from under Federal regulation, which you say is 
the big bugaboo of this industry, you now say you do not want to 
come out from under ? 

Mr. Hepricx. I do not think I would, because I have heard said 
many times this was a “divide and conquer” bill, and I would not 
want any part of it. 

Mr. Macponarp. Divide and conquer? 

Mr. Heprick. Yes; divide the industry. I do not mean to be—— 
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Mr. Macponaup. No, sir. You make me more Machiavellian than 
Tam. [Laughter. | 

Mr. Heprick. I do not know what that is. [Laughter. ] 

I think the attitude down there, of the people I talked to, was that 
if we—let’s be real plain about this—if 1 were trying to defeat this 
bill, I would put something in there where I could divide the indus- 
try and get han going down one road, and another down another 
road, and I do not think those people like that. 

Mr. Macponatp. I cannot cap that answer. [Laughter. ] 

Thank you, sir. 

I have no further questions. 

Mr. Hepricx. I am not trying to be facetious. 

Mr. Macponatp. No, sir. 

Mr. Heprick. I am just trying to be as factual and as gentlemanly 
as I know how to be, sir. 

Mr. Macponarp. I know you have been, and I appreciate your 
statement. 

The Cuamman. Mr. Heselton, you are next. It is 12 o’clock. The 
House is in session. 

(Discussion off the record. ) 

The CuarrmMan. The committee will adjourn until 1: 30. 

(Whereupon, at 12 noon, the committee adjourned, to reconvene at 
1:30 p. m. of the same day.) 





AFTERNOON SESSION 


The Cuatrman. The committee will come to order. 
Mr. Heselton, you may proceed. 


STATEMENT OF JOSEPH J. HEDRICK—Resumed 


Mr. Hesevton. Mr. Chairman. 

Mr. Hedrick, Mr. John F. Merriam, your predecessor, was the pres- 
ident of the Independent Natural Gas Association of America; is that 
right ? 

Mr. Heprick. Yes. 

Mr. Hesevron. When did Mr. Merriam retire from that position ? 

Mr. Hepricx. Last September, at the time of our annual meeting. 

Mr. Hesevrron. When he was here before the committee in 1955, 
I inquired of him as to how the association was constituted, and he 
told me that it included all long-line interstate pipelines of which 
there are approximately 20. Is that the situation today ? 

Mr. Hepricx. I think we have approximately—we have 28 pipe- 
lines in all. 

Mr. Heseiron. Without asking you to take the time to go over 
them, will you furnish at this point in the record a list of those 28? 

Mr. Hepricx. Yes, sir. 

(The information is as follows :) 

List of pipeline members of the Independent Natural Gas Association of 


America. This list includes companies engaged primarily in interstate operations 
as well as those engaged primarily in intrastate operations. 


American Louisiana Pipe Line Co., 2600 Penobscot Building, Detroit, Mich. 
Cities Service Gas Co., First National Building, Oklahoma City, Okla. 
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Colorado Interstate Gas Co., 308 Colorado Springs National Bank Building, 
Colorado Springs, Colo. 

El Paso Natural Gas Co., 1006 Main Street, Houston, Tex. 

Gulf Interstate Gas Co., 1125 Brazos Street, Post Office Box 1916, Houston, Tex. 

Kansas-Nebraska Natural Gas Co., 300 St. Joseph Avenue, Hastings, Nebr. 

Lake Shore Pipe Line Co., 4505 Main Avenue, Ashtabula, Ohio 

Lone Star Gas Co., 301 South Harwood Street, Dallas, Tex. 

Louisiana Nevada Transit Co., Post Office Box 57, Ada, Okla. 

Rio Grande Valley Gas Co., 355 West Elizabeth Street, Brownsville, Tex. 

Southern Natural Gas Co., Watts Building, Birmingham, Ala. 

Sugar Bowl Gas Co., Inc., Box 169, Thibodaux, La. 

Michigan Wisconsin Pipe Line Co., 500 Griswold Street, Detroit, Mich. 

Mississippi River Fuel Corp., 407 North Eight Street, St. Louis, Mo. 

Montana-Dakota Utilities Co., 881 Second Avenue, South, Indianapolis, Ind. 

Natural Gas Pipeline Company of America, 122 South Michigan Avenue, Chicago, 
Ill. 

Northern Natural Gas Co., 2223 Dodge Street, Omaha, Nebr. 

Oklahoma Natural Gas Co., 624 South Boston Avenue, Post Office Box 871, Tulsa, 
Okla. 


Pacific Northwest Pipeline Corp., 911 M. & M. Building, Amarillo, Tex. 

Panhandle Eastern Pipe Line Co., 120 Broadway, New York City, N. Y. 

Pioneer Natural Gas Co., 301 Taylor Street, Amarillo, Tex. 

Transcontinental Gas Pipe Line Corp., 3100 Travis Street, Houston, Tex. 
Trunkline Gas Co., 5650 Kirby Drive, Houston, Tex. 

United Gas Pipe Line Co., United Gas Building, Shreveport, La. 

Tennessee Gas Transmission Co., Commerce Building, Houston, Tex. 

Texas Eastern Transmission Corp., Texas Eastern Building, Shreveport, La. 
Texas Gas Transmission Corp., 416 Third Street, Owensboro, Ky. 

Texas-Illinois Natural Gas Pipeline Co., 122 South Michigan Avenue, Chicago, III. 

The Cuarrman. Will you yield at that point? 

Mr. Heseuron. Yes. 

The CHairman. Mr. Hedrick, I notice from this map that you pre- 
sented here, 125 names on it. 

Mr. Heprick. They are not all interstate pipelines. 

The CHatrman. Would the gentleman permit a further question ? 

Mr. Hesevron. Yes. 

The Cuarrman. On the me that you have presented with your 
statement, what is the way to identify the so-called long lines that are 
natural gas companies under the Natural Gas Act? 

Mr. Hepricx. I have got each one of them marked on that list that 
is below. 

The CHatrmMan. Will that be supplied in the information that 
Mr. Heselton asked you to provide? 

Mr. Heprick. Yes. 

The Cuarrman. That is all right then. 

Mr. Hesetron. Is that the list of 125 attached to the exhibit 

The Cuarrman. On the bottom of the map. 

Mr. Hesetron. You said there were how many long lines? 

Mr. Hepricx. Twenty-eight. 

Some are longer than others. There are some here that are rather 
short but there is only 1 or 2. 

Mr. Heseiton. That is true on the map. Is there any separation 
in terms of miles, say, or is it on some other basis that they are classi- 
fied as long lines ? 

Mr. Hepricx. Any interstate pipeline could join the association. 

Mr. Hesetron. Can belong? 

Mr. Heprick. Yes. 

Mr. Heseiton. But I was inquiring about the long lines. 
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Mr. Hepricx. Well, it is hard to distinguish what a long line is. 
We speak of long lines. I think all of the long lines are in the asso- 
ciation. 

Mr. Heserton. I do not want to quibble about it. Mr. Merriam 
was the one who used the words. I asked what it consisted of. 

He said, “It includes all of the long-line interstate pipelines, of 
which there are approximately 20.” 

Mr. Hepricx. Yes. 

Mr. Heserron. Incidentally, is there any demarcation in mileage 
that makes a long line as contrasted to the short line? 

Mr. Heprick. I think not. 

Mr. Hesevron. Then I asked him, “And what is their total capital 
investment? 

And he replied, “Well, it covers mostly the $5 billion.” And then 
added, “It covers several hundred producers and it covers a few 
distributing companies.” 

I asked, “Where are they located?” 

He said they were pretty well scattered. 

Then I asked him, “Will you submit for the record—-I will not ask 
you to do it now—submit for the record the names of the companies 
and their locations?” 

And he said, “I will be glad to.” 

Then I said, “And their capital investment ?” 

He said, “Yes. You mean their total property account ?” 

I said, “Yes.” 

I have searched the record—it may be there—I am not sure—if 
it was not supplied it was inadvertent, I assume, and T assume fur- 
ther you will be glad to furnish that information for the record. 

Mr. Hepricx. I will be glad to furnish it, and I will furnish it. 

(The information is as follows :) 

Total utility plant account of major interstate natural-gas pipeline company 
members of Independent Natural Gas Association of America. The figures 


are from 1955 Annual Reports to the Federal Power Commission and represent 
capital investment without deduction for plant reserves. 


Villions 

Amen sanmeiens Pine Tine Co... = nn a 2 
Nn el ae = 169. 8 
IIIT SUQINDD OD cn ee es ies cee eee eee 119.8 
Sn) eee nn ON ea ae re 761.9 
ee ree GU ne ea chee Soa St ica 127.9 
Michigan Wisconsin Pipe Line Co__-_--__-_---_--_-_ ahs Seca caret ees 116.8 
Ne Re OR ao cig isin nn en ie wewenee nom oa 90. 2 
Natural Gas Pipeline Company of America______-___---____----_-~- 135. 5 
Pes eens Gee ORO i ee i Us i . 325. 8 
Pacific Northwest Pipeline C orp. Pie erates sili ee. re a pede meee 
-anhandle Eastern Pipe Line Co____-_------~_~_- fa IN a a weet 282. 6 
Southern Natural Gas Co. ~~ ~~~ Sc taraataneAienin tect oleae sti tec enciooabiag tee aioe 202.5 
Re eR i RR SE Se een ee i Se tee 841.6 
re errs  TemenIeOn 08 ek. ela eahnniees 459. 7 
eer 1 nN DOT is gs pine ape eee sacs 183. 2 
Texas Illinois Natural Gas Pipeline Co__------- eee ei =< 176.1 
Transcontinental Gas Pipe Line Corp___............-..-..-_..--- : 344.6 
Cee eee ee ee ee ciate aemdinasintapad minis ae ised ates aeppee ate 107.0 
Vinitee eee Pawel ame (6s ad sp Se he 421.4 

NN i ara hs et Nlaacnale ew isaaracihgei spi aetnaen i iia cli Raat a onkeauartae 966. 


1 New companies not in operation in 1955. 
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Mr. Hesevron. Effective as of June of this year, you were elected 
president of the Peoples Light & Coke Co., of Chicago. 

Mr. Heprick. Yes. 

Mr. Heseiton. They receive their gas from whom ? 

Mr. Hepricx. From Texas Illinois Natural Gas Co. and Natural 
Gas Pipeline Company of America, also from the storage of Natural 
Gas Storage Co., of Illinois, which is stored in summer for further 
utilization. 

Mr. Hesetron. Does it have two contracts with the Texas-Illinois? 

Mr. Heprick. No; one. 

Mr. Heseuron. Is that for the LaGloria field in Texas? 

Mr. Hepricx. Peoples Gas does not have any contract with a pro- 
ducer, only the pipelines have the contracts with the producers. 

Mr. Hese.ton. The Texas-Illinois has two contracts with the pro- 
ducers, is that not right? 

Mr. Heprick. I meant with Peoples Gas. One contract with 
Peoples Gas. We have a lot of contracts with producers. 

Mr. Hesevtton. Do you know what Texas-Illinois has in the way of 
contracts in the LaGloria field of Texas? 

Mr. Heprick. Yes, sir. 

Mr. Heseiton. Will you state them ? 

Mr. Hepr:ck. We have got one contract with the LaGloria opera- 
tion. That is Texas-I]linois with the LaGloria operators in the La- 
Gloria field, about 25 or 30. 

Mr. Heseiron. Is LaGloria a corporation ? 

Mr. Hepricx. No, sir. That is Magnolia Petroleum and others. 
The LaGloria Corp. is another. 

Mr. Hesevtton. Magnolia Petroleum Co. ? 

Mr. Hepricx. It is the principal operator and operates under a 
unitization agreement, operates the LaGloria field. 

Mr. Heseiron. Yes. 

Mr. Heprickx. And we have a contract with all of those operators 
in the LaGloria field, called the LaGloria area for 85 million feet a 
day. 

Mr. Heseiton. Do you know anything about the production of 
Magnolia ? 

Mr. Heprick. In that field? Ido not know. 

Mr. Hesevtron. Does Texas-Illinois have any connection with the 
Trans-Continental Gas Pipeline ? 

Mr. Heprick. None. 

Mr. Hesevron. Is Clyde L. Alexander a director, to your knowledge, 
of Texas-I]linois ? 

Mr. Heprick. He is. 

Mr. Heserron. And he lives in Dallas? 

Mr. Hepricx. He lives in Dallas. 

Mr. Hesevrton. Do you know whether he has any connection with 
the E] Paso Natural Gas? 

Mr. Hepricx. I think he does not. 

Mr. Hersevron. Is Mr. Norman B. Kinsey, of Shreveport, a director 
of the Texas-Illinois? 

Mr. Heprick. Yes, sir. 

Mr. Hesevtron. You do know Mr. J. J. Danaher, I assume? 

Mr. Heprick. Yes, sir. 


92196—S7—pt. 2———-19 
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Mr. Hesetron. Assistant corporation counsel of the city of Chi 
cago ? 

Mr. Heprick. Yes. 

Mr. Hesevron. He testified here some several days ago ? 

Mr. Heprick. Yes, sir. 

Mr. Hesetron. In behalf of the city ? 

Mr. Heprick. Yes. 

Mr. Hesevton. I regret that I was not able to hear all of your 
testimony, or all of the « questions that were asked of you, and I apolo- 
gize if I have some repetitious questions, but I would like to follow 
along the line of Danaher’s testimony. 

On page 1375, Mr. Mack said: 

I notice that the distributing company in Chicago also controls the two pipe- 
lines that are serving Chicago at the present time. 

Mr. DaNAHER. That is true. 


And then Mr. Mack asked: 


As I understand it, at the present time there are two other pipelines which 
are petitioning the Federal Power Commission to obtain permission to come into 
Chicago, is that correct? 

That is correct, is it not? 

Mr. Heprick. Yes; one other. 

Mr. Hesevron. One other. 

Mr. Hepricx. Yes. The reason he may have said two is that one of 
them is a subsidiary of the other, and only one of them is 

Mr. Hesetton. His answer was: 





That is correct. In case 9966 and in case 10124, I think the second number is 
Midwest and Tennessee Gas Transmission are both petitioning to get into the 
Chicago area. The immediate application is to supply gas to Inland Steel and 
United States Steel. 


Is that correct ? 
Mr. Heprick. I think it is only Midwest that is applying to come 
into the Chicago area. 


Mr. Hesettron. Then Mr. Mack asked: 


From that, then I would conclude it is not a question of the availability of the 
gas but rather of the distribution facilities for suppling these additional people 
that you talk about? 


Mr. Danaher replied : 


That is very true, and I think also the committee should know that Natural in 
9966, G-9966, before the Federal Power Commission, has an application to ap- 
prove a contract that will entitle them to 480,000 additional Msf that will come 
over the Colorado Interstate and Northwest Pacific lines. 

In addition to that, in 4280, G—4280, they have 80,000 more coming in from 
the Panhandle, from Jack and Wise Counties, and then from Oklahoma, under 
8301, the Lone Star they have 100,000 more, so additionally within probably 
the next year they will have approximately 660,000 thousand cubic feet per day 
running into the Chicago area. 


Is that correct ? 

Mr. Heprick. Approximately that is correct. The figures are not 
quite right. 

Mr. He SELTON. Will you give us the correct figures? 

Mr. Heprick. Yes, sir. We have a contract ‘with Colorado Inter- 
state Gas Co. to supply us with a peak daily of 460,000 feet, or 460 
million feet. We would add to that 25 million more from our own— 
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either our own or purchased reserves in the Panhandle, making a total 
of 485 million, instead of the 480, that you mentioned there. 

And that delivery will be made to us at our station, by the Colo- 
rado Interstate, that is at Beatrice. That takes care of 485 million 
and that 9966 now pending before the Federal Power Commission, that 
petition covers that. ar 

In addition to that, back about—well, before the Phillips case de- 
cision, we had contracts, that is, Natural Gas Pipeline Co. had con- 
tracts for approximately 200 million feet of gas a day coming from an 
area in Jack and Wise Counties, Tex., northwest of Fort Worth, and 
from fields along the route of the line, from that area into our initial 
station at Fritch, Tex. 

The negotiations were pending with those people at the time of the 
Phillips decision. And all of them dropped out since the contract had 
not been signed, all of them quit it, because of the Phillips case, except 
the Jack and Wise County operators, who are a bunch of, oh, I do not 
know, 25 or 30 smaller producers who could not stand the task of wait- 
ing, until all of these controversial matters are settled. 

And to keep them going along with the Jack and Wise Counties, in- 
volving in the neighborhood of between 90 and 80 million feet of gas, 
we have loaned them about $614 million to keep them going until 
we could get this 4,280 decided by the Federal Power Commission. 

That was decided by the Federal Power Commission and with spe- 
cific advantage to us, and to the producers. 

Then that is between 80 and 90 million feet. 

Then in that same case, 4,280, Lone Star Gas Co. and Oklahoma 
Natural Gas Co. opposed us. 

When we got the certificate, then we made arrangements with Lone 
Star Gas Co. to sell the gas to us at a junction between their distant 
line and our proposed line up at—I forget the county now—Stevens 
County—I think Stevens County, Okla., where they have to deliver 
us an average of 80 million feet a day. 

So that gives us, sir, initially about, oh, a peak today around 200 
million feet—that gives us around 200 million feet. 

We could get that into our initial station, No. 1, at Fritch, Tex., 
all right, but we did not have then capacity to move that gas north 
from Fritch, to Beatrice, which is station No. 6. 

So that we applied to the Federal Power Commission in another 
case, the number I do not now recall, for 185 million cubic feet. 

And when you add the 485 to the 185 million cubic feet, it gives us 
670 million cubic feet of gas which will be a complete looping of the 
Natural Gas Pipeline Co. of America system into Chicago. 

Mr. Hesevron. Mr. Danaher said, referring to exhibit 99 in the 
Natural Gas Co. case, docket G-9966, a hearing before the Federal 
Power Commission, shows the Peoples Co.—he calls it—had 982,804 
customers in Chicago in 1956, and it was estimated that this would 
increase in 1958 to 987,800; in 1959 to 992,915: in 1960 reach a total 
of 996,930. 

Then he said : 





Therefore, an increase of 1 cent per cubic foot of gas would result in Chicago 
consumers paying an additional $1,357,000 for 1957; $1,637,000 for 1958, $1,- 


7 


472,000 for 1959, and $1,891,000 for 1960. 








: 
t 
' 
' 





1126 NATURAL GAS ACT 


He continued: 


When it is considered that the field price of gas over the last 7 or 8 years 
has risen from a price of 5 cents per thousand cubic feet to more than 10 cents, 
the enormous potential increase in the cost of gas when left entirely to the self- 
interest of the producers and the additional revenue accruing to both pipelines 
and producers as a result thereof, the ultimate effect of this proposed bill as- 
sumes enormous financial proportions. 

In this connection it is pertinent to recall the testimony of the chief executive 


officer of the Natural Gas Co. who later replied to questions, Mr. James E. 
Oates 


Mr. Heprick. James F. Oates, Jr., that is right. 
Mr. Hesevron (continuing) : 





In proceeding before the FPC wherein the field price was a dominant issue. 
That is in case G-3123. 


“T am attempting to state the policy and the beliefs of our company and the 
reasons why we support the Commission’s policy as expressed in the Panhandle 
case.” 

You have made reference, have you not, in your statement to the 
Panhandle case ? 

Mr. Heprick. Yes. 

Mr. Heseitron. When he refered to the Panhandle case, was he 
referring to the Panhandle Eastern case—I am now quoting from 
your statement, page 8—decided on April 14, 1954? 

Mr. Heprick. Yes; I was. 

Mr. Hesevron. And you stated in your formal statement then, 
“That case, however, is still subject to final decision. 

Mr. Heprick. That is right. 

Mr. Hesetron. Did that case go to the circuit court of appeals? 

Mr. Heprick. Yes. 

Mr. Heserton. What was the decision in the circuit court of Ap- 
peals? 

Mr. Heprickx. I am not sure I remember but either certiorari was 
denied 

Mr. Hesetton. Certiorari is in the Supreme Court. 

Mr. Hepricx. I am informed 

Mr. Hesetton. This is a court of appeals case. 

Mr. Hepricx. From the circuit court of appeals to the Supreme 
Court—I forget which is which. It was finally held in that case, 
IT am not sure whether the circuit court said it or the Supreme Court 
said it—I think the Supreme Court—that under the Natural Gas 
Act a producer of gas—they were talking about a pipeline-owned pro- 
duction—which applies equally well for the producer—that the Fed- 
eral Power Commission should allow that pipeline who owned its own 
gas, which is Panhandle, the fair field price, but they mentioned a 
point of departure which was the original cost, on the original cost 
theory, and then enough more, so that would be an incentive to that 
pipeline company to go yout and dev elop reserves. 

Mr. Hesevron. Mr. Hedrick, are you a lawyer ? 

Mr. Hepricx. Well, I have been. I am not engaged in that now 
at the present time. 

Mr. Hesetton. You are a member of the bar? 

Mr. Heprick. Yes, sir. 
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Mr. Hesevron. Didn’t the circuit court of appeals overrule the 
FPC? 

Mr. Hepreicx. That is right. 

Mr. Hesevron. That is what I wanted to get. 

Mr. Heprick. Yes. 

Mr. Heserron. Did not the Supreme Court deny the writ of cer- 
tiorari ? 

Mr. Hepricx. I think so. 

Mr. Herseiron. In a very brief opinion recently # 

Mr. Heprick. Yes. 

Mr. Heseiron. What do you mean by those words, is subject to final 
decision ? 

Mr. Heprick. Because it has to go back to the FPC to comply with 
the court of appeals decision. So as for the FPC to take into con- 
sideration after hearing more evidence, what more than a reasonable 
return is enough to be an incentive to the pipeline company to go 
out and develop reserves / 

Mr. Heseiron. As I understood your testimony, you had quite 
a bit to do with developing what has ‘been termed the compromise ? 

Mr. Heprick. Yes, sir. 

Mr. Hesrevton. Incidentally, yesterday Mr. Dougherty testified that 
he, too, had something to do with that. And in the first instane e, he 
did go as a member of ‘the policy group, I take it. 

Mr. Heprick. Yes. 

Mr. Hesevron. And then later as a lawyer he associated himself 
with a group who attempted to do the drafting? 

Mr. Hepricx. Yes. 

Mr. Hesevron. After the policy had been reached 

Mr. Heprick. Yes. 

Mr. Hrsevtron. Were you a member of that committee as a repre- 
sentative of the company—of your company—in terms of the policy 
group? 

Mr. Hepricx. I will have to back up on that and start back just a 
little bit further. I am not going to take up your time. 

Mr. Hesevton. I am limited in time. 

Mr. Heprick. I did not get into this thing until this policy matter 
had almost all been determined. 

Mr. Heseuron. All right. 

Mr. Hepricx. That was in November. 

Mr. Hesexton. I see. 

Then you were not a part of the original group who worked out the 
‘iginal part of = policy agreement ¢ 

Mr. Hedrick. I didn’t know anything about it except by rumor. 
Mr. Hersevton. Then you came in at the last stages or very last 
stage of that? 

Mr. Heprick. At my insistence. 

Mr. Hesevron. That is what you described this morning, the tele- 
phone calls asking that you be allowed to participate 4 

Mr. Heprick. Yes. 

Mr. Hesevton. Then you continued as a member of the drafting 
group, is that right ¢ 

Mr. Heprick. We appoint to the drafting group of lawyers two 
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lawyers from the pipelines to participate in draftmg. There was a 
change in that policy matter that affected us, and affected everybody, 
I believe. 

And there were some ill feelings developed by the producers against 
the distributors, because they thought they were changing horses on 
them. 

Mr. Hesevron. Was that what you referred to a while ago as being 
an occasion when, as I-recall it, and you said it probably facetiously, 
you were almost thrown out of the room ? 

Mr. Hepricx. No, that was not quite the instance. That was be- 
tween Mr. Heyke and me. I didn’t like this business of the pipeline 
taking the burden of proving reasonable market value. I thought that 
we ought to make the prima facie case, of some substantial character 
and if somebody thought we were exceeding reasonable market price, 
they ought to come in and do it. 

Mr. Heseuton. What part did you have in the development of that 
portion of the bill which deals with the allowance of operating 
expense for natural gas produced, or purchased from an affiliate, by 
a natural gas company ¢ 

Mr. Heprick. Quite a bit to do with it, I think. 

Mr. Hesetton. Did you suggest the principle involved ? 

Mr. Hepricx. Ina general way. We had our meeting with INGAA 
in September. We knew these things were going on. And I was 
instructed by our board of directors to only support this bill in the 
event that the pipelines were accorded the same treatment as the 
producers. 

Mr. Heserton. That is right. 

Now then, would your association support this bill if section 13F 
was not in it? 

Mr. Hepricx. Let me see what 13F is. 

Mr. Heserton. That is page 17. 

Mr. Hepricx. Page 17. 

Mr. Heseiton. Page 17, yes, beginning line 6. 

Mr. Hepricx. I don’t think they would. 

Mr. Hesevron. They would not? 

Mr. Heprick. I do not think they would. 

Mr. Heserron. I would like to go ahead, if I may—I don’t want to 
cut you off at all—but I do want to get the record clear, in terms of 
the testimony. 

If I understand your statement correctly, the Peoples Gas Light & 
Coke Co. is the sole distributor at the present time, the sole supplier, 
of natural gas to the people of Chicago. 

That is true, is it not? 

You can simply correct me if you want to, or state that it is right. 

Mr. Hepricx. [ am sorry, I do not have it. Iam trying to find Mr. 
Danaher’s testimony here. 

Mr. Hesevron. Perhaps the clerk has an extra copy. However, 
while you are looking for it, I will go ahead. That is in the exami- 
nation. ’ 

Peoples Gas Light & Coke Co. is the sole distributor at the present time, the 
sole supplier of natural gas to the people of Chicago? 


You say that is true? 
Mr. Hepricx. That is right. I have it. 











NATURAL GAS ACT 1129 


Mr. Hesevron. You will not find it there. It is in my examination 
of him, after he presented his statement. 

Mr. Heprick. All right. 

Mr. Hrserron. I hope we have another copy of the transcript for 
you to follow. 

In the meantime, to save time, we will go on. 

And the Natural Gas Pipeline Company of America is a wholly owned sub- 
sidiary of the Peoples Co.? 

Mr. DANAHER. To the extent of about 98.9 percent or something like that. 

Mr. Heprickx. One hundred percent. 

Mr. Hesevron. One hundred percent 

Mr. Heprick. Yes. 

Mr. Heseuron. I asked: 

What is the Texas-Illinois Natural Gas Pipeline Co.? 

Mr. DANAHER. Well, that is a pipeline that runs gas into the Chicago area from 
the lower section of the country, and I think Peoples’ interest in that runs a little 
bit better than 80 percent. 

Mr. Heprick. A little better than 70. 

Mr. Hesevron. Then I asked, “When you say Peoples, you mean 
the Peoples Gas Light & Coke Co.?” 

And Mr. Danaher said, “I do mean that, yes.” 

Peoples also proposed to buy gas. 

Mr. Hepricx. Peoples Co. owns Natural Gas Pipeline, Natural Gas 
Pipeline owns—no, no—Peoples Gas owns Peoples. 

Mr. Hesevron. This is page 1384 at the bottom of the page. 

I inquired: “The Texoma production supplies whom ¢” 

Mr. Heprick. Wait until I get it. 

Mr. Heserron (continuing) : 

Mr. DANAHER. Well, they are presumably to supply the Peoples. But that is 
a comparatively new company and a prospecting, as I understand it, company, 
and has not been too successful, so, therefore, the volume of gas supplied Peo- 
ples is not very extensive. 

Then I inquired: 


How much of a control do Peoples have on Texoma? 

Mr. DANAHER. They have a very substantial control. I do not know offhand, 
but I should judge in the neighborhood of 90 percent. 

And what about the Peoples Production Co., who controls that? 

Mr. DANAHER. Well, that is a three company arrangement down for offshore 
gas exploration in Louisiana. And Peoples owns the controlling interest in a 
third of that syndicate stock. 

Mr. Heprick. No. 

Mr. Hesevron. No? 

Mr. Heprick. No. 

Mr. Hesevron. What is right? 

Mr. Heprickx. Texoma Production Co., I said. Peoples Gas owns 
100 percent of Natural Gas Pipeline Co. Natural Gas Pipeline owns 
all of Texoma Production. 

So far as Peoples Production is concerned, it is an arrangement be- 
tween Peoples Gas originally, Standard of Ohio, Sohio Petroleum, 
Sinclair, and El Paso Natural, and Western Natural, two affiliates, so 
there are four. Peoples Production Co. was then organized as a 
wholly owned subsidiary of Peoples Gas. 

And so then the four of us are engaged on a quarter, quarter, quar- 
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ter, quarter interest each, in this exploratory work of the Louisiana 
Gulf Coast. 

Mr. Hesston. Has that had anything to do whatever with Catco? 

Mr. Hepricx. No. Catco is Continental Oil, Atlantic Refining. 

Mr. Heseiron. And Cities Service ? 

Mr. Hepricx. And Cities Service and Tidewater. 

Mr. Hesevron. I did inquire of Mr. Dougherty, to the best of my 
recollection, whether he felt there was any difliculty or anything 
wrong in terms of the arrangements or creation of such subsidiary 
companies, other kinds of interest, with reference to bargaining at 
arm’s length, where one company may be dealing with the other com- 
pany in the purchase of gas, in arriving at a fair price. 

My best recollection is that he said there was not any great danger 
in it. But if there was, it could call for Federal legislation in terms 
of other kinds of public utilities. 

Mr. Hepricx. That—— 

Mr. Hesexton. Do you have anything on that particular point? 

Mr. Heprick. That might be true. I do not know how much 
monopolistic tendencies there might be. As a matter of fact, I do not 
know of any. I think I know these pipeline companies. I do not 
know of any cross directorships. 

Of course, here is El Paso and as was brought out today, Pacific 
Northwest. I do not know whether that is going to be one big system 
or two. That is the only one I know about. 

We haven't got any directors that I know of. 

Mr. Hesevron. I am more intersted in inquiring as to w hether there 
is a condition where there is true bargaining at arm’s length. 

You have three groups involved. You have the produci ing group, 
the transmission group, and the distributing group. 

The transmission group has been recognized as a public utility. 
So has the distributing group on the local basis. 

When it comes to a question of going out and buying substantial 
quantities of gas over such a long period of time, obviously, i in terms 
of arriving at a reasonable price to be charged to the consumer, I 
wonder whether there is any possibility, human beings being what 
they are, of it being possible for A company to negotiate fairly with 
B company, if there are on the boards of directors of both companies 
with individuals who sit in two capacities, or executive officers may be 
so closely associated that they cannot divorce themselves from their 
natural human friendship. 

Do you think that should have any effect on our judgment as to 
whether bargaining at arm’s length actually exists and as to whether 
some precaution should be taken to assure that that will be done in 
dealing with a very difficult complex problem ? 

Mr. Heprick. I haven’t even seen the slightest indication of it. 

Mr. Heserron. Then you would not be concerned, I take it; if there 
were some such legislation since nobody would be affected adversely ¢ 

Mr. Hepricr. Knowing the general principle of the thing I do 
not see the necessity for it. It would not affect us in the slightest. I 
do not know any other pipeline that it would affect. 

As it is, if it does, they can get off the board. I do not know of any 
such. 
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Mr. Hesevton. But you do see, do you not, that it might have its 
effect. on the question of whether or not free bargaining at arm’s 
length could be achieved under those circumstances where there might 
be a community of interest or conflict of interest ? 

Mr. Heprick. Human beings being what they are, there is that 
possibility, I would assume, but I think it is not a practical possibility. 

Mr. Hesevron. I further said: 

Did you say somewhere in your statement that there was an application of 
another pipeline company to serve Chicago? 

Mr. DANAHER. Yes; I did. 

Mr. Hese_tron. What is the name of that pipeline company ? 

Mr. DANAHER. Well, it is a combination. It is Midwest Gas Pipeline Co. and 
the parent of that company is the Tennessee Gas Pipeline Co. 

Mr. Hepricx. Yes. 

Mr. Heserton (continuing) : 

In connection with that application has the Natural Gas Pipeline Company of 
America taken any position? 

He replied, “Oh, yes, very definitely.” 

And I inquired, “What is their position ?” 

And he replied, “Opposition to 1t.” 

That is correct ? 

Mr. Heprick. Yes, sir. 

Mr. Heserron. Why is that so? 

Mr. Hepricx. In Chicago there are 2 steel mills, 1 mean in Chicago 
or in the metropolitan area of Chicago there are 2 steel mills. 

Mr. Hesevron. Those are? 

Mr. Heprick. One is United States Steel and the other is Inland 
Steel. 

Now, the utility for United States Steel is the Peoples Gas Light 
& Coke Co. The utility where Inland is is the Public Service Company 
of Northern Indiana. 

These utilities, of course behind them, are the pipelines, beeause 
we ure talking about load factors and the load factor of the utility, 
certainly, influences the load factor of the pipeline. 

That is the relationship of the peak to the daily average. 

If a pipeline or anybody else can come in there and skim the cream 
off of that, off the peak sales, so that they are able to take millions and 
millions—well, there is 115 million feet today involved in the two 
sales—take that off that means that those two utilities cannot sell 
that gas, and their load factor goes down. 

And as their load factor goes down, the price per thousand cubic feet 
of the gas increases. And when it increases, it has got to be paid for— 
somebody has to pay for these pipelines and these utilities, and the 
transportation and sale of gas. 

And then the gas goes up to the householder, for cooking, heating, 
water heating, et cetera. That is a brief statement of that. . 

Mr. Hesexton. I will preface this by saying it is my understanding 
that one of the basic economic reasons for our support of the free- 
enterprise system is that competition is a very valuable means of 
establishing a fair price for the article sold. 

I think that is one of the principles presented to us many times by 
people who are advocating this type of legislation. i 

Mr. Heprick. Yes, sir. 
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Mr. Heseiron. That where you have anything—and I do not use 
monopoly in an unfavorable sense—anything that is of the nature of a 
monopoly control, a single control of a supply of something that the 
people need and want, then you run into the danger of jeopardizing 
the possibility of free competition. 

That’s the second bell. 

I just wanted to say this, and have you think it over. 

This is material to my point. 

Mr. Danaher said in talking about docket 9966 : 


The natural gas requirements— 
speaking of Chicago— 


would be 135,691 million M c. f. for the year 1957, 163,703 million for 1958, 177,249 
million for 1959, and 189,134 million for the year 1960. 

There have been repeated objections made to this committee, not 
only this year but in previous years, that there are literally millions 
of people in the country who cannot get natural ga 

Mr. Bennett will question you about that. They want to but for 
some reason or another it cannot be supplied to them. 

‘When you get into a big metropolitan area like Chicago and you 
have any suc h estimates of increase from 13514 billion in 1957 to 189,- 
134 million in 1960, isn’t there a question of whether or not 2 pipe- 
lines coming into C hicago might be beneficial to, say, the consumers, 
anyway ¢ 

Mr. Heprickx. There is a question that our answer to is “No.” 

Mr. Hesevton. All right. 

Mr. Hepricx. I can discuss that later. 

Mr. Heseiron, We will pick it up from there. 

The Cuairman. The committee will be in recess until, we will say, 
5 minutes after 3 o’clock. 

( Recess. ) 

The Cratrman. The committee will come to order. 

Mr. Heselton, you may resume. 

Mr. Hesexron. As I recall, Mr. Hedrick, you said no, you saw 
nothing in the nature of danger in terms of what is commonly known 
as a monopoly arising out of the situation we were discussing before 
the bell rang. 

Do you not think that two gas utility lines serving a community as 
large as Chicago, with an expanding demand, might have a healthy 
effect on the community? I am not talking about the company you 
represent, but on the community. 

Mr. Hepricx. No. I still think no. In our case, I am talking 
about. 

I do not know generally. That might be true. 

In the first place, a utility, by its very nature, is some sort of a 
monopoly, it must be, and that was the reason in the first place for 
its regulation as a utility, in this case a natural-gas company. 

It is there to serve that community, and as long as it serves that 
community and does a good job of it, it needs some kind of protection, 
and increasing of its load factor. And the load factor has a direct 
bearing on the prices which are charged to the people who need the 
lower prices, that is, the household people, cooking and water heat- 
ing, and so forth. 
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And when you have two companies in there, both of them are try- 
ing to serve the same market, and both of them trying to accomplish 
au high load factor business, you split up that high load factor business, 
and ‘consequently the price must be higher. 

Now, we bring into the—I am not trying to consume your time, 
sir—we bring over a billion feet into our market now. One pipeline 
operates at a load factor of nearly a hundred percent. The other, 
Texas-I}linois, operates at a load factor in excess of 90 percent. 

We are bringing in 670 million more feet to take care of primarily 
around 250,000 household customers who are waiting for house-heat- 
ing gas. There are around 250 000 of them in the Chicago area Pe 
do not have gas for house heating. You have got to sell ‘that ga 

Mr. Hesevron. You have, on the other hand, people who are com- 
petent businessmen who have appraised the possibilities in terms of 

capital investment and the return they are likely to get on whatever 
they invest, and they feel quite differently than you, obviously, or they 
would not be filing the application. So that there is a confine of in- 
terest right there. 

Let me ask you this, and maybe it will clarify it, at least for my 

art: As I have been in Chicago, I have thought of it as an area which, 
for instance, in railroads, another type of utility, i is served by a great 
many railroads. It seems to me that is an advantage to all the indus- 
tries and businesses and people of Chicago, as well as to the com- 
munities of people and businesses which have occasion to deal with 
the people in Chicago. 

The same thing is true with the airlines. Many of our airlines 
go through Chicago. Most of our schedules, other than straight non- 
stop, cross country, from the North and Northeast with which I am 
more familiar, make Chicago either a terminus or a stopping point, all 
of which has contributed to the growth of Chicago, and is to the bene- 
fit of all of the people of Chicago, not only as individuals, as business- 
men, but as taxpayers in the community. 

Here we have the municipal officers of Chicago coming to us and 
telling us they feel very strongly there should be another pipeline 
here, not only to serve more people, but in terms of the estimated 
demand. 

You tell us that you do not think so. Would you not agree with 
me that there might be an element, in terms of your opinion, a very 
natural element—I do not mean to criticize it—that here you are 
charged with the responsibility of protecting the interests of your 
own company, perhaps even at the possible expense of the people 
who want natural gas in the city of Chicago? 

Mr. Heprick. Not in this case. In the first place—your question 
is quite long. In the first place, you have got many railroads coming 
into Chicago, but you do not have 2 Santa Fe’s running to Kansas 
City, you do not have 2 New York Central’s following the same line 
to New York, nor these other places. They serve a different area 
It is certainly not in the public interest to have two railroads run- 
ning right straight along between Chicago and Kansas City. 

Now, in this Midwestern case that we are talking about here, Mid- 
western does not propose in any respect, so far as we presently know, 
to serve a cubic foot of gas to an ultimate consumer, a household cus- 
tomer, in the city of Chicago or in the Chicago area. What they pro- 
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past to do is to sell to the United States Steel Co. 75 million, and the 
alance to the Inland Steel Co., which, by its very nature, causes the 
householder in Chicago to pay a higher price for gas. 

Mr. Hxseuron. What is the record with reference to prices of gas 
in Chicago, say in the last 5 years? Have there been any increases ? 

Mr. Heprick. Yes, sir. 

Mr. Heseiton. How much ? 

Mr. Heprick. I will get that. Mr. Danaher referred to that, too, 
and said that the price had doubled in the last 5 or 7 years. 

Mr. Hesevtron. Was that accurate ? 

Mr. Heprick. Yes, sir; it is accurate, and I would like to tell you 
why, 

Mr. Hesevton. I just wanted to know if it was accurate, and I 
do not want to shut you off, but I do want to get through with this 
and go to another meeting. You just keep that in mind, if you would 
like to explain why the price has doubled. 

This may be already in the record. If it is not, I want to get it. 
Mr. Danaher said that purchases of your company ‘for the 12 months 
ending June 30, 1955, were as follows: Total purchases were 24,- 
027,000 cubic feet. From Phillips, 12,347,000. And then later 

Mr. Hepricx. What page are you on, sir! ; 

Mr. Heserton. That is at the bottom of page 1386. And then 
over on the next page, midway down: 





From Burnett & Cornelius, 219,000; Nutter, 329,500; Sinclair, 4,015,000; Cities 
Service, 5,475,000; Kimberline & Howse, 182,500— 


then he repeated the Phillips figure— 
Fulton, 1,460,000. 


Is that accurate ? 

Mr. Hepricx. Well, I have got the report that we furnished to the 
Federal Power Commission as to our purchases, and I did not have a 
chance to compare them as you went along. Burnett & Cornelius, 
137,000 M ec. £—— 

Mr. Heseiron. Let me ask you: Is that for the 12 months ending 
June 30, 1955? 

Mr. Hepricx. Yes, sir. 

Mr. Hesevron. Will you supply that for the record, then ? 

Mr. Hepricx. Yes, sir. I have it right here. 

Mr. Hesevron. Turning to the bottom of page 1387, I asked him: 
“Will you refer to the gas plant output purchases during that period ?” 
He said he would. And then, at the top of page 1389, he gave: 

Panoma regular, 23,705,000; Shamrock regular, 9,490,000; Shamrock supple- 
mental, 7,300,000 ; total, 40,495,000. 

Is that accurate? 

Mr. Heprick. Well, he means 40 million—may I ask you: Is that 
per day or per year, or what is it / 

Mr. Hesevron. He does not indicate here. You would know from 
the exhibit whether it would be per day or per year. 

Mr. Hepricx. My report is for the 12 months ending December 31, 
1956. 

Mr. Hesevron. I see. 

Mr. Hepricx. Yes, sir. 
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Mr. Hesevron. Why do you not put your report in, and that can be 
compared with the other one. 

Mr. Heprick. What you want is the purchases that Natural Gas 
Pipe Line Co. makes in the field, and the quantity ¢ 

Mr. Heseiron. I want to check Mr. Danaher’s testimony with you, 
to be sure we have it accurately in the record. Now, I asked him: 
“Will you state the pipeline purchases during that period ! ” He said: 
“Colorado Interstate’s was practically all of the pipeline purchases, 
totaling 67,160,000.” Right? 

Mr. Hepricx. Colorado Interstate? 

Mr. Hesevron. Colorado Interstate. 

Mr. Hepricx. Well, I have the December 31, 1956, report. 

Mr. Hesevron. It may be, then, that there is some difference in 
the period. 

Mr. Heprick. There is bound to be some difference, sir. 

Mr. Hesetron. Then half-way down that page, I said: “What did 
Natural Gas Pipeline Company of America obtain from its own pro- 
duction during that period ?” 

He replied : “68,968,500.” 

Is that right? 

Mr. Heprick. Well, I will have to supply that to you, too, sir, to 
Save time. 

Mr. Hesevron. Will you check the other one. I asked: 

“The total gas that was supplied in that period was how much?” 

He replied : “200,650,500.” 

Mr. Heprick. Yes, sir. 

Mr. Hesevtron. Now, Mr. Hedrick—— 

Mr. Heprick. You want the year ending December 31, 1955? 

Mr. Heseiron. Yes, sir, that is the period—no. I have closed the 
transcript, but [thought I said June. It is in the record. 

Mr. Heprick. All right. We will do the best we can to compare 
them. 

(The information referred to was supplied by the following letter 
from Mr. Hedrick :) 


NATURAL GAS PIPELINE COMPANY OF AMERICA, 
Chicago, Ill., May 28, 1957 
Re hearings on amendment of Natural Gas Act. 
Hon. OREN Harris, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D.C. 


Sir: Enclosed is a report listing the volumes of gas purchased and produced 
by Natural Gas Pipeline Company of America for the 12 months’ period ending 
June 30, 1955. This report is submitted for the record, in accordance with 
Representative John W. Heselton’s request for such information while I was 
testifying on May 23, 1957, in support of H. R. 6790 and H. R. 6791. 

The purpose of this request was to verify the accuracy of the information on 
this subject submitted for the record of these hearings on May 17, 1957, by 
Mr. J. J. Danaher, assistant corporation counsel, city of Chicago. 

Comparison of figures on this report indicates variation from those submitted 
by Mr. Danaher. This variation is explained in that Mr. Danaher apparently 
used estimated figures for a future test period presented in docket G—3123 before 
the Federal Power Commission, whereas the figures I now present are the 
actual volumes of gas purchased and produced during the period involved. 

Very truly yours, 
J. J. HEDRICK. 
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Natural Gas Pipeline Company of America, gas purchased and produced July 1, 
1954, to June 30, 1955, inclusive 


[Thousand cubic feet at 14.65 pound metered] 
Field purchases: 
R. A. Burnett and B. O. Cornelius____._..________~_ 157, 585 
Cities mervice Gas Col 2025 Ci ola) «(90 aa aS 
Colorado Interstate Gas Co__--__--__-._______-_ 8, 123, 909 





Be rere OR hc i a SE on een cimsetrnnel * 900, 020 
I ole I i ae icc al aie a 118, 539 
Gere UIC? 8. snes és jtciialan Aeneas abe. 282, 536 
risus Petroleum Co........2i2 es ela 10, 801, 112 
PamemtirOll & Gad Co... abieteiein i olagccd 3, 817, 543 
Total field purchases_........................ 34, 639,358 34; 639, 358 
Gasoline plant outlet purchases: 
ICT A sanitiosnin ay a 
Pees: Germ Si st ak Sits cc 734, 742 
The Shamrock Oil & Gas Corp__-------._-__---~- 16, 799, 492 
Total gasoline plant outlet purchases______-.__ 39, 759,026 39, 759, 026 


Pipeline purchases : 
Colorado Interstate Gas Co. (Panhandle)__.._._. 40, 818, 9838 
Colorado Interstate Gas Co. (Morton County)... 17, 206, 542 





IN as ceeteie ates aie He ahora oudat enone otal tee 58, 025,525 58, 025, 525 
Texas Illinois Natural Gas Pipeline Co___-__~_- .-.- 29,844, 429 





__. 87, 869, 954 


Total gas purchased____-__-_- Snercen piri ea ie aoe 162, 268, 338 
Teta Cte PreGettion 5 ees 68, 397, 742 68, oui, 7 74 


Total pipeline purchases___.......-.__-_-_ 


TN ignited Scent kc acters neieiabcvcgebasisaads iain 230, 666, 080 





Total supply comparable to Mr. Danaher (ex- 
cludes purchase from Texas Illinois Natural 
Ran ONO AGG, acc canteen adn 200, 821, 651 

Mr. Hesexttron. When was the meeting in San Antonio to which 
you referred ? 

Mr. Hepricx. In September. 

Mr. Heserton. What date? 

Mr. Hepricx. I do not recall what date. 

September 9. 

Mr. Hesetton. September 9. You said the producers and dis- 
tributors had agreed on the cost factors; you did not see any reason 
to muddy up the waters. 

Would you just explain that a bit more? 

Mr. Heprick. Yes, sir. 

Here at the Harris-Fulbright hearings, and so forth, that was a 
disagreement between the producers and the distributors, in the final 
analysis. 

Now, when we come along to trying to get at a compromise meas- 
ure or compromise bill, to our minds it was still a disagreement be- 
tween the producers and the distributors. We were insisting—that 
is, the pipelines were insisting—that the pipelines be treated on the 

same basis as the producers, and we wanted to see—there was no 
need of getting a bunch of more people in there trying to work out 
a bill. There were plenty of them, anyhow, and we wanted to see 
what they were coming up with and see if we could agree with the 
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thing; and if we could, why, there was no need of getting into it. 
If we could not, we w: anted to tr y to help. 

Mr. Heseiron. Where was the consumer involved in that? 

Mr. Hepricx. For my own part, I assumed, and I think correctly 
so, and maybe you may disagree with me, that the consumer was 
represented by the distributing company. He had been talking dur- 
ing the Harris-Fulbright disagreement, the distributor had_ , been 
talking about “our consumers” all the time, “our consumers,” and 
I assumed they were representing the consumers, and I never 
dreamed of going to the Council of Mayors. 

Mr. Hesevron. Do you feel the pipelines have any interest in the 
consumer ¢ 

Mr. Hepricx. Certainly. 

Mr. Heseiron. Do you think they have as much interest as the 
distributing company ? 

Mr. Hepricx. Y es, sir. 

Mr. Hesevron. Do you not think the producers also have the same 
interest ¢ 

Mr. Heprick. They ong to. 

Mr. Hesevton. Do they ? 

Mr. Hepricx. I do not know whether they do now or not, but they 


are coming to the belief, I believe, that they have some interest in 
the consumers. 


Mr. Hesetron. Well—— 

Mr. Hepricx. They had better. 

Mr. Hesetton. You then made some reference which I jotted 
down, that at that meeting, I think, maybe it was a later meeting, 
someone told you that the meeting was called for the purposes of 


arriving at a compromise, “And as you are not in a compromising 
mood, you are not welcome.” 


Is that substantially what you said? 

Mr. Heprick. I do not know whether I used the word “welcome.” 
I do not know whether I said “welcome.” 

Mr, Heserron. I do not know. 

Mr. Hepricx. May I say it again in 30 seconds? 

Mr. Hesevron. Certainly. 

Mr. Hepricx. I was informed that this man from Minneapolis had 
been there, he had sat around in the discussions for a considerable 
period of time, I was informed, and then it was discovered that he had 
no interest whatsoever in any compromise bill. He was adamant. 
And I was informed they told him, “Well, if you are not working 
along a compromise bill, what good are you going to do here?” ~ 

And I heard Mr. Dougherty say yesterday, | “Ww ell, all right, won’t 
you stay and have lunch with us?” 


Mr. Hesruron. Do you know Mr. Bomar, the speaker of the house 
of ‘Tennessee ? 


Mr. Hepricx. I do not. 

Mr. Hrsevron. Did you see him at that meeting? 

Mr. Hepricx. No, sir. Those meetings were held long before I 
ever got there in November. 


Mr. Heseuron. You, of course, knew the position the mayor of 
Chicago took in 1955? 


Mr. Heprick. Generally, I think. 
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Mr. Hesetron. Did it occur to you at all that he or some repre- 
sentative of the city might properly be invited to attend one of those 
meetings from their point of view? 

Mr. Heprick. It never occurred to me, because I did not do the 
inviting. I invited myself. ; 

Mr. Hesexron. You were interested in the consumer. You just 
said so. 

Mr. Hepricx. I am. I thought the consumers were pretty well 
represented there. sat 

Mr. Hesevton. Well, the municipal officials of the cities had ex- 
pressed a quite firm opposition to previous bills because, as they put 
it, it would not be in the public interest of the consumers. 

Will you explain why it did not occur to you that it might be 
feasible or wise to invite either the mayor of Chicago or some repre- 
sentative of the mayors’ group to sit in on those meetings so that you 
would have the benefit of their advice and judgment? 

Mr. Hepricx. I can explain it by saying that I did not have any- 
thing to do with inviting one man or another. I was there by suffer- 
ance. 

Mr. Hesevron. I know. But you are a respected member of your 
industry ; you are president of the pipeline association; are you not? 

Mr. Heprick. Yes, sir. 

Mr. Hesevton. And asa responsible officer of that association, inter- 
ested in the consumers, and believing that they represented the con- 
sumers as much as the distributors or the producers, would it not really 
occur to you that it might be helpful to suggest that someone who was 
in opposition to the bills should be asked to come in and look over what 
might have been reached, or at least discuss the problem with you, and 
perhaps make some suggestions for consideration, even if they were 
not permitted to stay ? 

Mr. Heprick. No, sir, it did not, and I do not think under the same 
circumstances it would again, because I believe that the distributing 
companies represented the consumers. 

Mr. Hesetron. And that is the sole reason why you feel 

Mr. Heprickx. Never thought of it. 

Mr. Hesevron (continuing). That the municipal officials in these 
areas where gas is a very valuable commodity, or article—whatever 
word you want to use—it would not be necessary or advisable to in- 
vite them to come in and discuss it in view of their opposition to the 
bills ? 

Mr. Heprick. It never occurred to me at all. 

Mr. Hesetron. It never occurred to you ? 

Mr. Heprick. No, sir. 

Mr. Hesevron. That is all, Mr. Chairman. 

The Cuarrman. Are you through ? 

Mr. Heseiron. I think Mr. Hedrick wanted to say something. 

Mr. Heprick. Why this price of gas had increased, doubled. 

Mr. Hesston. Yes, sir. 

Mr. Heprick. Well, here we were supplying approximately half 
of the gas that went into our pipeline, we were supplying it at one 
penny and a half a thousand cubic feet. We were buying the other 
portion of our gas, mostly from Colorado Interstate Gas Co., at a 
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contract price made back in 1930, before the Natural Gas Act, and at 
714 cents a thousand cubic feet. 

And our contract with Colorado Interstate was that as soon as they 
got their facilities all paid for and their leases all paid for, we would 
get 1t at cost. 

Then the Natural Gas Act came along and ruined that cost feature. 
We thought we were going to get it for less than 314 cents a thousand 
cubic feet. And the price continued for 314 cents a thousand cubic 
feet for a long time, until the reserves, our own reserves—the delivera- 
bility,.of course, is, you take gas out of a reservoir, there is no more left 
there; I mean, to the extent “that you take it out, it is gone. And so, 
the deliverability and the pressures go down, on our own reserves, on 
Colorado Interstate’s reserves, until you get to the point where you 
have to start buying gas. 

So this bargain that the customers, the utility customers, of the 
pipeline companies were getting, and then extending on to the con- 
sumer, was no longer possible. 

Now, a penny and a half is not much on gas under the utility cost 
concept. That is the reason we were bringing gas up to Chicago 
and selling it for a little over 11 cents, which was not much more, 
if as muc h, as the gas price in the field. 

Mr. Hesevron. This other company which wants to come into 
Chicago, or other companies, one or more companies 

Mr. Heprick. One. 

Mr. Hesevron. This other company does have reserves which they 

can utilize to supply the city of Chicago for at least 20 years at a 
wibitantial ‘ate; do they not? 

Mr. Heprick. So do we. 

Mr. Heseiron. What is that? 

Mr. Heprick. So do we. 

Mr. Hesevron. You made the deal. 

Mr. Heprick. Yes. 

Mr. Hesevtron. When you were exhausting or using your reserves, 
did you increase your new discoveries and your purchases? 

Mr. Heprtcx. We have increased our purchases, but we made a 
deal with Colorado Interstate and they, in turn, made a deal with 
Pacific Northwest Pipeline Co., and the gas that they are now getting 
is coming from San Juan Basin in northern New Mexico, and a por- 
tion of the gas from the Peace River area of northwest Alberta and 
northeast British Columbia, down there, 300 million feet coming in. 
And so, that gas feeds into the Colorado Interstate system north of 
Denver, and we are getting the advantage of that Canadian and San 
Juan Basin gas. 

Mr. Hrseuton. That occurred to me. The Canadian discover ies, 
the recent substantial discoveries in Canada, can be of great value 
to the people in Chicago, can they not? 

Mr. Heprick. Oh, you bet. 

Mr. Hesevron. And that is an unknown factor right now. No 
one knows how much that will be. 

Mr. Heprickx. No one knows how much that will be, and no one 
knows how much the authorities of the Province of Alberta and the, 
whatever they call the Federal Government of Canada will let them 
take out or for how long. 
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Mr. Hesetton. That is a problem. There is not only that, but 
there is the recent discovery along the St. Lawrence River. 

Mr. Heprick. I heard you read that the other day, and I think 
that was something like a 7-million-foot well. 

Mr. Hesexton. I do not recall. 

Mr. Heprick. If it was a 7-million-foot well, and only one well 
drilled, there is not the slightest indication to me it is a natural-gas 
discovery at all. 

Mr. Heseiton. Then you must disagree with other people. 

Mr. Heprick. I think I do, if they rely on that one well. 

Mr. Hesexton. But you still want to keep out of Chicago another 
line that has an adequate supply of reserves? 

Mr. Heprick. Under the circumstances that I described to you, 
where they take the off-peak industrial business away from the util- 
ities of Chicago and northern Indiana so they do not have the ad- 
vantage of being able to sell that off-peak gas in the summertime and 
keep the prices down to the ultimate consumer, yes, sir. 

Mr. Hesevron. Thank you. 

The Cuarrman, I would like to just ask a very few questions my- 
self, Mr. Hedrick. 

Mr. Heprick. Yes, sir. 

The Cuamman. It may come as a surprise to you. [ Laughter. ] 

The very thing he has been arguing with you about, with reference 
to an additional pipeline in Chicago, how many have you in there now, 
three? 

Mr. Heprick. We have got one 30-inch pipeline coming up from 
the gulf coast; Natural Gas Pipeline Co. of America has a 24- and a 
26-inch, pars allel lines, and we are now getting ready to build a 36-inch 
parallel line. 

The Cuatrman. The fact there is another one trying to come in now 
is the best illustration that I know of, of the competitive situation 
which exists. 

Mr. Hepricx. It certainly exists. 

The Cuatrman. And that you are before the Federal Power Com- 
mission in the usual American tradition of competition. 

Mr. Heprick. I think so. I believe that is right, sir. 

The CHarrman. Could you think of any clearer e: xample of the 
competitive conditions that exist within the industry itself than this 
example that he has been discussing with you? 

Mr. Heprick. It is a perfect example ‘of competition, I will say 
that, sir. 

The Cuairman. There seems to have been something made, at least 
by inference, of your statement on page 4 with reference to an antici- 
pated expansion of facilities which would cost a total of $8 billion by 
1965. 

Mr. Hepricx. I probably should have added: Providing, this will 
occur providing, there is a proper incentive for the discovery of sufli- 

cient gas to warrant this sort of expansion. 

The Cuatrman. That is what I was going to point out. Your state- 
ment was based on the assumption that the at sored would be given 
the opportunity to provide this expansion to meet the demands of the 
consumer. 

Mr. Heprick. Yes, sir. 
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The Crarrman. Is that a good, fair statement ? 

Mr. Hepricx. That is a good, fair statement. 

I know that there are trillions and trillions of feet of undiscovered 
gas in this country, but you have got to have an incentive here to find 
it. 

The Cuatmman. In other words, what you are saying here, Mr. 
Hedrick, we have today some 26 million consumers, that is, that many 
meters, I suppose. 

Mr. Heprickx. They are the same. 

The Cuarrman. We have 26 million consumers in the United States 
today. There are millions of consumers who are not being served 
today. 

Mr. Heprick. Yes, sir. 

The CuHamman. And that with the demand, if the industry has the 
opportunity, that the expansion would ultimately reach this goal that 
the industry, looking forward into the future, hopes to meet. 

Mr. Heprick. That is right. 

The Cuarrman. And if you are hamstrung and do not have that 
opportunity, then you could never reach that goal ¢ 

Mr. Hepricx. And, in my judgment, it will never be met. 

For instance, in the Chicago area, outside of Chicago, served by 
Northern Lllinois Gas Co., they put on one customer ever 3 minutes, 
average. That is how fast that area is growing. And it is on that 
basis that this demand and the population i increase is based, not that 
area alone, but all over the United States. 

The CHarrmMan. With reference to—I hesitate to even mention 
it, it has been discussed and discussed over and over again, as to who 
represents the consumer. 

[ cannot help but have a feeling that the implication that we are 
all not interested in the consumer is wholly unjustified, and I can- 
not help but feel that the fact that the public interest does not only 
apply to the consumer but to the entire operation of the industry as 
a part of the national economy, is wholly unjustified and narrow in 
its implications. 

Of course, we know that the distributors are closer to the con- 
sumers, who live right there with them in their own town, in the com- 
munity, closer to the distributors, than the producers, who might be 
500 miles away. 

Mr. Heprick. That is correct. 

The CuarrmMan. But that does not necessarily mean that there is 
not any great interest in the protection of the consumer on a rea- 
sonable, fair basis under the economy as we know it in this country. 

Mr. Hepricx. That is correct. 

The CnatrmMan. Is that not true? 

Mr. Heprick. That is correct. 

The Cuarman. And the same thing applies to the natural ga 
companies, that is, the long lines which you represent. 

Mr. Heprick. That is right. 

The Crarmman. But is it a fact that we who are in public office, 
generally speaking, are in an entirely different field and have never 
had any experience in a business of this kind so we could possibly 
know anything about the business itself? 
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Mr. Hepricx. I think that is generally true of any person who is 
not actively engaged in a business with which he is not familiar. 

The Carman. And the same thing not only applies in a business 
of this kind; would it not apply to the banking business / 

Mr. Heprick. Certainly. 

The Cuamman. Or any other business; the coal business or any 
other business we could think of in the country ¢ 

Mr. Hepricx. Yes, sir; I agree with that. 

And I would like, if it were possible, and it is not, for some of these 
gentlemen who have been criticizing us for giving away their money 
and giving—buying gas, and so forth, to sit down with us some day 
and join in negotiations that we have from time to time with the pro- 
ducer to buy his gas. I would like them to have that experience. 

The CuHarrman. I have encouraged our colleagues to observe the 
operation of this industry. In fact, a few years ago we went out to 
west Texas in the Panhandle country, and up in Kansas, for the spe- 
cific purpose of learning something about this industry which is so 
important in this day, and will be in the future, to the American 
public. 

Mr. Heprick. That is right. 

The Cuarrman. The reason I brought this subject up was to empha- 
size the fact that the distributors who operate the utilities which 
actually serve in the local community are closer to that household con- 
sumer and customer than anyone else; are they not ? 

Mr. Heprick. Certainly. If I were sitting down in Louisiana or 
Texas and operating a gas well or a gas field, and a pipeline company 
came to me to buy gas, I would be there trying to sell gas. I do not 
think I would think primarily about the consumers. I think I would 
be thinking about selling gas. 

Now, I went down and participated in the panel discussion with 
TIPRO the other day, trying to get the three segments of the industry 
together, and to further better understand the problems of the indus- 
try. 

There was a representative, Mr. Connole, of the Federal Power 
Commission; Mr. Heyke, of Brooklyn Union; I represented the pipe- 
lines; and another gentleman represented TIPRO. And we were 
there for about 4 hours trying to exchange ideas and come to an un- 
derstanding as to the problems of the other fellow, and that was the 
subject of the panel discussion—the problems of the natural-gas in- 
dustry, as viewed by these three segments of the industry and the 
Commissioner from the Federal Power Commission. 

The Crarrman. Is it not a fact, when something goes wrong in a 
home which consumes gas, that that housewife calls the distributing 
company, and not the mayor’s office ¢ 

Mr. Heprick. Certainly. They always have. 

The Cuatrman. And it is that way, and because of that service and 
that association that the consumer and the distributor in the same 
community are tied together with a mutual interest ? 

Mr. Hepricx. More naturaily so there than anyplace else. 

The Crarrman. And, of course, the transportation companies, the 
natural-gas companies, in their operation are in a business; and it is 
just like any other business that serves the public—you know that you 
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have got to look forward to the consumer of whatever product you are 
transporting. 

Mr. Hepricx. We have got to pay attention to the consumer. We 
would go out of business if we did not pay attention to the consumer— 
all of us. 

The Cuatrman. And the same thing is true of the producer, on the 
other end. If he did not have a place to sell his gas where it would 
be consumed, he would not be in business; would he ? 

Mr. Heprick. That is what I told them the other day. 

The. Carman. Mr. Heselton asked you a good many questions 
about why the mayors were not called in to these meetings. Is it 
not a fact that the mayors have publicly stated they are opposed to 
any kind of a bill or legislation which would amend or alter the 
present situation ? 

Mr. Heprick. It is my understanding, from their press reports. 

The Carman. And it may have had something to do with the 
fact that the opposition was not there. I assume he had reference to 
the opposition to the legislation before the Congress in the last Con- 
gress, the 84th Congress. 

Well, it has been said over and over again that actually the major 
opponents to the legislation considered in the last Congress, which 
passed the Congress and was vetoed by the President, were present 
and participating in these meetings. 

Mr. Heprick. Yes, sir. 

The CHatrkmMan. With reference to the long-term contracts, and 
trying to determine what the reasonable and fair price would be, is it 
not true that those who explore and produce, and are in the business, 
and those who have large investments in the transportation of natural- 
gas business, necessarily make long-term financing arrangements? 

Mr. Heprick. It is impossible to construct a pipeline on the basis 
of anything other than an assured, long-term supply at least equal 
to the amortization of the bonds. You cannot do it any other way. 

The CiraAmm an. Is it not a fact that you must, therefore, have some- 
thing which is definite, by which you can make your long-term ar- 
rangements over a period of 20 years, and perh: aps longer, when you 
actually start and go before the Federal Power Commission with a 
progr: am ¢ 

Mr. Hepricx. It has got to be. 

The CraAtrman. And that includes the requirement that you must 
have, No, 1, an adequate supply of gas to offer. 

Mr. Heprick. Yes, sir. 

The Cuatmman. And, No. 2, you have got to show them what the 
price of that gas it, and the financing arrangements. 

Mr. Heprick. Yes, sir. 

The CiarrMan. Over a long period of time. 

Mr. Heprick. Yes, sir. 

The Cratmrman. And in this way, the Federal agency is the pro- 
tective agency of the consumer; is it not? 

Mr. Heprick. Yes, sir. And there is one other element; a market. 

The Crarrman, Is it not a fact that some years ago, and even in 
recent years, under this long-term financial arrangement, that it wa 
recognized between the natural-gas company and the producer that 
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for the first few years it could start at a price which could be grad- 
uated on a definite basis to a maximum price, permitting the financial 
arrangements to be made for the business operation, and the develop- 
ment of the market, that would justify, then, in the course of five 
years or 10 years, to reach the maximum price that that gas was to 
bring ¢ 

Mr. Heprick. That is the purpose—— 

The CHatrman. The cost 

Mr. Heprick. That is the purpose of the escalation clauses in 
these contracts. 

The Cuatrman. And that is the reason that that procedure was 
developed, in order to make these arrangements and in order to get 
the gas to the consumer who wants it and demands it. 

Mr. Heprick. Yes. You cannot but it any other way. 

The Cuarrman. I would like to ask if you have any ‘infor mation as 
to the total supply of gas that went into interstate commerce in 1956. 

Mr. Heprick. I do not have that here, sir. I could supply it to 
you immediately. 

The CuHarrman. You get that for us and supply it for the record. 

Mr. Heprick. Yes, sir. 

(The information referred to is as follows :) 


United States Department of the Interior Mineral Market Report (MMS No. 
2577) shows interstate shipments of natural gas in 1955 was 5.1 trillion cubic 
feet. 

Direct industrial sales and sales for resaJe to other utilities, by major inter- 
state pipeline company members of the Independent Natural Gas Association 
of America, are from page 121 of annual reports to the Federal Power Com- 
mission. It should be pointed out that the figures showing sales to other 
utilities for resale include sales by one pipeline to another where such sales 
occur. 





{Billions of cubic feet] 





| Direct te Resale 

| sales ! sales 

| | 
American Louisiana Pipe Line Co.? ‘ i ; : ~ howais pap lion 
Cities Service Gas Co _____- y =H. dpa eesal 91.0 | 201. 1 
Colorato Interstate Gas Co , aatins , oe = | 37.4 177.3 
E] Paso Natural Gas Co : : 88.7 | 664.7 
Gulf Interstate Gas Co_- is Saas ; | None| 4138.2 
Michigan Wisconsin Pine Line Co_.- ; ; None | 117.1 
Mississinni River Fuel Corp coo ; : . 80.1 75.2 
Natural Gas Piveline Company of America nen =_ ‘ 1.4 | 213.1 
Northern Natural Gas Co 25.6 252.7 
Pacific Northwest Pipeline Corn. ‘ 
Panhandle Eastern Pine Line Co 37.7 361. 2 
Southern Natural Gas Co 73.1 191.0 
Tennessee Gas Transmission Co s 4.2 483.6 
Texas Eastern Transmission Corp _: eet None 469. 1 
Texas Gas Transmission Corp ‘j : | 26.5 | 263. 4 
Texas Illinois Natural Gas Pipeline Co . None | 165, 1 
Transcontinental Gas Pipe Line Corp 3.9 | 196, 2 
Trunkline Gas Co , : a2 ‘3 129. 2 
United Gas Pipe Line Co_- 0 oie 554. 7 601, 4 

! Reported direct sales do not distinguish between those in interstate and those in intrastate commerce 


2 Not in operation. 
3 Transportation service only. 


The CuarrmMan. Can you then break it down and give us the infor 
mation as to the amount of the gas that went in direct, sales, and the 
gas that went to utilities for distribution ? 

Mr. Heprick. I may have something on that here. 
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The Cuairman. You can supply that for the record, if you will. 

Mr. Heprick. Yes, I will supply that. I had it here a minute ago. 

The Cuamman. I have information before me that was included 
in the statement of Dr. Boatwright, which for the years from 1947 
to 1955 inclusive, gives the price—— 

Mr. Heprick. That is what I was hunting. 

The CuarrmMan (continuing). At which the pipelines sold to utili- 
ties, in comparison with that which was sold in industrial sales, which 
shows in 1955 that the—I suppose this is the average price—that went 
to the utilities for distribution was 30.1 cents per thousand cubic feet; 
and that the industrial sales direct averaged 30.2 cents. I assume you 
agree with those figures? 

Mr. Heprick. Yes, sir, I do agree with them. I had that statement 
here. I shows that the prices for which gas was sold to the utility 
companies as compared to the prices for which gas was sold direct to 
industrial consumers, that the price to the latter was less. 

The Cuamman. That is, on the average basis. 

Mr. Hepricx. I mean was more. 

The CuatrMan. Well, this shows that the industrial sales were one- 
tenth of a cent more 

Mr. Hepricx. It was more. 

The CuarrMan (continuing). On an average, than the sales were 
to the utilities for distribution. 

You can supply the other information for the record, as to what 
the total gas was that went into interstate commerce, and the amount 
that went in direct sales and the amount that went to the utilities. 

Mr. Heprick. Yes, sir. 

The Cuairman. Do you have any information as to what the 
reserve ratio is of natural- -gas companies ¢ 

Mr. Heprick. Reserve ratio? 

The Cuatmman. Yes. 

Mr. Heprick. You mean their own production ¢ 

The Cuairman. Their own production. I mean their own produc- 
tion as compared to their total supply to the consumer. 

Mr. Hepricx. Those few that now have their own production, I 
think I can get that. 

The Crairman. I believe you are to supply for the record, some- 
one asked you to supply for the record, the names of the companies 
with their own production. 

Mr. Heprick. Yes. 

The Cuatrman. I have forgotten whether that request was made 
or not. 

Mr. Heprick. No, sir, that was not made. I said I would furnish 
the names of the companies in INGA, but that request was not made, 
that I recall. 

The CuHarrmMan. Would it be difficult to get the information ? 

Mr. Hepricx. I do not think so. I think we can get it from the 
Federal Power Commission reports. 

The Cuatrman. If it were not too difficult, will you supply that 
for the record ? 

Mr. Heprick. Yes, sir. I think we can get that from the Federal 
Power Commission reports, I am sure we can. 
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(The information referred to is as follows :) 


List of major interstate natural-gas pipeline company members of Inde- 
pendent Natural Gas Association of America, showing ratio of own production 
to purchases of gas for the year 1955. The figures are from Annual Reports 
to the Federal Power Commission : 


own pro- 
duction to 
| total pur- 
Purchased Own pro- chased and 
| duction | own pro- 
duced gas 


Billions of cubic feet | Percent of 


American Louisiana Pipe Line Co.!_. 





Cities Service Gas Co ‘ . 320. 6 0.1 | ). 02 
Colorado Interstate Gas Co etdeart 89.6 | 136. 6 60 
El Paso Natural Gas Co_- J , 755. 0 | 100. 9 | 12 
Gulf Interstate Gas Co 138. 2 None 0 
Michigan Wisconsin Pipe Line Co — 122. 6 | None | 0 
Mississippi River Fuel Corp__-- 155. 3 | 14.0 | S 
Natural Gas Pipeline Company of America 163.2 | 68. 1 29 
Northern Natural Gas Co as 331.0 None 0 
Pacific Northwest Pipeline Corp.! 
Panhandle Eastern Pipe Line Co bean 313.9 | 110. 5 | 26 
Southern Natural Gas Co 264. 0 17.2 | 6 
‘Texnessee Gas Transmission Co 539. 5 13.2 | 24 
Texas Eastern Transmission Corp 497.3 | 9 .19 
Texas Gas Transmission Corp. - 303. 0 None | 0 
Texas Illinois Natural Gas Pipeline Co 165. 1 None | 0 
Transcontinental Gas Pipe Line Corp 221.3 None 0 
Trunkline Gas Co ;: 135.9 | None | 0 
United Gas Pipe Line Co : 1,171.2 None | 0 
Total : aa 5, 686. 7 460. 7 27.49 


Not in operation. 


2 The percent of own production plus that purchased from affiliates to total receipts for the year 1955 is 12 
percent. 


The Cuamman. You would not know offhand what the ratio of 
their own production to the total transportation, the total sales, 
would be? 

Mr. Heprick. No. Our own is about 170 million to 540 million a 
day. 

The Cuatrrman. A day? 

Mr. Heprick. Yes, sir. Well, that is a ratio, so it would apply 
a 

The Cuarrman. All right. 

Now, how does that compare from year to year? Is it going up 
or down? 

Mr. Heprick. It is going down. I have some figures on that. 

I have some figures comparing from 1942 to 1951, and I have not 
brought them up to date, but they are very indicative. 

Arkansas- Louisiana Gas Co. in 1951 produced 32.8 percent of their 

gas, as against 61.3 in 1942. 

Cities Service Gi as 30.1 in 1951, as against 38.4 in 1942. 

Colorado Interstate Gas, 73 percent in 1951, as again 100 percent 
in 1942. 

And I have the intermediate years, too, by the way. 

El Paso Natural Gas Co., 3.6 percent in 1951, as against zero in 
1942, 

Interstate Natural Gas Co., whic h is now Olin that Mr. Dougherty 
refered to, 34 percent in 1951, as again 57 percent in 1942. 
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Lone State Gas Co., zero in 1951, and 11.7 percent in 1942, but 
they are mostly intrastate. 

Mississippi River Fuel, zero all the way through; they never 
owned any. 

Natural Gas Pipeline Company of America, our own company, 48 
Pp 3.2 percent in 1951; 75.3 percent in 1942. And that has 
Srcmed to about 2 5 percent. 

Northern Natural Gas Co., 19.8 percent in 1951; 14 percent in 
1942. 

Panhandle Eastern Pipeline Co., 30.6 percent in 1951; 52.4 percent 
in 1942. 

Southern Natural Gas Co., 7.6 percent in 1951; 1 percent in 1942. 

United Gas Pipeline, zero all the way through. 

So the total average of those was 18.6 percent in 1951, and 29.6 
percent in 1942. 

Now, since that time the newer pipeline companies have not owned 
any of their reserves, and it is my judgment that the reason for it is, 
and I will name them: Michigan Wisconsin Pipeline Co., Tennessee 
Gas Transmission Co., Texas ‘Eastern Transmission C o., Texas Gas 
Transmission Go., Transcontinental Gas P ipeline Corp., and my own 
Texas Illinois Gas Co., have never owned any of their own reserves 
because of this utility type, in my judgment, this utility type of regr 
lation of selling gas for a penny and a half or, in the Panhandle 
Eastern case that went to the Supreme Court. of the United States, 
for less than zero cents when you credit gasoline revenues. 

The Cratrman. In other words, then, out of this experience, it is 
a fact that the natural gas companies’ own production has been going 
down since the policy of the Commission 

Mr. Heprick. Very decidedly so. 

The Carman. What is the advantage to the consumer of a com- 
pany owning a certain percentage of its own production ¢ 

Mr. Heprick. Of course, the more it owns, the better off it is. 
I mean, in terms of percentages. 

Here we can operate, in one instance, we can operate those reserves 
so as to take the swings back and forth between winter and sum- 
mer; buy, where necessary, spot gas to temporarily tide us over 
until we can make a contract with the producer at a reasonable price. 

If you have got reserves, you can go to a producer and bargain 
with him, and if he is too high you can say, “Well, just forget about 
it. We will go someplace e else.” 

We have got enough gas of our own to tide us over, with spot 
purchases, until we can buy from somebody who will sell us gas at 
what we consider to be a reasonable price. That is the advantage 
of having gas of our own. 

The CuHatrman. In other words, there is a balance, insofar as 
the operation is concerned, that would be in the best interests of the 
general public; that is, the economy, the industry, and the consum- 
ing public. If the natural gas company owns too much of its re- 
serves, then the balance would tip too far over one way. If it did 
not own enough of its production, then you would not have gas that 
you could use in bargaining for additional gas, and neither would 
you have gas to supply any ‘deficienc y that might develop as a result 
of not getting sufficient contracts. 














1148 NATURAL GAS ACT 


Mr. Heprick. Yes. 

I would like to own all of our reserves, own every foot of it, but 
you cannot do it. You certainly cannot do it economically under 
the present situation. I would not do it. 

The Cuarmman. But if driven out of the business altogether, it 
cannot help but adversely affect the ultimate consumer. 

Mr. Heprick. That is right, I think it does. 

The CHarmman. Mr. op se a do you have some questions? 

Mr. Roserts. Mr. Chairman, I hardly feel qualified. I just came 
in during the last part of the testimony. 

But, with the Chair’s indulgence, I have one question which has 
occurred to me that I might ask the witness. 

Mr. Hedrick, I am not insinuating any change in your status, but 
were you trained in the law, are you a lawyer by profession 

Mr. Heprick. Yes, sir. 

Mr. Roserts. I want to ask you 

Mr. Heprick. I might say that I am trained in the law. I have 
been admitted to some courts. 

Mr. Roserts. On page 8 of your statement you speak of “the 
reasonable market price or fair field price of the gas which it or an 
affiliate produces.” 

I just was wondering if you speak of those terms as meaning the 
same to you. 

Mr. Hepricx. I think they mean the same. Here in the Pan- 
handle case, they spoke of “fair field price,” and you get to using 
those kind of words, maybe copying in your own mind, but the court 
did use “fair field price” in that case, in the Panhandle ¢ case. 

Mr. Roserts. Well now, might not the fair field price— 

Mr. Heprick. That is, the Commission did. 

Mr. Roserts. Might not the fair field price be an entirely different 
thing from reasonable market price? 

Mr. Hepricx. Yes; it can mean a different meaning. It might 
have a different meaning. In preparing our rate case that we now 
have at the Federal Power Commission, and in trying to not grab too 
much and more than we could possibly hope to have the Federal 
Power Commission allow us, we conducted some studies in the Pan- 
handle field where we own our own production, and tried to take the 
average price, not the highest price, not the lowest price, but we 
arithmetically weighted the prices paid in the Panhandle field, and 
we tried to get in on an average, and that is what we have been main- 
taining is what we are entitled to in that case. 

Now, the reasonable market price may be more than that. 

After all, it is going to be subject to the judgment of the Federal 
Power Commission, considering (a), (b), (c), (d), and (e) of that 
section in the Harris bill, and ‘it is going—it 4 not going to be the 
highest price in the field, and it certainly ought not to be the lowest 
price. 

I think the Power Commission, in the exercise of their judgment, 
will come out with a pretty fair average of the prices paid as they 
affect the reasonable market price. 

Mr. Roserts. You do not know of any utilities commission or any 
court of record which has given a judicial definition of the term “rea- 
sonable market price,” do you, Mr. Hedrick? 
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Mr. Heprick. No, sir, I do not. I do not—well, I suspect there 
may be some in these old cases where some complainant in a lawsuit 
was trying to secure payment for something that was destroyed, or 
some thing of that kind, where they tried to find out through expert 
witnesses what the reasonable market price of a commodity might be, 
such as hay or corn, or something, which might have been destroyed, 
r failure in a sales contract to deliver, something like that. There 
may be something back in those cases. 

But I do not think there is any insofar as gas is concerned. I do 
not think the courts have ever been called upon to determine that. 

Mr. Rozerts. I see. 

That is all. 

The Cuamman. Mr. Avery, did I get to you? 

Mr. Avery. Yes. 

The Crramman. Mr. Hedrick, let me thank you very much for your 
appentes here today. You have suffered through quite a long siege 
of i But I want to compliment you on your statement, and the 
manner in which you have responded to the questions which the mem- 
bers of the committee have asked. 

Mr. Heprick. I appreciate the attitude of the members of the com- 
mittee who were here, and the friendliness, and so forth, and I 
certainly never did intend to argue with Mr. Macdonald this morning, 
or to raise my voice. But, you ‘know, you get into a point where you 
inadvertently get into an argument, and I did not mean any disrespect 
toward him; and if it so seemed, I apologize for it. 

The Cuatrman. That is the purpose of my or someone else being 
in the position I am in right now, to try to supervise that or referee 
that situation to keep it from happening, if we can. 

Thank you very much. We appreciate your appearance here. 

Mr. Heprick. Thank you. 

The Crarrman. I am advised that Mr. William Jackman, president 
of the Investors League, Inc., of New York, is here and desires to make 
a very brief statement, and that he must leave today in order to get 
back to some important matter. 

Mr. Jackman ? 


STATEMENT OF WILLIAM JACKMAN, PRESIDENT, INVESTORS 
LEAGUE, INC., NEW YORK CITY 


Mr. Jackman. Thank you, Mr. Chairman. 

The Cuarrman. Will you identify yourself for the record, Mr. 
Jackman ? 

Mr. JackMAN. I am William Jackman, president of the Investors 
League, Inc., with headquarters at 234 Fifth Avenue, New York City. 

The league I represent is the oldest and most successful organization 
of inv estors, who reside in every State in the Union. It is an organi- 
zation of thousands of investors, both large and small, who make up 
the backbone of our private enterprise sy ystem by risking their sav- 
ings to provide jobs for our ever-increasing working force in industry. 

They are the people who have invested an aver age of $14,000 per 
worker in industry. 

I am grateful for this opportunity to appear before your distin- 
guished committee to express on behalf of our members, and the invest- 
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ing public generally, our views on H. R. 6790, the bill now before 
your committee, providing for certain amendments to the Natural Gas 
Act. This proposed legislation is of gravest concern to all investors. 

When similar legislation was introduced in the 84th Congress, we 
appeared before both the House and Senate Interstate and Foreign 
Commerce Committees in favor of the Harris-Fulbright bills before 
that Congress. 

The bill now under consideration differs from previous bills in that 
it provides a compromise which fully answers the objections of those 
who needlessly feared that previous bills might somehow be unfair 
to domestic consumers of natural gas. 

Careful examination of all the evidence available would indicate 
that enactment of H. R. 6790 will be in the best interest of natural-gas 
consumers, distributors, pipelines and producers and, therefore, be in 
the best interests of investors. We, therefore, recommend its prompt 
— 

Naturally, there will be organized opposition to this bill. This will 
stem from some of the forces which have opposed such legislation in 
the past. They will disregard completely the changes which have 
been made in the new bill that answers all of the past arguments 
against it. 

The majority of the Members of Congress, in both the House and 
Senate, and the executive agencies of the Federal Government en- 
trusted with the administration of our regulatory legislation, have 
endeavored repeatedly to amend the Natural Gas Act in such fashion 
that fair and reasonable controls, which make sense and which are 
enforceable, be applied to producers of natural gas which enters into 
interstate commerce 

They certainly have recognized that there are millions of “investors” 
who have put their savings at risk in companies engaged in the nat- 
ural-gas business. These millions of investors who are also consumers 
of gas have by these investments helped to provide the millions of 
workers with good jobs. 

1. It is not the intent of Congress to regulate prices of natural gas 
to the producer. This intent was explicitly so stated in the original 
Natural Gas Act, but has subsequently been misinterpreted by the 
courts, especially in the so-called Phillips decision. It is utterly 
impossible for the FPC or anyone else to determine the cost to the 
producer of developing natural-gas reserves. 

No one can foretell with any degree of accuracy the amount of 
gas that may be obtained over the years from any given lease, nor 
how the future market value may be affected by the relationship of 
available supply and the competitive market available at the time. 
And when gas and oil are found in the same well, who under the 
sun can determine how much it cost for the gas versus the oil ? 

. H. R. 6790, in some sources has been described as “The bill to 
increase the price of gas.” I know, and everyone who is concerned 
with this legislation also knows, that the members of this com- 
mittee and its chairman, and Congressman O’Hara of Minnesota— 
who introduced an identical bill, H. R. 6791—in particular, have been 
most diligent in incorporating into this new proposed law every con- 
ceivable provision that would assure both an adequate supply and 
a fair price to the consumer. 
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Such consumer protection is completely lacking in the Natural Gas 
Act as it now stands and is now interpreted. This new bill specifi- 
cally excludes as unlawful certain “indefinite pricing clauses” such as 
favored-nation clauses, or clauses providing escalation in step with 
other prices. 

These clauses have been eliminated in this new bill because they 
were objectionable to consumer-serving distributing companies for 
fear that they would prevent prediction of future gas costs. 

I am not testifying as a technical expert on the n: utural-gas busi- 
ness. Voluminous information of a technical nature is available to 
this committee from qualified independent sources. I would like to 
point out, however, that opponents of this legislation in the past 
have presented misleading comparative figures on the trend of nat- 
ural-gas field prices. 

Before the last World War, natural gas in the principal producing 
fields of the Southwest was in such abundant supply that it could 
scarcely be sold at any price. It was like so much sand in the Sahara 
Desert. 

This natural gas after the war became more and more valuable, 
only as new, distant and abundant markets were provided in the North 
by construction of big pipelines. To compare with prepipeline or 
transitory field price ‘of marketless gas with the same gas when it 
acquired a market value is a misrepresentation to the unintormed pub- 
lic of the cruelest character. 

A little understood but a most important aspect of this issue 
has to do with the impact of credit upon natural-gas prices. In recent 
months many people have discovered that “easy money” isn’t as “easy” 
as it used to be. 

Interest rates are beginning to seek a more realistic level, more in 
relationship to the risk involved. Interest costs on borrowed money 
have become an important cost of doing business, and of necessity are 
added to the prices that consumers pay for anything. They are also 
deducted from the “take-home pay” of the investor. 

The uncertainty of the value of gas reserves under the regulatory 
provisions of the present Natural Gas Act has ser iously impaired the 
ability of gas producers, of whom there are over 8,000, to borrow 
money in adequate amounts at reasonable interest costs. 

Enactment of H. R. 6790 would go a long way toward ameliorating 
this unnecessary credit hazard and help hold down natural-gas pro- 
duction costs. 

The Congress created the Natural Gas Act; and the United States 
Supreme Court, by its decision in the Phillips case, placed it under 
FPC regulation. You are, by this bill, seeking to correct this decision 
and to reaflirm your or iginal intent against this mistaken interpreta- 
tion by the Court. 

At this point, Mr. Chairman, may I congratulate you and the men- 
bers of this committee for the splendid manner in which you have 
conducted the hearings, and also to the other members of the commit- 
tee for their sincerity in expressing their convictions to the various 
witnesses, 

If ever there was an illustration of democracy at work, it has cer- 
tainly been before this committee. 
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In conclusion, gentlemen, I would like to state on behalf of myself 
and our thousands of members, that we strongly urge immediate 
passage of H. R. 6790. 

Thank you. 

The Cuairman. Mr. Jackman, we thank you very much for your 
brief but concise and to the point statement, expressing your position 
regarding this proposed legislation. 

“Any questio ns? 

Mr. Dinceut. Please, Mr. Chairman, 

I believe my senior colleagues might have some before me. 

Mr. Roserts. I will yield to the gentleman. 

The Cuairman. You may proceed, 

Mr. Dince.t. Mr. Jackman, I was wy much interested in your 
statement. You and I share something : I do not think either of us 
knows much about this producing business, but I think we are trying 
to reach a fair result here. So I would like to start out by asking you, 
sir, just who do you represent? You say investors. Do you represent, 
for example, commercial banks ? 

Mr. Jackman. No. 

Mr. Drncetu. Individual stock investors ? 

Mr. JAcKMAN. Yes. 

Mr. Dincexi. Do you represent anyone else besides them ? 

Mr. Jackman. No. 

Mr. Dinceu. Just individual investors in stocks? 

Mr. Jackman. I might, Mr. Dingell, answer by stating the type 
of organization our league is. 

No. corporation can be a member of our league. They all have got 
to be individual investors. It is a membership organization. It was 
organized under the membership law of the State of New York in 
1942, and has been in existence ever since. 

Mr. Drnce.t. Is it anything like a mutual fund ? 

Mr. JackMANn. No, sir. We do not advise on the purchase or the 
selling of any security. 

Mr. Dinceti. Then your principal interest is just the interest which 
you share as stoc kholders i in various corporations ¢ 

Mr. JackMAN. That is right. In addition to that, we have an edu- 
cational field. For instance, we conduct forums on equity capital, 
double taxation of dividends, capital gains taxes, and those things, as 
they affect the investor, 

We do not, for instance, go to corporations, as some people do, and 

‘aise the devil with the management because of certain things, they 
are not getting enough div idends, and so on. We are rather more in 
the educational field. 

Mr. Dincexx. Let me ask you this question, then: Do you think— 
you mentioned that this bill ‘thas been described as, and I quote from 
your statement, “The bill to increase the price of gas.” Do you think 
this is not going to raise the price of gas? 

Mr. JAcKMAN. Not out of step with the normal increase in prices 
that we are contending with due to inflation and other factors. 

Mr. Dinceti. Well, you do think, though, then, that under this bill 
there is some possibility 





Mr. Jackman. There is a possibility of a slight increase, but I do 
not think it is 
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Mr. Dincevt. Would it be fair to say there is a probability of a 
price rise ¢ 

Mr. Jackman. I would say, yes, there would be a probability. 

Mr. Dincett. In view of that, sir, that would naturally tend to raise 
the price of securities and stocks and bonds on the market, am I 
correct ¢ 

Mr. Jackman. Not necessarily. That does not always follow. I 
mean, your market does not always follow that. 

Mr. Dincetx. Would it not have a tendency to raise earnings 

Mr. JackmMANn. Well, slightly, it may. 

Mr. Dincety. And in point of fact, you can tell me, and I think you 
will agree, that the stock market raised just about the time this bill 
was introduced, on oil and gas stocks; am I right? 

Mr. JAcKMAN. I would not say that was the reason for it. 

Mr. Dinceti. But, nevertheless, the two events were reasonably 
contemporaneous; am I correct? 

Mr. Jackman. Mr. Dingell, it is like saying that you are trying to 
find the solution to the juvenile delinquency, you can put your finger 
on many, many facets which contribute to it. And it is the same 
thing in the m: arket. There are many, many other facets which con- 
tribute to it. 

Mr. Dincetu. I am aware of that. 

Mr. JackMAN. This is not the main one. 

Mr. Dineexi. Are you willing to stand on that answer ? 

Mr. Jackman. I think so. 

Mr. Dince.i. This is not the main one? 

Mr. Jackman. I think I would definitely say that; because, you 
remember, at the time this was introduced, we were just coming ‘out 
of this Suez situation, so that had an effect on the stock market and 
oil and gas stocks, you see. 

Mr. Dincetx. Of course, the introduction of this bill did not de- 
press the stock market. 

Mr. Jackman. No, I do not think so, I do not think it did. 

Mr. Drncext. All right. 

Mr. JAckMAN. I mean, if we reverse the picture and try to find 
what caused the increase, it did make a contribution, possibly, but was 
not the major contribution. 

Mr. Dincetu. I do not want to belabor the point, Mr. Jackman. 
I think we are agreed the market raised on the day the je tah was intro- 
duced, and has been rising and falling, more or less 

Mr. Jackman. Like a fiddler’s arm. 

Mr. Dincety (continuing). With the progress of the bill through 
this committee. 

I want to thank you very much. 

Mr. Jackman. Thank you. 

Mr. Drnceti. Thank you very much, Mr. Chairman. 

The CHatrman. Mr. Avery? 

Mr. Avery. No questions. 

The CuHarrman. Mr. Rogers? 

Mr. Rogers. No, thank you, Mr. Chairman. 

The CHatrman. Mr. Staggers? 

Mr. Sraccers. No questions. 

The Cuarrman, Mr. Roberts? 
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Mr. Roserts. No questions. 

The Cuarrman. Again, let me thank you very much for your 
statement, Mr. Jackman, and your presentation here today, as well as 
your compliment to this committee regarding the hearings on this 
legislation. 

Mr. Jackman. Thank you very much. 

The CuHatrman. May I inquire if Mr. Banks, from Southern Cali- 
fornia-Gas Co., is here? 

(No response. ) 

The Cuatrman. Does anyone know Mr. Banks? 

He may have permission to file his statement, if he desires. 

The CuHarrman. I see Mr. Rowan here. 

Mr. Rowan, by previous arrangement, or I might say under- 
standing, with some other members of this committee, we are holding 
you until in the morning. 

Mr. Rowan. Very well, sir. 

The Cuatrman. May I inquire if Mr. Paul Schultz is here? He 
is president of the Oklahoma Independent Petroleum Association. 

( No response. ) 

The Carman. Mr. Schultz may have permission to file his state- 
ment if he so desires. 

(The statement referred to follows :) 


STATEMENT FOR THE Record SUBMITTED BY PAUL R. SCHULTZ, PRESIDENT, OKLA- 
HOMA INDEPENDENT PETROLEUM ASSOCIATION, IN REFERENCE TO H. R. 6790 
AND H. R. 6791 


My name is Paul R. Schultz. I am president of the Oklahoma Independent 
Petroleum Association. I am also president of the Blackwell Oil & Gas Co., a 
company which has been engaged in exploration for and producticn of crude 
oil and natural gas for 53 years. I submit this statement for the record on 
behalf of the independent oil and gas producers of Oklahoma, and as a repre- 
sentative of my own independent company. 

A wealth of testimony has been presented before the committee, both for and 
against the pending natural-gas legislation. To review specific details of the 
testimony and its many ramifications would tend only to further burden the 
record. I shall therefore confine myself to a general statement of the position 
of the Oklahoma Independent Petroleum Association and of my own company. 

The oil and gas industry is Oklahoma’s No. 1 industry, and the independent 
producers of this State are vitally concerned with the production of natural gas 
and future development of reserves in Oklahoma. The American Gas Associa- 
tion estimated Oklahoma’s gas reserves at the end of 1956 at 13,775,000 (millions 
of cubic feet). During the year 1956, Oklahoma was in third place among all 
the States in gas produced. Annual natural-gas production in Oklahoma in 
1956 was triple that of 1941. This is an outstanding record, and we are proud 
of it. 

This record of gas production has been accomplished under a system of free 
enterprise in a competitive market. Independent producers have discovered 
the majority of Oklahoma’s gas reserves and have accounted for the majority 
of its gas production. Oklahoma and the other gas-producing States have pro- 
vided cheap fuel and power to residences and to industry throughout the 48 
States. Under Federal control, we cannot promise to continue to make this 
valuable source of energy available. 

The natural-gas producer in Oklahoma and the other gas-producing States has 
aimed to develop reserves necessary to supply the whole of this Nation, its 
people, and its industry. If all of our gas entering interstate commerce is to 
be under Federal control, we will naturally attempt to increase our market in 
our own States. The result will be a reduction in the amount of gas available 
for interstate commerce and increasing prices to consumers in States which do 
not produce their own gas. The effect that intrastate marketing may have can 
readily be seen if one considers two industrial plants now in operation in the 
gas-producing region. An aluminum plant in Louisiana and a chemical plant in 
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Texas, together are now consuming 114 times as much natural gas as all the 
homeowners of Detroit, Mich., Milwaukee, Wis., and Kansas City, Mo., combined. 

Only a small fraction of the ultimate price to the consumer of natural gas 
goes to the producer. The householder in Milwaukee, for example, has been 
paying $1.21 for a thousand cubic feet of natural gas. 

Of the $1.21, only 8.7 cents was paid to the producer. In New York, of each 
consumer dollar, only 3 cents goes back to the producer. These small frac- 
tions of the consumer dollar must pay for all the risk of finding, developing, 
and producing natural gas. Within these small fractions, lies the future of 
our industry. 

In the past, the gas producer has fulfilled his obligation to find reserves and 
produce gas at a fair price for householders and industry throughout the Nation. 
He has done so without Federal regulation. The gas-producing business is 
extremely complex and involves great risks. When burdensome and confusing 
Federal controls are applied to an already hazardous business, the gas pro- 
ducer cannot continue to do the efficient job he has done in the past of supplying 
valuable energy to all parts of the country at a fair price. 

We firmly believe that the entire function of producing and gathering natural 
gas, including the field sale thereof, should be free from any Federal regulation. 

The fact remains that, though natural gas is a commodity and its production 
has none of the characteristics of a utility service, natural-gas producers are 
noy under regulation by the Federal Power Commission. The Natural Gas Act 
of 1988 was designed to apply to the utility-service aspects of the interstate 
movement of natural gas and not to the commodity itself, and we believe that its 
present application is in error. Something must be done, however, to amelio- 
rate the present confused situation. 

The Federal control that is now imposed upon us is in the manner of judicial 
determination of the intent of Congress. With these principles in mind, we are 
given no choice within the framework of the present legislation. To support 
our views and those of Congress, Federal controls should be removed from the 
independent producer. 

The bills now under consideration, as they were originally presented, tend to 
clarify the producer’s status and to delimit the areas subject to regulation by 
the FPC. The Oklahoma Independent Petroleum Association would, of course, 
support amendments as submitted by the Independent Petroleum Association of 
America and the Texas Independent Producers & Royalty Owners Association, 
as they tend to clarify and alleviate the position of the independent producer. 

We wish to make clear, however, that we believe Federal control and price 
fixing at the producing level of our own or any other industry is contrary to 
the fundamental principles of our Constitution, contrary to the intent of past 
legislation, and contrary to the interests of our people and our country as a 
whole. In the case of our own industry, we believe that such Federal control 
can only result in fewer natural-gas reserves, a further unwarranted burden 
on the administrative branch of the Government, less gas for the nonproducing 
States of the country, and an eventual increase in costs to the consumer. 


The Cuatmman. Is Mr. Robert Kay here? 

(No response. ) 

The Cuarrman. Is Mr. John O’Brien here ? 

(No response. ) 

The Cuairman. Let Mr. Kay or Mr. O’Brien, or both of them, if 
they desire, Panhandle Producers & Royalty 7 Bonbon of Amarillo, 
Tex., have permission to file their st atements if they desire to. 

The CuatrMan. Is Dr. Boatwright here? 

Mr. Boatwricutr. Yes, sir. 


STATEMENT OF JOHN W. BOATWRIGHT, ECONOMIST, STANDARD 
OIL CO. (INDIANA) 


The Cratrman. Dr. Boatwright, I would like to ask if you would 
refer to the statement you made to the Senate, whenever it was, in 


the last Congress. I happen to have that particular statement here. 
It is in the record, of course. 


92196—57—pt. 2——21 
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Mr. Boatwrieur. Yes, sir. 

The Cxuamrman. Could you—you do not need it right now, but 
the record will give you the information that I want—refer to that 
statement on page 9, table 1, total number of gas custmoers in 
thousands, beginning with the year 1935, including 1953; the number 
that used natural gas, the number mixed gas, the number manu- 
factured gas, and the total. I am going to let this table be included 
in this record following the statement you put in the record yesterday 
afternoon, and would you bring it down to date? 

Mr. Boatwrieut. Yes, sir. 

The Cuarrman. To include 1954, 1955, and 1956, if you can. 

Mr. Boatwricur. 1956 is a preliminary figure. However, I can 
bring it down to date, if you will recognize that fact. 

The Cuarrman. However, in that statement, at page 26, table 8, 
it shows the estimated distribution and production of natural gas of 
1953, the gross production, interstate movement and consumption, 
intrastate consumption, repressuring waste, and losses. Will you re- 
vise that, together with the disposition of marketed production of 
natural gas in 1953 on the following page, and bring that information 
up to date and include it in the record ? 

Mr. Boatwricut. Yes. The latest year I can give you of that is 
1955. 

The Cuatrman. Well, give us the latest information you can get 
on it. 

Mr. Boatrwricur. Yes; surely. 

The Cuatrman. In the same statement, on page 48, the concen- 
tration ratios of natural-gas production, that is table 12, together 
with the chart on the following page, and will you bring that in- 
formation down to date? 

Mr. Boatwricut. That was a special study I made, Mr. Chair- 
man. I have the information on the gas industry only for that 1 
year. I have brought some of the concentration ratios up to date 
where I have made comparisons with the gas industry. But I can- 


not bring that particular table up to date short of several months 
of work. 


The Cratrman. Very well, then. 

Mr. Boatwrieurt. I can do this 

The Cuarrman. If it is not available, if you cannot do it, why, 
you just cannot do it. . 

Mr. Boatwricut. Well, I can show you the concentration ratio of 
supply to interstate pipelines in 1954 and 1955. 

The CuarrmMan. Very well; we would be glad to have that. 

Mr. Boatwrieut. I will be glad to furnish that. 

The Cuatrman. I am going to include this information in this 
record, showing that it was for that year—what year was that? 

Mr. Boatwricur. That was 1953. 

The Cratrman. I am going to include, then, table 12, showing 
what it was at that time, together with the table on the opposite 
page, and, to go with it, for comparison purposes, table 13 on page 
50, and the chart which goes with that, on the following page, 51. 

Mr. Boatwricut. Yes, sir. 

The Cuatrman. And then, the table on page 52, which is table 
14, for comparison purposes. This information is asked for, for the 
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record, in order to bring the information you gave to this committee 
2 years ago as nearly as possible up to current date. 

Mr. Boarwricut. Yes, sir. 

The Carman. And, if you would supply that information for 
us, I am sure it would be helpful to the record. 

Mr. Boarwricut. I would be glad to do so. 

(The information requested will be found in Mr. Boatwright’s 
supplementary statement on p. 1167.) 

The Carman. Does any other member of the committee have 
any additional information they would like to ask Dr. Boatwright 
to bring up to date for us 4 

(No response. ) 

The Cuamman. Thank you very much, Dr. Boatwright. 

Mr. Boatwricut. Surely. 

Mr. Aucer. Mr. Chairman 

The CHatrman. Mr. Alger. 

Mr. Acer. Last evening when I was asking a few questions rela- 
tive to the history of prices, you pointed out at that time Dr. Boat- 
wright would be giving us information relative to price. 

Is that included in the information you have asked to be brought 
up to date? 

The Cuatrman. No, it is not. I have not included the price. 

There is something in here, tables, about price. 

Mr. Acer. I saw the industrial sales prices at the very back page 
here. 

The Cuatrman. Well, the industrial sales prices are brought down 
to date in his immediate statement, that is, the one of yesterday 
afternoon. But I do not believe you have in table form the prices 
otherwise, do you, Dr. Boatwright ? 

Mr. Boarwricur. I did not put a table—I put a table in the sup- 
plementary statement concerning industrial. 

Mr. Acer. That is not this one? 

Mr. Boarwricur. It is a supplement to the statement. 

Mr. Arcer. The very back page. 

Mr. Boatwricut. Yes. 

Mr. Axueer. What you are calling utility industrial sales, compar- 
ative prices, mainline industrial sales ? 

Mr. Boatrwrieurt. Yes, sir. 

Mr. Arerr. That does not take into account, though, the sales in 
some of the areas around the country for consumers, does it ? 

Mr. Boatwricut. No, it does not. 

Mr. Acer. In other words, what I am interested in, Mr. Chair- 
man, was—whether the history of gas pricing has gone up, what has 
happened since 1954, what happened before 1954, and for several 
years before that, and I believe you had it in the hearings, Mr. 
Chairman. You called that to my attention, and I have seen several 
papers in the extensive hearings held before. 

The CHamman. I am trying to find it. It is in this statement, if 
I can find it. 

Mr. Boarwrieut. Mr. Chairman, I wonder if I might inquire 
whether or not that which is desired is the index of the prices of 
natural gas as compared with the cost of living index on the one 
hand, or with competitive fuels on the other. 
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The CHatrman. Well, here it is. 

Mr. Boatwricut. That, I have brought up to date. 

Mr. Atreer. Is that in the record ? 

Mr. Boarwricut. No; it is not in the record. 

Mr. Acer. Could we have that, Mr. Chairman ? 

The Cuarrman. Just a minute. Let me go back to where it starts. 

Page 13 of your statement referred to a while ago, that you made 
to the Senate 2 years ago. 

Mr. Boarwricut. Yes. 

The Cuarrman. On table 3, you start with the year 1938, bring 
it down to 1953, index of retail prices of competitive fuels. That 
is the first one. 

Mr. Boatwricut. Yes. 

The Carman. That may be included in the record and brought 
down to date, if you can. 

Mr. Boatwricut. I have that through 1956. 

The Cuatrman. All right. 

Now, in table 4, the comparison of the cost of living, all items, 
with natural gas. That is on page 15, referring to the consumer’s 
price index. 

Mr. Boatwricur. I have that through 1956, and will be glad to 
produce that. 

The Carman. That will be included in the record and brought 
up to date. 

On page 20, table 5, you show the national average realization 
from the sales by interstate natural gas companies of natural gas 
for resale and by direct industrial sale. That is the statement that 
he made 2 years ago, without having the information brought down 
to date. 

I believe that is on the last page of your statement that you have 
there. 

Mr. Boatwricut. That is correct. 

The Cuarrman. It is already up to date. 

Mr. Sraaccrers. I would like to find this out before he gets through 
here. Is he going to be back here so that we can ask him about 
these tables tomorrow ? 

Mr. Boatwricut. I should be happy to make myself available any 
time. 

Mr. Sraccers. Because I have entirely different tables from this. 
This is the first time I saw this. When did you put this in, yester- 
day? 

Mr. Boatwrient. Yes. 

Mr. Sracerrs. This almost got by me, my figures are taken from 
the Federal Power Commission, and they do not coincide with these 
at all. 

Mr. Roarwrierr. That is completely understandable, sit 

Mr. Sraccers. Well, I do not see why. 

Mr. Boatwrieut. Well, I will be happy to explain it. 

Mr. Staccers. I hope you will be in position to explain it to me, 
because there are 10 cents difference in most all of them when you 
have these industrial sales costing more. 

Mr. Boatwricut. That is right, sir. 








NATURAL GAS ACT 1159 


Mr. Sraaccers. I do not think anyone would dispute the fact this 
is a different setup. 

Mr. Boarwricut. I would be glad to explain it. 

Mr. Sraccers. Whenever you “have the opportunity, I would like 
you to explain it. I do not see how it got in the record here. Where 
did you get these figures? 

Mr. Boarwricur. I took it from the reports of the long-line car- 

riers to the Federal Power Commission. 

Mr. Sraccers. Well, evidently my reports come from the same 
place. Who secured them? Did you do it, or have somebody else 
do it? 

Mr. Boarwricut. Both. I did part of it, and had one of my 
associates do part of it. 

Mr. Sraccers. Did you just take certain ones, or did you take them 
all? 

Mr. Boatwrieut. I took all of the long lines extending to the 
North and East from the Southwest, and I excluded the comparison 
of fuels in the Southwest itself. I took the total area north of 
Kansas and Arkansas, and east of the Mississippi, and I compared 
the prices received from industrial sales in the same State with the 
price paid at the city gates in that same State. 

That encompasses a total area east of the Mississippi and north of 
Arkansas and Kansas. 

Mr. Sraccers. Well, I have a statement of my State, and I do not 
have figures anything like these. 

Mr. Boarwricut. Every one of them can be documented, sir. 

Mr. Sraccers. You say you have 14 lines on which you say you 
computed this? 

Mr. Boatwrient. Yes. 

Mr. Sraccers. And your contention is, then, according to this scale, 
that the cost of industrial sales is higher than those at the city gate 
prices ? 

Mr. Boarwricnt. My contention is that for 8 consecutive years, 
the price received by the carriers when sales are made to industrial 
firms is higher than the regulated price at the city gates in those same 
States; yes, sir. 

Mr. Sraccers. Well, somebody has been getting figures mixed up, 
then; that is all I can tell you. 

Mr. Boarwricurt. I assure you, sir, that I have not. 

Mr. Sraceers. I see. All right. 

Tomorrow I would like to have my figures here, and I would like 
for you to then tell me what is the matter with the figures that I 
have. 

Mr. Boarwricur. I would be glad to do so. 

Mr. Drnceti. Perhaps the doctor could have them overnight to 
look at them. 

Mr. Sraccers. What is that ? 

I do not have them with me, or I would be glad to tell him right now 
about it. 

Mr. Boarwricur. I will be glad to be back in the morning, sir. 

Mr. Sraccers. All right, fine. 

That is all I have, Mr. Chairman. 
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The CHarrman. Of course, the chair certainly wants to give every 
opportunity to every member with whatever witness we have here. T 
will just have to try to work it out, because I see that we have com- 
mittee conflicts. 

Mr. Sraceoers. Definitely. 

Mr. Boatwricur. I will be available. 

The Cuatrman. I am talking about members. 

That can be easily explained, Mr. Staggers. I have no doubt about 
that. 

Our members seem to have conflicting schedules in the morning, is 
what bothers me with reference to procedure. 

Mr. Staggers, we will let Dr. Boatwright come back in the morning 
for a period of 1 hour. 

Mr. Sraccers. I might say this to you: That from my State we have 
a delegation coming in, and all my Congressmen are meeting them 
down at the Federal Roads Commission, trying to get a little piece of 
road in West Virginia. 

(Discussion off the record.) 

Mr. Sraceoers. I notice here in your conclusion you say the objective 
of the recommendation made by the President’s Advisory Committee 
on Energy Supplies and Resources Policy has been accomplished. 

Mr. Boatrwricut. I think it has. 

Mr. Staccers. And this was made up here by this group of men 
who studied this situation all over the United States. I did not think 
they were a bunch of men who would make a recommendation if there 
was not anything for it to be made on. 

Mr. Boatwricnr. That record. 

Mr. Sraccers. I am just assuming that you are right and they are 
wrong. Would you be willing to have put in this bill something just 
to say—well, you say it is accomplished. You would not object to it at 
all, would you—I know you would not—just say it will meet. the costs, 
that it will bear its proper share of costs? If it has been doing it for 
8 years, there would not be any change. 

Mr. Boatwricut. Except I object to any one competitive fuel in 
competition with others having a restriction upon it that is not equally 
imposed upon others. Yes; I do object. 

Mr. Staccers. My friend, now, look, in fair play 

Mr. Boatwricur. That is right. 

Mr. Sraccers (continuing). The President’s Advisory Board says 
that ; and in fair play, and you say it is not happening, then you would 
not object to its being put in there, would you? 

Mr. Boatwricurt. I certainly do. In fair play, I object. 

Mr. Sraacers. That is what they call “something i in the woodpile.” 
There is something wrong or you would not object to it. 

Mr. Boatwricur. No, I do not. Only 1 thing I think we have 
to recognize, and that is, when 3 or 4 fuels are competing — 

Mr. Sraccers. They are not competing. We are not taking about 
anybody competing or doing anything. We are just talking about 
regulating this one thing here, which is peculiar unto itself. 

Mr. Boatwricut. Would you make the same regulation apply to 
others ? 

Mr. Sraccers. Why not, if it was doing unfair 

Mr. Boatwrieut. Would you? 
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Mr. Sraccers. Certainly I would. 

Mr. Boatwricut. That is not what is provided in your bill, is it? 

Mr. Sraccers. Well, it certainly is. All it says is just one thing: 
To make it follow out directly as it says in the President’s recom- 
mendation here, almost the same words of his Advisory Committee. 

Mr. Boatrwrieut. But you mean that your bill applies to all energy 
sources, not just gas ? 

Mr. Sraccers. We do not have anything else up here. 

Mr. Boatrwrient. That is what I thought. 

Mr. Staccers. We have the gas bill up here. All I want is fair play 
in this country. 

Mr. Boatrwricut. I want it, too. 

Mr. Sraccers. You should not object to it at all. If you want 
these conditions, you should not object to it at all. 

Mr. Boatwricurt. I object to any bill, sir 

Mr. Sraccers. That would be objecting to the FBI doing a job in 
some place that you might say, “Well, why put in something to let them 
do this or that?” It looks to me like the same thing. 

Mr. Boarwrient. I t just happens that for 8 consecutive years, the 
purpose of that objective has been met. 

Mr. Sraccers. Yes, sir. 

Mr. Boatrwriecut. We have sold the gas in the competitive area with 
other fuels at a higher price than the regulated city-gate price. 

I object to any restriction being placed upon one competitor that 
is not similarly placed upon another competitor, in fair play. 

Mr. Sraccers. That could not be fair play. The way you have 
these figures written down, there is just no question about it. If it 
has been happening the way you say for 8 years, then the President’s 
Advisory Committee is completely wrong, and all the experts they had 
with them to help them are completely wrong, and there was no use 
for them to make this recommendation whatsoever, was there? 

Mr. Boarwrient. I do not think there was. 

Mr. Sraccers. That is what I say. According to you, there was 
not. 

Then you should not object to language which will say that it will 
bear its costs—its part of the costs. You should not object to that 
at all. 

Mr. Boatwricurt. I have stated my position. 

Mr. Sraccers. I understand you have. 

Mr. Boatwricut. Yes, sir. 

Mr. Sraccrrs. And I know there is something someplace in the 
thing 

Mr. Boarwricnr. No. 


Mr. Sraccers (continuing) : That does not jell with me. Because 
if it already is happening, you should not object to it one single bit 
being in the bill, because if you say that it should bear its fair costs, 
proportionate costs, and the consumer should not be forced to do that, 
that is all we are asking be done. And you say it is already doing it. 
There is no question about that, is there ? 

Mr. Boatwrieut. There is no need for regulation. 

Mr. Sraccers. We are not trying to regulate them. They are al- 
ready regulated. You say they are out of the pale—out beyond. 

Mr. Boarwrieut. There is no need for legislation. 
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Mr. Sraccers. You mean to tell me you do not keep a police de- 
partment in a city when there is no crime? 

Mr. Boatwricur. No, I do not mean to tell you that. 

Mr. Sraccers. You do not keep a police department in your city ? 
Where do you live? 

Mr. Boatwrieut. Evanston, Ill. 

Mr. Sraccers. Well, I may be off on the wrong angle there. 

I will say this to you: There is something wrong or the President’s 
Advisory Committee would not have rec ommended it. 

I believe you would be fair about that, would you not ? 

Mr. Boatwricur. I would be fair about that, but I fear that the 
Presidential Advisory Committee recognized the potentialities of com- 
petition among all energy sources, even in the Southwestern States. 
Coal cannot compete with natural gas in the Southwestern States. 

Mr. Sraccers. My friend, I am not talking about coal. I have 
natural gas in my district, one of the largest natural gas fields coming 
in, in the East. 

Mr. Boatwricut. Yes, sir. 

Mr. Sraccers. And I want to be fair to it, and I want to be fair 
to coal. 

Mr. Boatrwricnt. Consequently, I took the market where the fuels 
competed with each other, and I made my comparison in those States. 
That is a valid comparison. It is based upon the reports, form 2 
report, to the Federal Power Commission by individual carrier com- 
panies. 

The Cuatrman. Doctor, you may be seated if you would like. 

Mr. Sraccrrs. I would like to make this statement, though: I am 
getting a little bit tired of this thing of referring to coal competing 
with gas, because I want to be fair to gas and to coal, both. 

Mr. Boatwricut. So do I. 

Mr. Sraacers. Well, all right, then, if you do want to do that, J 
do not think you have any danger in the world in putting this into 
the bill, that gas will bear its proportionate share where it competes 
with other fuels. 

Mr. Boatwricnt. Well, I have stated my only answer to you, sir. 

Mr. Sracerrs. I know that. But you just want nothing in the bill 
connected with 

Mr. Boatrwricur. I have stated that I object to any legislation 
which places a limitation on one energy in competition, without similar 
limitations on other competing energy sources. That is all I can tell 
you. 

Mr. Sraccrers. I can understand that, and I would like to say, in 
closing, too, if Fides was a coal bill up here and said something about 
it going into different areas, and so forth, if it was regulated a) 
peculiarly, this goes through a pipeline 

Mr. Boatwricur. Certainly. 





Mr. Sraccers. And the pipeline gets from this Government the 
right of eminent domain, can condemn land, and crosses over coal 
land or anybody else’s land, regardless, you mean then if they get that 

right from the Government. that that Government does not have the 
right to come in and say to them some of the things they should do? 

"That means, to me, you want to take every right that you can take, 
but you do not want to be regulated in any way. 
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Mr. Boatwricntr. No, I have not said that the pipelines should 
not be regulated, sir. 

Mr. Sraccers. You mean these sales, then, of these kinds should 
not be regulated. Again, I want to repeat that, after you have been 
given the liberty by this Government of yours and mine, to come in 
and go over anybody’s land that you want to, to condemn it as a 
right-of-way—— 

Mr. Boarwricut. I have merely said, sir, that I thimk there is no 
need for the legislation. 

Mr. Sraccers. I understand you said that. 

Mr. Boarwricut. Yes. 

Mr. Sraccers. Yes, sir. 

But I believe, in all fairness, that you are not on good ground. In 
my opinion, you are not. 

The Cramman. Both of you are entitled to your opinion. 

Mr. Sraccers. That is what I say, we apparently are each entitled 
to our own opinion. 

Mr. Boatrwricut. That is where we stand. We have each reached 
the borderland of knowledge. 

Mr. Sraccers. Each one of us have expressed our views, and that 
is all that matters. 

Mr. Boatwricir. Yes. 

The Cratrman. I think each of us understands what your views 
are. 

Mr. Sracarrs. That is all, Mr. Chairman. 

The Crarmman, I think probably, since it did come up for diseus- 
sion, a little clarification of this table would be appropriate. 

Is it not a fact that this table was made up from areas outside of 
the Southwest ¢ 

Mr. Boarwricur. Yes, sir. 

The Cuarrman. Where the major gas desire is? 

Mr. Boarwricut. Yes, sir. 

The CuarrmMan. The price of direct sales in the Southwest, where 
the gas is produced, of course is much lower than it is when it is 
transported a hundred or 500 or a thousand miles. 

Mr. Boarwricur. That is correct. 

The Cratrman. And, therefore, the high cost of transportation 
does not go into the industrial sales in the States of Louisiana, Texas, 
Arkansas, Oklahoma, Mississippi, and around that area. 

Mr. Boarwricutr. And Texas. That is right. 

The Cuamman. Therefore, it is much cheaper to the industry there 
than it is in Pennsylvania, Ohio, and other places. 

Mr. Boatrwricur. That is right. 

The Cuaimman. In order to give a complete picture of what the 
actual situation is in the area of Mr. Staggers and the Midwest 
and others, then you have taken here what the industrial sale prices 
are in these areas outside of the Southwest, the larger, major pro- 
ducing areas. 

Mr. Boarwriaur. Yes, sir. 

Mr. Sraccers. Could we do this, for clarification: Request some 
clarification and ask him to bring in for these separate States. And 
if he has it, he can bring it in very easily. You have asked him 
on a lot of the other things. 
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The Cuarrman. I think he can get us the information by States. 

Mr. Boatwrieut. Yes, I can give you that. 

Mr. Sraceers. If you will have that in tomorrow. 

Mr. Boatwrieur. Will you be satisfied with 1 year on that? I 
do have the year of 1955, this comparison by States, and I will be 
glad to furnish it. 5 

Mr. Sraccers. Of each of these eastern and northeastern States we 
are talking about ? 

Mr. Boatwrient. Yes. 

Mr. Sraceers. Fine. 

Mr. Boatwricut. I have 1953 and 1955, if those 2 years would 
be adequate. 

Mr. Sraccers. That would be fine. 

The Cuatrman. If we could get a picture of it, that would be 
fine; and I would venture to say, when you do that, that your infor- 
mation is going to conform to the information that Mr. Staggers has 
there. 

Mr. Boatwrieurt. I think it will. 

Mr. Sraceers. It will not conform with what I have, because 
in most of the States, particularly in mine, which produce gas, it 
isnot so high. But some of it runs terrifically high. 

The CHarrMan. Sure. 

Mr. Sraccers. What he has here are industrial sales running higher 
than consumers’ at the city gates in every year. 

cn CuHarrMAN. Well, that is outside of the heavy gas producing 
area 

Mr. Sraccers. I am talking about all States in the northeast, all 
States in the Union. My State runs counter to all of them. 

The CuHatrman. I think when you get the information, you will 
confirm that. 

Mr. Sraccers. I would like to have it. 

The Cuatrman. Naturally, the low-cost. gas in areas where pro- 
duced, when taken into consideration with the national average, it 
brings the higher costs down and does not reflect. the actual picture 
w here you have got long transportation costs. 

Mr. Sraccers. I want to see it in my State. 

The CratrMan. He is going to get it done for you. 

Mr. Boatwricut. Yes, sir. 

Mr. Acer. Mr. C hairman, you were present at the 1955 hearings, 
which I have here, and Dr. Boatwright put figures in those hearings. 

Do these figures coincide with the figures you have as to the number 
of the tables, so referring back to the hearings of 1955, which Dr. 
Boatwright knows about, will the figures he is going to submit bring 
these tables up to date? 

The Cuatrman. That is right. 

Mr. Ateer. All right. 

The Cuatrman. Insofar as he can. 

Mr. Arcer. That is right. But there were so many tables, I did 
not know whether these tables coincided with the ones you have. 
These go through 1953, for example. 

The Cuarrman. Do’ you have the Senate or the House ? 

Mr. Auger. This is the Senate. 

The CHarrMan. These coincide. 





NATURAL GAS ACT 1165 


Mr. Aucrr. They will be up through 1955 on these tables? 

Mr. Boarwrignt. Some of them will be through 1956. 

Mr. Arcer. I see. 

Mr. Boatwricut. But gas prices, as far as the reports to the Fed- 
eral Power Commission, were limited to 1955. The 1956 reports are 
just now being filed. And anything that is based upon an index pre- 
pared by the Bureau of Labor Statistics will be through 1956. 

Mr. Acer. Mr. Chairman, I feel once we have the figures in, we 
will all have a common starting point. I do not know, for ex: ample, 
what the gentleman from West Virginia has, and I would like to 
have those, too, to study, to see where this discrepancy is. Maybe we 
ought to have those figures first. 

The CuaArIRMAN. I ‘think when you get the figures, you will find 
there is no discrepancy, because they come from the same place. 

It is just the information—— 

Mr. Sraccers. I would like to say to my colleague, if I might, that 
I do not know whether you have this White House report or not 

Mr. Atcer. I do not think I have even seen it. 

Mr. Sraccers. This was a committee set up by the President, and 
it consisted of all of his Cabinet members, President. Eisenhower’s 
Cabinet members, with some experts, and he devotes one whole item 
to this fact of underselling, gas underselling other fuels in certain 
areas when they sell below costs. 

Mr. Acer. Before we get into it, let me take a look at it, and all of 
us share this information. 

Mr. Sraacers. I would like to give you this for you to look at right 
now. 

The CiairMaNn. You read it 2 years ago. 

Mr. Acer. I will get hold of one. 

Mr. Sraccers. I will let you get hold of this. 

Mr. Aucrer. Yes. 

The Cuatrman. I omitted the table, that I intended to include in 
the request for the others, on page 41, table 11, production of natural 
gas by utilities. 

Would you bring that one up to date, if you ean? 

Mr. Boatwricut. Yes. 

The Cuarrman. What do you mean by “utilities,” so I will know. 

Mr. Boarwrient. Utilities there are the pipelines, and in some cases 
utility distributing companies have a limited amount of production, 
and they are included in that. 

That is the classification given by the Federal Power Commission, 
Mr. Chairman. 

The Cuarrman. You generally speak of the natural gas companies 
when you speak of utilities here? 

Mr. Boarwricut. Yes. 

The Cuarmman. I want to get that understood. 

Mr. Heselton had two or three questions. 

Mr. Heseiton. Doctor, I am sorry I was not able to hear your full 
presentation. I glanced rather quickly over the supplementary state- 
ment with reference to the three proposed changes Mr. Kendall sug- 
gested to the committee. 


I understand you are opposed to all three proposed changes. 
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Then you conclude that statement by saying: 
There is no reason for amending these bills as suggested. 


I have not noticed anywhere whether you have indicated that you 
would be in favor of or opposed to the bill, which I understand you do 
favor now, if any of these proposed amendments were incorporated 
in it. 

Mr. Boarwrient. I would be opposed to the bill. 

Mr. Hesevron. That would be true whether it was all, or two, or 
one? 

Mr. Boatwrieut. That is correct. 

Mr. Hesexron. I asked the clerk to hand to you the 1955 report of 
this committee, and to open it at page 93, whic +h is the minor ity views. 

Mr. Boatwricut. Yes. 

Mr. Hesevron. That report was by Congressman Macdonald and 
myself. We, as you note, called upon you as our best authority as to 
the correctness of our conclusions. I wish for the purposes of the 
record you would comment on what we had to say. We were dealing 
with the words “reasonable market price,” and what that means. 

Now I will skip down, having asked that question, to the paragraph 

which states that— 
The first witness for the industry supporting the bill seems to have had market 
price in mind at one time and at another time has indicated that the phrase 
might mean a number of things. The Commission witness expressed himself 
with great ambiguity. At one time, apparently, interpreting the words as 
though they were average prices, and at another time indicating they were prob- 
ably subject to sufficient doubt; that the phrase “fair and reasonable price”’ 
should be substituted. 

Perhaps the fullest expression was made by witness John W. Boatwright, 
vice president of Standard Oil Co. (Indiana) who appeared for the producers of 
oil and gas, and who seemingly identified reasonable market price as being 
market price. 

Then we quoted the questions of Mr. Bennett, and your replies to 
more questions. 

Whether you have had an opportunity to refresh your recollection 
or not, I do not know, but in terms of this particular proposal, do you 
have anything you w ‘ish to add to now, or any comment you wish to 
make as to that particular phase of Mr. Mac ‘don: uld’s and my report? 

Mr. Boatwricur. May I read this first for just a second? 

M. Hesetron. Certainly. 

Mr. Boatwricut. No; I wouldn’t add to that. 

Mr. Hesexron. I have in mind that in this proposed bill the words 
or the determination of the words “reasonable market price of natural 
gas” are about as important as any other words in the entire bill. 

Mr. Boatwrieurt. [ think so. 

Mr. Hesetron. You. do not feel, as we did, that there was con- 
siderable confusion in 1955 which, with all due respect to you, we did 
not feel you cleared up? 

Mr. Boatwricur. Well, I feel that this answer is the one I would 
have to give you today, sir. 

Mr. Hesevron. And you would stand on your testimony as it is 
quoted there, as applied to the Harris-Fulbright bill. You would 
stand on it as applied to these bills which are pending before us now ? 

Mr. Boatwricut. Yes; for just one reason. 

Mr. Hesexton. I did not catch that. 
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Mr. Boarwricur. Yes, I say, for just one reason: The very pur- 
pose of any regulation is to guarantee to the public the benefits of a 
competitive market. 

Mr. Hesevron. Finally, Dr. Boatwright, I noted your warning 
that your statement now should not be interpreted as one being 
made in behalf of Standard Oil Company of Indiana, but one you 
prepared at the request of Mr. Porter, president of the American 
Petroleum Institute. 

Mr. Boatrwricur. That is right. 

Mr. Heserron. If my recollection is correct, you have testified on 
all the bills which have come before this committee, from the so- 

called Moore-Rizley bill to date. 

Mr. Boarwricut. No; I did not testify on the Moore-Rizley bill. 

Mr. Hesevron. You did not testify on Moore-Rizley ? 

Mr. Boarwricut. I testified on the Harris-Fulbright. 

Mr. Heserron. On what? 

Mr. Boatwricur. Just the Harris-Fulbright bill. 

Mr. Hesetron. Did you testify on the preceding bill / 

Mr. Boatwricur. No. 

Mr. Heserron. Just the Harris-Fulbright bill and this bill? 

Mr. Boatrwricur. That is correct. 

Mr. Heseviron. Thank you. 

The Cuarrman. Any further questions by any member of the com- 
mittee ¢ 

Thank you very much, Dr. Boatwright. 

Mr. Boarwrient. I will be glad to supply the information re- 
quested. 

The Carman. Thank you. 

Mr. Boarwrient. Surely. 


(The following supplemental statement was later submitted by 
Mr. Boatwright :) 


SUPPLEMENTARY STATEMENT ON REASONABLE FIELD PRICES FOR NATURAL GAS BY 
JoHN W. BoaTtTwRIGHT, STANDARD Orn Co. (INDIANA), CHICAGO, ILL., IN Sup- 
PORT OF H. R. 6790 AND H. R. 6791 


(Presenting statistical tables, charts, and interpretive comments—Presented at 
the request of the committee at its hearing on May 23, 1957) 


as 


THE GROWTH OF THE TOTAL MARKET 


Demand for any product is that quantity that will be taken from the market 
at a given price. Data are completely and readily available concerning the 
historical behavior of demand. The number of customers who have cast their 
ballots to buy gas is shown by the table and chart attached. Note that: 

1. The expansion of the market in terms of numbers of customers of natural 
gas is far more rapid than the growth of the total market. In fact, customers 
receiving natural gas or mixed natural and manufactured gas service in 1956 
represented over 97 percent of all gas customers. 

2. In many cases where connection of a natural-gas pipeline has been made 
to utility distributing facilities, that distributor enters a period of distribution 
of mixed gas and converts completely to natural gas if he can get adequate 
supplies, meet conversion cost, desired amortization of investment in gas manu- 
facturing costs, provide off-season storage near the market, or adopt other 
means to secure the economics of converting entirely from manufactured to 
natural gas. 


5. The number of customers for manufactured gas is declining rapidly. 


4. The liquefied petroleum gas customers, as reported by the American Gas 
Association, numbering 219,000, represent only those served by gas utilities. It 
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is estimated that there are about 8 million customers served with LP gas in 
areas not on utility mains and in areas on utility mains where the distributing 


utility company connections are restricted because of inadequate natural-gas 
supplies. 


Past consumer actions show that prices historically have been reasonable. 
Unreasonable prices could not have built a market of such magnitude. 


FOUR TIMES AS MANY UTILITY 
CUSTOMERS SERVED BY 
NATURAL GAS 


IN 1956, AS COMPARED Ste 
WITH 1938 





Millions 
of Customers 


MANUFACTURED 
GAS 


Total number of gas customers 


[In thousands] 


Year | Natural | Mixed | Manufac- Liquefied Total 

gas gas tured petroleum 
1938. - 6, 742 | 2, 037 | 8, 097 | 16, 876 
1939__ : : 6, 935 2,064 | 8, 129 17, 128 
1940___ 7,257 | 2, 122 | 8, 221 17, 600 
1941 7,619 | 2, 221 8, 286 18, 126 
1942__ 8,117 | 2, 291 | 8, 326 18, 734 
1943... 8, 381 | 2,318 | 8, 365 19, 064 
1944. 8, 571 | 2, 407 | 8, 607 19, 585 
1945 8, 914 | 2, 400 8, 582 81 | 19, 977 
1946 9, 366 | 2, 418 | 8, 730 123 20, 637 
1947. sg 10, 189 2, 354 8, 642 232 21, 417 
1948 . | 11, 466 | 1, 962 | 8, 503 315 | 22, 246 
1949 > 12, 473 | 1, 757 8, 454 | 352 | 23, 036 
1950. - beaten 14, 267 1, 789 | 7, 618 | 327 | 24, 001 
1951 e 16, 037 2, 803 | 5, 804 309 24, 953 
1952__ 18, 357 | 3, 287 3, 901 305 25, 850 
1953_ 19, 956 3, 653 | 2, 803 293 5 
1954__. ; 21, 399 4, 094 1, 769 266 
1955 22, 864 4, 078 1, 206 241 
1956 25, 019 3, 617 747 219 





Source: American Gas Association, Historical Statistics of the Gas Industry, p. 121; Gas Facts, 1955 
data, pp. 82-83, and the figures for 1956 are preliminary estimates from year-end release of AGA. 
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BEHAVIOR OF DEMAND OF THE HOMEOW NER 


Approximately 25,300,000 gas customers are residential users. This figure 
represents a significant proportion of our urban homes. But it is the increased 
intensity of use that adds even greater significance. Not only do these cus- 
tomers use gas for cooking and water heating, but approximately 15,500,000 
heat their homes with natural gas. New dimensions to the market are being 
added with gas clothes driers and air conditioners providing year-round tem- 
perature control. The combined effect of these factors on rate of consumption 
can be better told by the table and chart attached. 

A therm is a standard unit of heat measurement equal to 100,000 B. t. u.’s. 
There are approximately 10 therms per thousand cubic feet. Eight to ten 
therms will do the cooking for a representative family for about 1 month. 

Residental consumption of natural gas has more than tripled since the war. 
It has doubled since 1950. Naturally the rate of gain has been gre: test in the 
39 importing States, where consumption has increased fourfold. This is a re- 
flection of the increased availability of gas and faciilties required to serve. 
Contrariwise, the sale of manufactured gas has fallen to a mere token amount. 
A market growth of this magnitude could not be based on unreasonable prices. 


‘SEVEN TIMES AS MUCH NATURAL 
GAS CONSUMED BY HOUSEHOLDERS 


IN 1956, AS COMPARED WITH 1938 


Billions 
of Therms 








MANUFACTURED — 
GAS oo 








Billions 
of Therms 


MIXED GAS 


NATURAL GAS __Uuctes 
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Residential consumption of gas 


[In millions of therms] 





l 
Year | Natural | Mixed | Manufactured Year | Natural | Mixed | Manufactured 
pee ee ep — ee i aes ae: = <a ote 
1938 _- . | 3, 356 501 | 1,099 || 1948__- 8, 728 | 786 | 1, 584 
Bes wccslacich ec] 3, 646 525 1, 118 1949 | 9, 541 | 701 | 1, 526 
ncn a wens 4, 064 587 | 1,172 || 1950__- ; 11, 562 765 1, 454 
BOE a shes : 4,113 | 600 | 1,149 || 1951 | 14,009 | 1, 030 | 1, 108 
1942 wwe | 4, 809 | 670 1,199 || 1952 | 15, 254 1, 310 729 
1943.......-...-| 5,022 | 718 | 1, 261 || 1953 16, 013 1, 487 478 
1944 |} 5,291 713 1, 309 || 1954 17, 830 1, 861 285 
1945___- |, §, 601 769 1,365 || 1955 20, 086 2,011 235 
1946____- __.| 6,163 | 831 | 1, 466 || 1956 23, 027 2, 108 196 
1947___. 7, 514 | 977 1, 558 | 


Source: American Gas Association; Historical Statisties of the Gas Industry, p. 157: Gas Facts, 1955 data, 
pp. 97-98. The figures for 1956 are preliminary estimates from year-end release of AGA. 


GENERAL PRICE LEVEL AS A TEST 


The prices of natural gas moved independently of other items of the family 
budget. 

Natural-gas prices to the small residential consumer actually declined during 
the years when other items in the family budget were increasing by 94.3 percent. 
This reflected the expansion of the market for the low-cost gas from the South- 
west. However, the fact that prices of this commodity are not yet up to those 
of 1935-39 is evidence of the truly splendid accomplishments of the gas-distrib- 
uting companies, transmission lines, and the producers. Also, the enlightened 
attitude of State and municipal regulatory authorities has contributed to this 
beneficial result. 

Note that the price of manufactured gas turned up sharply in 1947, 1948, and 
1949. This is readily understandable in the light of prices being paid for the 
fuels out of which the gas was manufactured. 


Comparison of cost of living, allitems, with natural gas 


[1935-39= 100] 


| | Natural gas, Manufac- Natural gas, | Manufac- 
Year | Cost of 25-30.6 tured gas, Year Cost of 25-30.6 | tured gas, 
living' | therms 25-30.6 living ! therms 25-30.6 
therms therms 

| 





| 
| 
1940....----| 100.2 | 100. 8 97.8 || 1949___. 170.2 82.7 120. 5 
ig eee 105. 2 | 97.1 | 97.0 || 1950... 171.9 84. 4 120.1 
a es 116. 6 | 96. 6 | 96.7 || 1951.-- 185. 6 84.2 120.9 
1943_....... 123.7 95. 2 | 97.0 || 1952... 189.8 | 88.0 120. 1 
0U4_...u ee 93.5 | 97.0 || 1953........| 191.3 | 91.7 120.9 
1945....-..-| 128.6 91.0 97.0 || 1954... 192. 0 | 93.5 122. 4 
1946....--.-] 139.5 | 84. 9 97.5 || 1956........| 191.5 7.3 123. 4 
1947....-...| 159.6 | 83.6 101.8 ||, 1956. | 194.3 99.5 123.6 
eS ey 82. 5 111.9 || | 
i | | 





| 
| 
| 
| 


1 Consumer Price Index. 


Source: Bureau of Labor Statistics. The 25-30.6 therms represent cooking plus water heating. 


REASONABLENESS IN COMPARISON WITH COMPETITIVE FUELS 


End-market prices for natural gas are dependent in part on the field prices 
eharged by producers. Field prices are ultimately dependent in part on the 
prices which end users are willing to pay. This double-ended interdependence 
of producer and end-market prices is an economic condition of the process of 
obtaining and disposing of natural gas which is sold in competition with coal, 
oil, and, in some cases, electricity. Complete substitutability of these various 
energy sources is not contended. But many consumers weigh the comparative 
advantages and disadvantages of the fuels at a price when they make a decision 
as to which fuel to use. This condition exists whether or not producers of 
natural gas are regulated. 
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At the industrial level the decision is based largely on cost per British 
thermal unit delivered. Perhaps, in most cases, little consideration is given to 
comparative convenience and cleanliness. 

At the residential level, the decision gives greater recognition to convenience 
and cleanliness, but even here relative cost is an important factor. Too great 
a differential will not be paid for these desirable features. 

Each consumer weighs the desirability and the cost of alternate fuels and 
makes a selection. There is no valid use of the term ‘captive customer” in 
the market. Further, we must recognize that it is not the total market that 
shifts from one fuel to another, but rather individual customers. As this flow 
of consumer shifts increase or decrease, the producer of alternate fuels modifies 
his pricing policies. 

Study of this problem on the national scale can be helpful in evaluating rea- 
sonableness of prices of natural gas. Unless consideration is given to com- 
parative prices of substitute fuels and trends of demand in end markets, it 
will be difficult for the Commission to determine what prices in producers’ 
markets are sufficient but no more than required to encourage the supply needed 
by customers. Price determinations made without regard for end-market prices 
are likely to be inconsistent with the long-term interest of consumers and the 
general public. 

The Bureau of Labor Statistics gathers monthly the prices of coal, oil, and 
gas for home heating and prepares indexes of price changes of each fuel. As 
these indexes move separately, widening or narrowing the difference from 
another, the consumer exercises his choice in a free market. The comparative 
indexes since 1940 are shown in the table and chart attached. 

During the past 17 years the price of gas for residential heating has gone 
up 8.5 percent as compared with increases of 132 percent for anthracite, 123 
percent for bituminous, and 124 percent for No. 2 fuel oil. Here is the driving 
consideration for the phenomenal growth of the natural-gas market. 

Note at this point that the price behavior of natural gas is diametrically 
opposed to that which would be anticipated on a commodity subject to monopo- 
listie control. Competitive prices are strong evidence of the reasonableness of 
prices of natural gas at the residential-consumer level. 


Index of retail prices of competitive fuels 
[1935-39 = 100] 





| Gasfor | Bituminous | No. 2 fuel 
Year residential Anthracite coal oil 
heating 
= lian claim pie Gotie ct iia an” 
00. =...:..: e : | 93.1 102.7 102. 0 100. 8 
1941____ ; Lio 91.5 108. 5 108. 2 103. 4 
1942. __. Bee : : 89.8 | 112. 5 | 113.8 118.6 
ID <tgcbactsc : 89. 6 | 119.5 118.7 128. 9 
1944 sme : 89. 1 | 126. 8 | 123.1 129.1 
1945 j cere 5 88. 4 130.7 125.7 123.3 
MEA Seiad adpaicle 87.5 145.0 | 132. 4 124. 2 
1947 : 4 seaweed 88. 4 157.3 | 156. 5 148. 2 
1948 27s ; iy 89. 2 176.6 | 186. 2 | 188. 6 
1949. ___ 3 3 90. 4 | 188. 7 | 193. 1 178.8 
1950 ematee | 90.7 | 195.9 | 200. 2 180. 7 
G1 22.4555. i. 91.6 214. 9 | 204. 6 191.0 
1952____ : Fe oa al 94.6 218.3 208. 6 195. 4 
eo mee ite is 99. 6 233. 4 | 212.9 205. 5 
in ee as a> | 102.3 224.7 | 212.7 206. 9 
sais win cc cede eee Bs 107.7 | 220.7 | 215.0 213.7 
Rca st Se i Ries anu vileaiccsiipanbe's 108. 5 232. 222.9 224. 2 

















| 
| 


Source: Bureau of Labor Statistics. 


INFLATION AND REASONABLENESS OF PRICES 


Reasonableness and the variation of purchasing power of the dollar can be 
tested ‘at other levels of the market. The Bureau of Labor Statistics publishes 
regularly a wholesale price index. The Bureau of Mines publishes annually the 
average field prices for natural gas. Price data are also published by States. 
Let us consider the application of these data as revealed by the attached chart 
and table. 
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A comparison of prices paid over a period of years that does not recognize in- 
flationary influences frequently results in erroneous conclusions. Thus, the 
1940 or 1945 contract upon which deliveries are still being made may report the 
same number of pennies per thousand cubic feet, but the purchasing power re- 
ceived by the vendor has declined sharply. The producer, who in 1955 delivered 
on a 1940 contract, was receiving payment in 46-cent dolars in contrast with the 
original contract. If his contract were dated in 1945, his present:receipts would 
be on a 62-cent dollar basis. The producer’s outgo for all the goods and services 
purchased has heen increased with the higher level of prices; therefore, pur- 
chasing power must be recognized in price changes through time. This pro- 
cedure is a common practice of the Bureau of Labor Statistics, Department of 
Commerce, Federal Reserve bank, and others who make studies of trends of 
wages, prices, and other time series analyses stated in terms of monetary units. 
This adjustment is shown in the attached table and chart. 

The solid line on this exhibit shows the average price paid by pipeline com- 
panies to independent vendors in Louisiana and Texas, expressed in cents of 
changing purchasing power. The broken line adjusts these data to place them 
on the basis of a comparable purchasing power dollar equal to what it was in 
1945. 

The average price secured by the producer in 1945 was 4.14 cents per thousand 
cubic feet in Louisiana and Texas. The unadjusted price shows an appreciation 
from that level to 10.67 cents in 1955, but the average purchasing power sur- 
rendered in the purchase of gas by pipeline companies declined from 4.14 cents 
per thousand cubic feet in 1945 to as low as 2.96 cents in 1948, and did not 
again reach the 1945 purchasing power level until 1952. In other words, for the 
entire time period from 1946 through 1951 the producer of natural gas was 
selling his daily output for a lower real price than in 1945. And in 1945 natural 
gas was a surplus product with inadequate markets, going at distress prices. 
Even in 1955 the price of natural gas in terms of 1945 purchasing power dollars 
was only 6.63 cents per thousand cubie feet. 


Average prices paid by pipeline companies under all evisting contracts arith 
independent producers expressed in money of changing and of comparable 
1945 purchasing power—Louisiana and Texas combined 


[Cents per thousand cubic feet} 





Changing Comparable Changing | Comparable 
Year purchasing {| 1945 purchas- Year purchasing | 1945 purchas- 
power ing power | power | ing power 
a as ||——— ia 

1945. 4.14 4.14 || 1951_. 6. 25 } 3.74 

1946 4.16 | 3. 64 | 1952 | 7.31 | 4.50 

1947_ 4. 23 | 3.02 |} 1953 8. 86 5. 53 

1948 4. 50 | 2.96 || 1954. 9. 46 5. 90 

, JS : ‘ 4. 89 3.39 || 1955. _. 10. 67 6. 63 
iia tioswans ee 5. 72 3. 81 


Sources: Annual reports of pipeline companies to Federal Power Commission; Bureau of Labor Statis- 
tics. 


INFLATION AND PRICES PAID ON NEW CONTRACTS BY YEARS 


New contracts were being written each year and their effect on prices was 
submerged in the-averaging process. The average price paid in 1 year’is held 
down or pushed up by the prices fixed under previous conditions of supply and 
demand. 

What additional knowledge concerning prices would be revealed if we dealt 
only with the average price paid for new contracts each succeeding year? Such 
a study was made again for the combined States of Louisiana and Texas. The 
table and chart attached show the competitive prices of gas in Louisiana and 
Texas combined, determined year by year under contracts executed in each 
current year. The solid line represents the unadjusted price per thousand cubic 
feet under current contracts. The broken line adjusts these data to constant 
purchasing power. 

Notice that price declines were experienced in 1946 and 1948. These may be 
a reflection of changes of supply-demand relationships reflecting new supply 
development of 19.1 and 18 trillion cubic feet in 1945 and 1946 respectively. 
New supplies were pressing for market outlet and soft prices were characteristic. 
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In 1947 there was a strengthening of prices, probably attributable to two 
factors. New supplies dropped to 11.1 trillion cubic feet. Texas Eastern Gas 
Transmission Corp. must have been contracting for reserves to back up its 
acquisition and conversion of the war emergency petroleum pipelines. 

New supplies increased to 13.1 and 12.8 trillion cubic feet during 1948 and 
1949, respectively. Prices weakened in 1948. There were no new major pipe- 
lines during these years except Michigan-Wisconsin, which was based on one 
large commitment. 

After 1949 came new supplies at a rate of approximately 15 trillion cubic 
feet per year, a rapidly expanding demand, an expansion of the market geo- 
graphically, plus securing reserves for Texas Illinois Natural Gas Pipeline Co., 
Transcontinental Gas Pipe Line Corp., Trunkline Gas Co., Permian Basin Pipe- 
line Co., and many others of lesser size. This surge for new reserve commit- 
ments, plus the actual and potential growth of demand, gave strength to the 
prices paid after 1949. 

When new contract prices are adjusted each year to the 1954 purchasing 
power of the dollar, it will be noticed that the independent producer did not 
get a price equal to that of 1945 until 1953. In short, prices received in terms 
of real value still reflected the distressed surpluses immediately following the 
war. The small increases of real value received in 1954 and 1955 are but a 
partial recovery from the continued adverse state of the market over the past 
10 years. 

This evidence has established that : 

1. Market prices for natural gas have fluctuated with variations of supply or 
demand. The introduction of a new pipeline outlet for a given supply area has 
found quick and early reflection in prices. Usually the new company will offer 
prices for uncommitted gas which are higher than those of the earlier pipeline. 
The established buyer then tends to raise his offering prices to meet the new 
competitive buyer. Large new reserves discovery may have a depressing influ- 
ence on price provided actual or potential demand has not siimlarly grown. 

2. Competitive prices or reasonable market prices cannot be judged solely 
from a trend of past average prices. To be meaningful, competitive prices or 
reasonable market prices must recognize prices being paid on contracts during 
the last current year, by areas, and the range of such prices. These prices are, 
in fact, prices that have only recently taken supplies off the market. 

It is axiomatic that reasonable market prices for natural gas or any other 
product must recognize variations of purchasing power of the dollar. Where 
markets are free from restrictive controls and each buyer or seller acts in his 
own best interest, variation of purchasing power is reflected in the competitive 
prices established. Where controls are introduced to supplement competitive 
results, the controlling agency must then recognize purchasing power of the 
dollar as a factor in determining reasonableness of a price. 


Competitive prices established by gas purchase contracts with independent pro- 
ducers dated each year, 1945 to 1955, inclusive, expressed in money of chang- 
ing and of comparable 1945 purchasing power—Louisiana and Texas combined 


{Cents per thousand cubic feet] 





| 


Changing Comparable 





Comparable 











Changing | 
Year purchasing | 1945 purchas- | Year | purchasing | 1945 purchas- 
power ing power | | power | ing power 

—_—s —$ ——_— —__—_—_ | ——$$___ —______ EE _— - 

ett ic 5.90 5.90 | 1951__- 7.75 | 4. 64 

RR i 3. 52 | 3.08 || 1952... | 8. 43 5.19 

ee ea od | 5.15 | 3.67 || 1953. _- 9.77 | 6. 10 

| Sieh@seryink | 4.78 | 3.15 || 1954... 11. 18 6.97 

Ri othe ats acscundl 4. 98 3.45 || 1955__- 12. 83 7.97 
Re Ai cbtnmindictiinieknamee 6. 68 4.45 


Sources: Annual reports of pipeline companies to the Federal Power Commission; Bureau of Labor 
Statistics. 


Competitive behavior 


It is sometimes alleged that the ownership of the natural gas producing indus- 
try is highly concentrated in the hands of a few, and the allegation continues, 


because it is concentrated, supplies are controlled by a monopoly charging all the 
traffic will bear. 
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Usually economists examine many aspects of a market when testing for the 
presence of a monopoly. One thing that is always examined is ease of entry into 
the business. If a company were controlling supply to influence prices in its 
favor, it would not seek additional competitors, and yet that is exactly what 
companies in natural gas production are doing. Very frequently these companies 
spend so much on exploration, title clearance, leasing, and drilling that they be- 
come “land poor” and seek out partners in the development of portions of their 
leases because of limitation of funds. This applies to large as well as small 
companies. Such deals frequently take the form of farm-outs where an individ- 
ual is given lease rights on a block of acreage provided he drills a well to a 
specified depth. Or, it may be a farm-out with an override royalty of one-six- 
teenth. Or it may be a dry hole contribution guaranty to a neighboring block of 
acreage to see if the general area will prove up. Or, it may be some other type 
of deal where the original developer of a prospective area will encourage an- 
other to enter the business. This behavior is the very opposite of limiting sup- 
plies so as to control prices. 

A second line of inquiry that economists always look into is the degree of 
concentration of control. Two years ago it was necessary to make an analysis 
of producers and output based on State tax records. The detailed and extended 
work of analysis of State tax records revealed concentration ratios as reflected 
on the table and chart attached. 


CONCENTRATION RATIOS IN INDUSTRY 


NATURAL GAS PRODUCTION 


PERCENT OF TOTAL 





FIRST 4 8 20 50 100 


Concentration ratios of natural gas production—1953 


Percent 
I aces tied ele cca cde Oi 17 
IP a gr anak cal 28 
Se i a i ce ac cena od sect net int i bi to OO a inc com tas a 46 
ee sn etiabie eatin beh cme nina ee Join 66 
1st 100 companies__-____--~~- eee Sled ids cet nddaamtanintes 78 
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This is the only way to get an accurate measurement of the concentration ratio 
of natural gas producers. It was a laborious study requiring considerable man- 
power and expense. It is too much to expect that such a study should be re- 
peated annually by the Commission. And, it should not be necessary. 

The Commission made a machine tabulation of origin of natural gas supplies 
for interstate pipelines for 1955. Tabulation of suppliers to interstate pipeline 
companies inevitably shows a higher degree of concentration than characterizes 
producers because gasoline plants under a single operator may sell the residue 
gas for many producers supplying gas to the plant. We made a similar study of 
1954 sales of natural gas to interstate pipelines to evaluate the change. Volumes 
were classified by each vendor, plus volumes supplied by combinations in which 
the separate entity appears as the first name in the combination. The results 
were : 


Concentration ratios of natural gas supplies sold in interstate commerce 


United States 7 southwest Texas Louisiat 
States 
1954 1955 1954 1955 | 1954 1955 1954 1955 


} 
Percent Percent | Percent | Percent | Percent Percent | Percent | Percent 


lst 4 companies + 24.4 23.6 | 24.5; 30.6 30.1 23. 6 23. 2 
Ist 8 companies__- 34.9 34.2 35.1} 44.4 43. 5 39. 2 38. 6 
ist 20 companies 51.9 51.2 2.0} 64.2 61.8] 68.9 69. 4 
ist 50 companies : 72. 5 71.3 | 72.7) 80.1 77.9} 90.4 91.0 
Ist 100 companies ; 82.0 $1.5 | | 97.1 97.3 





oe 
-_ 
| & 
on 
= 
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This is a most significant tabulation based directly upon pipeline companies’ 
reports to the Federal Power Commission. 

1. The proportion of supplies furnished by the first four vendors is low even 
if the classification is carried down to a single State. This is also true of the 
first 8 and even the first 20 companies. There are no conditions here that suggest 
even the possibility of monopoly power based on concentration of ownership. 

2. The degree of dependence upon the first 4 companies, or the first 8 com- 
panies declined from 1954 to 1955. This is true, based on a classification recog- 
nizing the total United States, the 7 Southwest States, or the States of Texas or 
Louisiana. Certainly, the industry did not move toward monopoly of supply 
in these 2 years. Rather, more units were entering the industry and were con- 
tributing to supply. 

3. Pipeline company representatives have verified this trend toward further 
decentralization of the producing industry. They have pointed out further 
that this table truly indicates that the pipeline companies are now buying smaller 
reserves that would have been bypassed a few years ago, and that they are 
building lines more miles to make connections than they did in the past. 

It is clear that the sale of natural gas in interstate commerce in 1955 was 
not concentrated in a few large companies. In fact, sales were very widely 
held and presented an ideal ground for competitive activity. Further, from an 
examination of the array by size, there was a gradual gradation from one size 
to the next in order. There were no clear breaks to distinguish the “large” 
from the “small.” This condition gives rise to comparative economic strength 
which is ideal for a competitive market. 


Comparison of concentration ratios with other extractive industries 


The Commission will likewise desire to make comparisons with other extractive 
and manufacturing industries. Thus, it can determine whether or not the struc- 
ture of the natural gas producing industry is comparable with other competi- 
tive industries in the economy. 

We proceeded from this analysis to other extractive industries. See the 
table and chart attached. Such data are not published by the firms or by 
Government sources. The concentration ratios referred to are in part the 
author’s calculation based upon sources referred to in the footnote. 

No other extractive industry studied was as widely held or has as low con- 
centration ratio as natural gas except bituminous coal. I have never heard of 
the bituminous coal industry being accused of monopoly control because of 
ownership being in the hands of a few. 
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However, if the natural gas producing industry is to be characterized as 
monopolistic solely on the basis of size of the few, then all extractive industries 
in this Nation are operating in monopolistic markets. The absurdity of this 
position is obvious. 


CONCENTRATION RATIOS IN INDUSTRY 


NATURAL GAS PRODUCTION COMPARED 
WITH EXTRACTIVE INDUSTRIES 





ee ) 
PERCENT OF TOTAL 

Y 

) 
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4 

Y 
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Y 
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Concentration ratios in industry—natural gas production compared with 
extractive industries 














Ist 4 Ist 8 | Ist 20 1st 50 
Percent Percent Percent Percent 
OR, 253s. 2 tds. eee ee - 80 91 n, a. n. a. 
ONS, ns, 4. <chaxteunegubtheiieanh dab bieinslasted 62 77 n. a. n, a. 
Re ee 56 | 70 n. & n. 3 
meee ede tt. eee ogee ode .| 42 | 60 Nn. a. Nn. a. 
pO, Rd ES a ee 42 | 59 79 n, a. 
Bituminous §_.---- aan: ah 17 24 | 38 | 55 
Noterelaie 6600 Sac) 25... c ete. ue | 17 28 | 46 | 66 
| | 








1 Yearbook American Bureau of Metal Statistics; Moody’s Industrial Manual. 


2U. 8. Bureau of Mines; Federal Trade Commission Report on Control of Iron Ore, 1952; and Bulletin 
of University of Minnestoa Mining Directory, 1954. 

3 Yearbook American Bureau of Metal Statistics, 1953. 

4 Yearbook. American Bureau of Metal Statistics, 1953; Bureau of Mines, Mineral Yearbook, 1952; 
Moody’s Industrial Manual, 1953. 

6 Coal Mine Directory—Keystone Coal Buyers Manual, 1955. 


Comparison of concentration ratios with manufacturing industries 

There are 452 separate manufacturing industries, according to the standard 
industrial classification which is observed by the Bureau of the Census and 
other governmental agencies. The Department of Commerce summarized the 
degree of concentration of output in each of these industries for the Subcom- 
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mittee on Monopoly Power. The last such study that was released was 
dated December 1, 1949. I have selected for comparative purposes only a 
few industries, the output of which looms large in most consumers’ budgets. 
Reference is made to the table and chart attached. 

Again, the truth stands out clearly. Natural-gas production is less concen- 
trated than any of this sample of important manufacturing industries, but it 
is not just this small sample that shows such results. Counting the industries 
that had a higher concentration ratio of output of the first 4 companies, I find 
that 382 out of the 452 are more highly concentrated than is natural gas. If 
all such industries are to be classified as monopolistic, then we must admit that 
competition among American industries is dead. 

With respect, therefore, to the test of presence or absence of competition 
based on concentration of ownership, we must conclude that the allegation is 
totally without foundation. Supplies are being offered and sold in a com- 


petitive market condition without centralized control based on ownership of 
the few. 


CONCENTRATION RATIOS IN INDUSTRY 


NATURAL GAS PRODUCTION COMPARED 
WITH SELECTED MANUFACTURERS 


PERCENT OF TOTAL 






00 ne nee 


VA mOTOR VEHICLES 





Concentration ratios in industry—Natural-gas production compared with 
selected manufacturers 


[Percent] 
ist 4 Ist 8 Ist 20 Ist 50 
Cigarettes__ Kathnten'e EEE ccocaosaneswas 90.4 ee ~----|-------- sai 
DE OUNE Caaees Cd DON as cat retchecdccuconcosves 55.7 63. 6 77.8 88.5 
Steel works and rolling mills_................-..------- 44.7 62.8 81.1 94.2 
ee ESE eee 41.3 53.6 62.5 68.8 
Woolen and worsted fabrics. ----.-- i eee | 28.1 40.4 56. 0 71.7 
ER ae ae 17.0 28.0 46.0 66.0 
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REASONABLENESS OF PRICES AND THE INTRASTATE MARKET 


During the period when natural gas was sold as a byproduct, independent 
producers looked primarily for local markets. Natural gas for the carbon black 
industry, local utility sales, energy for local electric powerplants, and fuel for 
other industrial uses grew rapidly. The production rate, however, was above 
local needs, and the industry pushed out for more distant markets to provide 
revenue and to meet conservation requirements. 

Local use as a proportion of the total national market has declined as the 
export market assumed greater proportions. A more rapid rate of expansion 
of the interstate market in the near future is foretold as new facilities, such as 
the Pacific Northwest Pipeline, take gas from relatively sparsely populated 
regions into new out-of-State markets. Even with this rapid recent growth, 
the intrastate market still represents nearly half of the total marketed pro- 
duction of natural gas. The various channels of sales, and the breakdown of 
consumption during 1955, is estimated as shown in the attached chart and table. 

The intrastate market prices for natural gas are not made subject to Federal 
control by the Phillips decision. Reasonable prices for interstate movement 
must recognize the competitively determined prices in the intrastate market. 
Different prices for the same product in the same market cannot exist side by 
side for long. The danger comes when some arbitrary action attempts to split 
the market between intrastate and interstate. Dislocations and discriminations 
in the economy inevitably come into existence. 

If Federal regulation of natural-gas prices in interstate commerce continues 
on a cost-of-service basis, the pattern of general industry location will be vitally 
influenced. If the federally determined price is temporarily below the intra- 
state competitivelY determined value, interstate movement will be reduced, to 
the detriment of distant consumers, and industry will be attracted to the South- 
western States. However, if the price fixed by the Federal Government is above 
the intrastate competitively determined value, then movement out of the pro- 
ducing States may be stimulated, and larger foreign markets may be developed. 
In either case unfortunate dislocations will result unless the regulatory authority 
is wise in its reviews and reaches decisions that give due recognition to the 
free intrastate competitive market—and provided the seller does not require 


DISPOSITION OF NATURAL GAS PRODUCED IN 1955 


GROSS PRODUCTION 


it ~ | Waste and Losses 
0.8 Trillion ct 
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a premium from interstate sales because they are regulated. If the price in the 
interstate market, however, is reasonable in terms of the relationship between 
supply and demand, this price will also represent all that can be expected from 
intrastate customers, 


Estimated distribution of production of natural gas 1955 


[In trillions of cubie feet] 


Gross production be sbetdes BE, Sha et bod Ma ead Se 11.7 
Moved to other States ins echgeieicapmantaes saan cstcnmpeamstcaicleacee uae aa ee 
Used in State where produced__ waieebiea - Ce ioc hivaclisctaeadaia 4.3 
Repressuring- are ea ase eth - selon ile caste ead eos Tee 
Waste and losses_ eee ee ee ee oan inshsacaicicabnants es = Ge 


Behavior of the intrastate market 

Two studies have been made of prices applicable in the intrastate market for 
natural gas. The first study covered the average prices received for the year 
1954. The second study covered the year ending June 1956. Using the volumes 
for the year ending June 30, 1956, the effective prices as at June 30, 1956, were 
weighted out to give a third price reading. 

The questionnaires obtained information corresponding to that supplied by 
annual reports of the pipeline companies to the Federal Power Commission. The 
replies were carefully edited and placed on machine-tabulating cards. Results 
were then sorted and aggregated as desired for presentation of this evidence. 
The results are shown in the following table: 


{verage prices paid for intrastate natural gas purchased in the southwest 
producing area 


[Weighted average field prices (cents per Mef)] 


Year ended At June 
1954 Tune 30, 1956 39, 1956 1 
Prices paid under contracts dated 
Prior 1054 7.9 22 9.8 
1954 8.5 19.9 10.9 
1955 | 11.0 11.7 
156 10. 1 10. 2 
All contracts 8 0 9.4 10.0 
Total sales analyzed, al] contraets (billions of cubic feet 538 642 
Indiv 1} Veighted by 1956 jlumes 
ourc Que es submitted by Mid-Continent Oil & Gas Association in 1954 and in 1956 to gas 
producers \l] volumes are adjusted t tandard pressure of 14.73 p. s 1. at HO? F 


Intrastate prices in the 7 Southwest States have increased from 8 to 10 cents, 
or 2 cents per thousand cubic feet during the past 2% years. Interstate prices 
are not available for 1956. In 1954, interstate prices were 1.5 cents per thousand 
cubic feet higher than intrastate prices. This differential has continued to 
grow wider as independent producers have sought increasingly to avoid reg- 
ulation. 

An examination of the individual intrastate contracts revealed that the 
preponderance of long-term agreements contained escalation clauses of various 
types and many contained renegotiation of 5-year interval clauses. 

The intrastate market quickly reflected the confusion associated with regulation 
of prices in the interstate market. Contracts have, in many cases, been renego- 
tiated for longer terms, greater dedication of reserves, and at different price 
levels. Note the distinct shift of period of the contracts, as indicated in the 
table and chart attached. 

The intrastate buyer has recognized his opportunity for long-term supply of 
energy at prices below those required in the interstate market. He is obviously 
shifting from short-term commitments to long term. He is serving up supplies. 

If supplies of natural gas become tight, all that is necessary for the intrastate 
buyer to do is to offer a price necessary to attract his needs. If supplies 
remain adequate and cost of production remains the point of departure for price 
determination, then the intrastate buyer will get the relatively low cost gas 
because his price is not regulated on a cost or any other basis, and the interstate 
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buyer wili get the relatively high cost natural gas. 
retical possibility. 


The magnitude of the intrastate market and the changes of price have an 


important bearing on the interstate reasonable market price. 


LENGTH OF TERM OF INTRASTATE 
NATURAL GAS CONTRACTS 
CALENDAR 1954 AND YEAR TO JUNE 30, 1956 


This is not just a theo- 


PERCENT RUNNING 
20 YEARS OR MORE 


PERCENT RUNNING 
TEN YEARS OR LESS 


140.1) 





1954 1956 1954 


Length of term of intrastate contracts 
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1954 and 
prior years 


Percent 
1 year or less law nid E da 7.3 
2 to 9 years, inclusive_- : 12.1 
10 years_ : 20.7 
11 to 19 years, inclusive 


20 years and up -- 
Fixed quantity or term not reported 


Total ; 
Number of contracts__--- 


Does regulation reduce production of natural gas? 


Under conditions of competitive determination of prices paid th 
there has been no apprehension concerning the future supply of 1 
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Under regulation it has been contended that the initiative of the individual) 
producer would be so reduced that future supplies are subject to greater uncer- 
tainties. It is possible to test this hypothesis from actual experience. 
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The American Gas Association reports annually the production of natural 
gas by utilities. This classification includes production by pipeline companies 
and a relatively limited amount of production owned by natural gas distributing 
companies. The annual production by such companies and the ratio of that 
production to total marketed natural gas is shown no the following table: 


Production of natural gas by utilities 


Production | Ratio to total | | Production | Ratio to total 
Year in MMMcf!| marketed || Year |in MMMcf!| marketed 
| production ? | production ? 


| 


Percent | Percent 
DR oo ecceasetcusens 1, 003 OT NR aiintnenday 1, 039 | 13.9 
bth atceucn5s- 983 | Pi Weber noe a hoes 950 | 11.9 
DT nek aetna’ 965 See ERROR Gd ae ieee 882 10. 5 
—— A 880 17.2 as a wndekiiba 1, 003 | 11.5 
ERSTE 524 15.2 || 1056_...--....- aloes 995 | 10.6 
Siac anaeden 890 14.2 | 





1 American Gas Association, Gas Facts, 1953, p. 29; Gas Facts, 1955, p. 25 (therms converted to Mef on 
basis of 10 therms=1 Mcef). : 
2 Marketed production of natural gas as reported by Bureau of Mines. 


Prior to the Panhandle case (FPC No. 269), April 15, 1954, producing prop- 
erties of natural-gas pipelines were subject to regulation on a cost-of-service 
basis. During the early period of the interstate pipelines, such companies had 
substantial production and contributed significant ratios of natural gas to total 
interstate movement. 

The production by regulated companies has not maintained a trend in keeping 
with market growth or in keeping with production by nonregulated companies. 
The proportion supplied by all regulated companies has declined from approxi- 
mately 25 percent of marketed production in 1945 to 10.6 percent in 1955. 


Unregulated industrial sales are above costs 


Data are also available to the Commission for appraising the reasonable- 
ness of prices of alternate fuels at the city gate. The natural-gas pipelines 
report industrial sales volume and realization to the Federal Power Commis- 
sion each year with name and location of customer. Industrial buyers purchase 
energy on a comparative cost-efficiency basis. Prices are not regulated by the 
Commission. The city gate price to the distributing gas utility is a regulated 
price. 

The only valid means by which the true facts bearing on this problem can 
be revealed is to compare the realization by long-line carriers from sales for 
industrial uses with realization secured from sales for resale in the same 
State. Because the Southwestern States do not offer much competitive oppor- 
tunity for coal, they are excluded from our analysis. All States north of 
Kansas and Arkansas and east of Mississippi were included. The average price 
received for industrial sales made by 14 long-line carriers was compared with 
the average price received by the same lines from sale of natural gas for resale 
in the identical State. All data were taken from the annual reports of the 
pipeline companies to the Federal Power Commission for the year 1955. 

These large systems made sales during 1955 of 2,845 billion cubic feet in 
the areas under study, out of a total consumption of 2,907 billion cubic feet. 
All main-line industrial sales made by these carriers in these States have been 
analyzed and are included in the study. Results secured are unquestionably 
typical of the total market. 

This analysis was made for each of the States for the same group of carriers 
by years, back through 1947. The results are shown in the table and chart 
attached. Note that: 

1. The average realization per thousand cubic feet from direct sales to indus- 
trial accounts has been higher than the regulated price for the past 8 years. 

2. Total main-line sales for industrial use represented only 9 percent of the 
volume sold. When it is realized that industrial sales, a major portion of 
which are on an interruptible basis and sold on a calorific efficiency basis in 
competition with other fuels, are made at a higher price than that secured from 
sales for resale, it is apparent that the residential consumer received substan- 
tial price benefits from industrial sales. This benefit was greater than the price 
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difference. The cost of pipeline facilities is heavy. A high proportion of 
these costs is not affected by the extent of the use of the line. If the line is not 
used during offpeak periods to supply gas to industrial users, all of the costs 
would have to be charged to gas sold to distributors for resale. 

The composite price at the city gate representing the field price, plus the cost 
of transportation, was obviously reasonable in terms of alternate fuel cost. 
Industrial buyers were willing to pay more than the regulated city gate price in 
competition with other fuels. 

If the prices of coal or oil increase, this fact will have a definite bearing on 
the reasonableness of field prices for supplies of natural gas. 

Tables revealing the detailed analysis by States for the years 1953 and 1955 
follow : 


Comparision by States of average sales prices in 1953 for natural gas to 
industrial users and to other utilities by 14 long-line carriers 


Average price in cents per thousand cubic feet] 





Sales to Main-line Sales to Main-line 
| other | industrial other industrial 
utilities sales utilities sales 
| | 

Alabama 21.8 21.8 New Jersey 35. 2 
Connecticut 1... New York 32. 7 
Georgia 21.3 | 27.9 North Carolina !___ 31.6 
Illinois _ - 18.8 7.3 Ohio 31.5 40.2 
Indiana_ --- 31.5 29. 4 Pennsylvania 33.8 38.9 
lowa 20.9 2.3 Rhode Island 
Kentucky | 25. 8 26.4 South Carolina 30. 4 27.9 
Maryland 28. 2 South Dakota 19.3 
\assachusett lennessee 22. 1 $15.5 
Michigan ; 31.4 6.9 Virginia 31.5 
Minnesota__-___- 20.0 25. 4 West Virginia 23.8 37. 6 
Missouri_ . -- 22. 2 26.7 Wisconsin 35.0 
Nebraska 20. 1 23.7 
New Hampshire !__ Total 26.5 28.1 


No sales reported for year 1953. 

2 Represents average including about 6 cents per thousand cubic feet collected under bond by Panhandle 
Eastern and later disallowed by Federal Power Commission. Correction for this factor makes average 
price for sales to utilities in Indiana by all lines less than the average industrial price 

> This figure is heavily weighted by the sale of 5,504.1 million cubic feet to Tennessee Valley Authority at 
15.09 cents per thousand cubic feet by ‘Texas Gas Transmission Co. This sale has since been discontinued. 


Source: Federal Power Commission Annual Reports for 1953 (Form 2) filed by the 14 long-line carriers 


Comparison by States of average sales prices in 1955 for natural gas to 
industrial users and to other utilities by 14 long-line carriers 


[Average price in cents per thousand cubic feet] 














Sales to Main-line Sales to Main-line 
other industrial other industrial 
utilities sales utilities sales 
Alabama 25. 1 24.5 New Jersey 38. 1 35.0 
Connecticut 51.5 New York 35.9 
Georgia ‘ 25. 1 31.8 North Carolina 32.7 
Illinois 7.7 ’ Ohio 30.9 38. 1 
Indiana 28. 5 Pennsylvania 4.9 42.0 
lowa 33. 1 7 Rhode Island 19.5 
Kentucky 28. 8 28.5 | South Carolina 26.4 28. 0 
Maryland 43.7 South Dakota | 
Massachusetts___-. 51.6 Tennessee 24. 1 
Michigan 28.5 37.8 Virginia 33.4 
Minnesota 35. 5 7 4 West Virginia 28. 2 45.0 
Missouri 26.9 4 Wisconsin $2. 5 
Nebraska 35. 2 5.6 
New Hampshire__- 56.9 Total 30.1 0. 2 


Source: FPC Annual Reports for 1955 (Form 2) filed by the 14 long-lire carr’ers rhe 14 long-line carriers 
are: Mississippi River Fuel Corp., Transcontinental Gas Pipe Line Corp., The Manufacturers Light & 
Heat Co., Northern Natural Gas Co., Texas Gas Transmission Corp., Texas Eastern Transmission Corp., 
Cities Service Gas Co., Panhandle Eastern Pipe Line Co., Tennessee Gas Transmission Co., Southern 
Natural Gas Co., Natural Gas Pipeline Company of America, Texas Hlinois Natural Gas Pipeline Co 





’ 


Trunkline Gas Co., and Michig in-Wisconsin Pipe Line Co. 
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Comparative prices—Main-line industrial sales and sales to utilities, 1947-55, 
14 interstate pipelines 





Sales for resale Main-line industrial sales 
Year Average price, Volume Average price, Volume, 
cents per million cubic cents per million cubic 
thousand feet thousand feet 
cubic feet cubic feet 
ata cs casa Dacnsit tc Gal pu 18.9 577, 189 17.9 80, 854 
1948. Bie ieivari 18.7 808, 902 19.2 89, 973 
EE SS 19.0 1, 068, 489 20.3 103, 773 
Sicha tnt. ss cute cltdeadibennedianiaieduil 20. 1 1, 448, 914 23. 6 175, 451 
Bs GRtincendccnweenngiamanenpanrnnny 21.4 1, 873, 454 25.0 203, 789 
1952. beso Selected 23.3 | 2, 074, 573 26. 4 230, 038 
a eel 26. 5 2, 271, 225 28. 1 247, 831 
1954__ tL ak cdacenscaae 28.0 | 2, 460, 791 29.2 252, 576 
a ee iN a cate 30.1 2, 579, 388 30. 2 265, 558 


Source: Annual reports (form 2) to the Federal Power Commission, 1947-55. 


REQUIRED DISCOVERY RATE 


The amount of supplies offered on the market does not vary instantaneously 
with increases or decreases of prices or margins available to producers. There 
is a time lag between the change of economic conditions and the development 
of promising new producing areas or the termination of old leases. Produc- 
tion of oil or gas is a going industry with differences of supply being the 
degree of change taking place. Hence, the primary concern of the Commission 
will be the rate of flow of new increments of supply as compared with the 
changes of demand. 

Total proved recoverable reserves at the end of each year are estimated 
jointly by the reserves committee of the American Petroleum Institute and 
the American Gas Association. This effort recognizes early estimates of new 
fields, revisions of estimates of fields discovered in prior years, and proven 
extensions of existing fields. 

Thinking in terms of the relationship between total reserves and current 
demand leads to false complacency. The demand for natural gas has increased 
at an annual rate of 7 percent per year. There is every reason to anticipate 
a continued rate of growth of at least this magnitude. 

Natural-gas reserves may be discovered and may be available to transporta- 
tion, but such reserves cannot be developed as a significant part of market 
demand short of the time necessary to do extensive drilling, provide gathering 
systems, stripping facilities, and all the other capital structure that must be 
undertaken before an important flow of natural gas can be put on the market. 
To illustrate the point, the industry has known for at least 6 years that there 
were substantial reserves of natural gas in the San Juan Basin in the 4-State 
corner of New Mexico, Arizona, Colorado, and Utah. Proved reserves have 
been a part of the estimated annual totals. Drilling has been going on in 
that area for 6 years and reserve estimates have been modified with additional 
knowledge. Such activity has been considerably stepped up since the con- 
struction of the Pacific Northwest pipeline, but no one, by the longest stretch 
of the imagination, would say that the San Juan Basin is fully developed or 
that the ultimate recoverable reserves are known. In fact, the drilling is cur- 
rently stimulated in order to meet the market demand as rapidly as it is developed 
in the Pacific Northwest. 

It is this time factor, and the annual growth of the market, that places a 
requirement upon the industry to discover considerably more than the current 
rate of consumption each year if we are to meet the demand in the future. 
The amount that must be added to reserves has been variously estimated by 
different industry authorities up to two times the current rate of depletion 
both to meet future demand and to insure deliverability. This analysis will 
follow a more conservative line by assuming, as a minimum, that we must 
recognize an average growth rate of 7 percent over 1956, and that an average 
of 5 years will be required to develop and get new supplies to the market. 
This means our new reserve discovery must be at least 1.35 times the current 
rate of consumption. This ratio is based purely on economic considerations 
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and should be increased to at least 1.5 times if the present regulatory lag 
concerning prices and approval of certificates for connections is to be continued, 

By combining information on new supply discovery rate, growth of demand, 
and a 5-year time lag the required minimum discovery rate is indicated. This 
is revealed on the attached table and chart. 

The shaded vertical bars show the new supplies discovered each year. The 
solid black line shows the growth of demand. The dotted extension shows 
estimated demand for natural gas through 1965. Recognizing a 5-year period 
between discovery and significant new supplies reaching the market, the hori- 
zontal arrows show the minimum discovery rate required to meet future demand 
effectively. Thus, in 1952, had the industry discovered 11.8 trillion cubic feet, 
it probably would have been developing new supply at a rate adequate to 
meet a demand such as we shall experience in 1957. Fortunately, discoveries 
that year were 14.3 trillion cubic feet, which leaves a margin of safety. Simi- 
larly, in 1953, discovery of 12.5 trillion cubic feet probably would have supplied 
the market demand that will be experienced in 1958. Actual new supplies were 
20.4 trillion cubic feet. The only year when discoveries of new supplies fell 
below what will be required by the market 5 years hence was in 1954. That 
deficiency has been compensated for in the subsequent 2 years. 

The magnitude of the industry’s indicated task with respect to new supplies 
in 1957 is 15.4 trillion cubic feet. I have no idea whether we will reach or 
exceed this amount. I do know that we have fallen below this level in 6 out 
of the past 12 years, and have exceeded it in the other 6. The margin of excess 
during the past 2 years has been particularly favorable. 


New supply of and demand for natural gas 


[Trillions of cubie fect] 


| Esti- || Esti- 


Year | New Net pro- | Year; mated Year New Net pro- | Year! mated 
supplies | duction | net pro- || supplies | duction net pro- 
duction || duction 
1945. | 19.1 | 1.8 | 1957 | 11.8 || 1951 | 161] 8.3 1963 | 16.1 
1946____ B 17.7 | 5.2 | 1958 | 12.5 || 1952 14.3 8.9 | 1964 B 
1947_ ‘ | 11.0 | 5.7 | 1959 13.2 || 1953_- | 20. 4 | 9.2 1965 17.5 
1948_ 13.9 | 6.0 | 1960 14.0 1954_ | 9.7 9.5 | ; 
190........3 27} 6.3 | 1961 | 14.7 || 1955- 22.0 10.2 | 
1950-___- { 12.1 | 7.1 | 1962 15.4 1956_ 25. 0 11.1 
| | 


{ Ba. tc WG : i nek. 








Sources: New supply based on estimates of joint reserves committee, API and AGA. Net ¢ peiiaitiels 
U.S. Bureau of Mines. 


The Cuatrman. Under the circumstances, the committee will ad- 
journ until 10:30 o’clock tomorrow, at which time Mr. A. H. Rowan, 
of the Texas Independent Producers & Royalty Owners Association— 
I should have placed emphasis on “Texas” instead of “Independent,” 
or both, I should say—will be the witness. 

He will conclude, in view of the fact that the other witnesses sched- 
uled to appear have sent word they could not be here and asked per- 
mission to file statements, he will conclude the list of witnesses who 
are scheduled for the proponents of the legislation. 

I might announce for the benefit of the. membership that the mayor 
of New York, Mr. Wagner, was scheduled to be the first witness on 
Monday of next week. In view of a most important meeting the 
mayor must attend, affecting his duties as mayor of the City of New 
York, he canont be here at that time, and will come before the com- 
mittee Wednesday afternoon, and he has been so advised. 

The committee will adjourn. 

(The following statement was submitted for the record :) 
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STATEMENT OF T. MURRAY ROBINSON ON H. R. 6790 AND H. R. 6791 


My name is T. Murray Robinson. I am an attorney. My office is in Oklahoma 
City, Okla. Most of my clients are independent producers of oil and gas. I 
have, over the years, represented many of the persons who were parties to the 
various proceedings before the Corporation Commission of Oklahoma, the Su- 
preme Court of Oklahoma, and the Supreme Court of the United States in which 
the issue was the fixing of, or the validity of, a minimum price for the gas 
delivered from the Hugoton field. The Hugoton field, located partly in Okla- 
homa and partly in Kansas, is one of the largest gas reserves in the world. 
That part of the field located in Oklahoma is known as Guymon-Hugoton. My 
appearance have all been on the side of the issuance and validity of the mini- 
mum price orders issued by the Oklahoma Corporation Commission for the Guy- 
mon-Hugoton field. Out of such experiences I have an opinion that the fixing 
of a minimum price at which gas might be taken from the field resulted to the 
benefit of all concerned. Throughout the litigation involving the State’s rights 
to fix such a minimum price no court has suggested that the effect of such 
orders has been other than salutory. 

The bills now before this committee carry that principle into effect to the 
extent of recognizing and validating, from the Federal side, the minimum prices 
as heretofore fixed by the State authorities. 

Section 5 (b) on page 19, provides on the point as follows: 

“(b) With respect to natural gas sold and delivered or to be delivered under 
existing producer contracts, except such producer contracts as are subject to 
the provisions of section 6 of this act— 


“(j) all prices which were being paid for such natural gas on June 7, 1954, 
by reason of an order of a regulatory agency of any State, 


are hereby declared to be valid prices and such prices shall continue in force 
and effect until they are changed in accordance with the provisions of the 
ath + Fe" 

This provision is restricted in its application and effect to the Hugoton field. 
The minimum price orders of the Oklahoma and Kansas regulatory agencies 
apply only to Hugoton. No orders of the regulatory agencies of any of the other 
gas-producing States have set minimum prices. In my view, the provision is 
essential and material legislation. It resolves questions which should not 
be left open or unresolved in any legislation on this subject. Accordingly, in 
order to show the nature of those questions and to emphasize the fact that serious 
inequities may result to gas producers and royalty owners in the Hugoton field 
without the provision, I would like to discuss briefly the background out of which 
the Hugoton orders arose and the history of the litigation which ensued because of 
them. 

Development of Guymon-Hugoton commenced about 1938. In 1944 the Peerless 
Oil & Gas Co. completed a well in a portion of the field where Republic Natural 
Gas Co. had the only other wells and the only gas-gathering line. In 1945 
Peerless sought and obtained from the Corporation Commission of Oklahoma an 
order requiring Republic to take a ratable quantity of Peerless’ gas into Repub- 
lic’s gathering line. That order withstood a challenge in the Supreme Court of 
Oklahoma (Republic Natural Gas Company v. State, 198 Okla. 350, 180 P. 2d 
1009), and the Supreme Court of the United States held that the State court’s 
decision was not reversible (Republic Natural Gas Company v. State, 334 U. S. 
62, 68 S. Ct. 972). The question of the price to be paid for the gas so taken 
pursuant to the order was not an issue in that proceeding. 

In 1947 Peerless completed a well in an area in which Cities Service Gas Co. 
operated the only outlet. Cities Service refused to take the gas from that well 
unless Peerless would contract for the sale of gas for the life of the lease, and 
at a price of 4 cents per thousand cubic feet. Peerless against sought relief 
before the Corporation Commission of Oklahoma. This time Perless sought an 
order requiring Cities Service to take the gas and pay a price of 7 cents per 
thousand cubic feet, measured at a pressure base of 14.16 pounds per square 
inch. Peerless also prayed that, in the interest of preventing waste, the com- 
mission should also issue an order fixing 7 cents per thousand cubic feet as the 
minimum price for the sale of gas throughout the Guymon-Hugoton field. The 
commissioners of the Land Office of the State of Oklahoma and an organized 
group of mineral owners in Texas County, Okla., each filed petitions in inter- 
vention in support of Peerless’ fieldwide price application. 
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After an extended hearing, the commission entered an order requiring Cities 
Service to take the Peerless gas, and by separate order (No. 19514, entered 
December 9, 1946, effective January 1, 1947) directed that no gas be taken from 
the reservoir at less than a weelhead price of 7 cents per thousand cubic feet, 
measured at 14.65 pounds per square inch. 

From that order, Cities Service prosecuted an appeal to the Supreme Court of 
Oklahoma (203 Okla. 35, 220 P. 2d 279). That court upheld the order, saying, 
in part: 

“Natural gas being exhaustible and of various valuable usage, the public interst 
‘extends to its conservation. Undoubtedly the price at which gas may be obtained 
has an influence upon the ultimate purpose for which gas may be taken and 
used, and when the price for gas is substantially lower than its intrinsic value or 
lower than the market price of products of similar usage, a wasteful use of the 
gas is apt to occur. 


2 * * * * aa * 


“The testimony abundantly supports a conclusion that the conditions under 
which gas is being taken from the field is injurious to the interest of the public 
at large, and inimical to the interest of a substantial group such as landowners 
and others and is resulting in economic waste and conducive to physical waste. 
The testimony demonstrates that the price fixed as a condition on the further 
taking of gas from the field is reasonable and not beyond the requirements of 
the situation sought to be corrected, and will not result in discrimination. 

From the decision of the Oklahoma Supreme Court, Cities Service prosecuted 
an appeal to the Supreme Court of the United States. The Supreme Court on 
December 11, 1950 (Cities Service Gas Company v. Peerless, 340 U. 8S. 179, 71 8. 
Ct. 215), upheld the Oklahoma commission's price order against an allout attack 
as to its constitutionality, saying that the record clearly revealed such order’s 
effect as a conservation measure, saying: 

“In the proceedings before the commission in this case, there was ample evi- 
dence to sustain its finding that existing low field prices were resulting in eco- 
nomic waste and conducive to physical waste. That is a sufficient basis for the 
orders issued. It is no concern of ours that other regulatory devices might be 
more appropriate, or that less extensive measures might suffice. Such matters 
are the province of the legislature and the commission.” 

Phillips Petroleum Co. had also prosecuted an appeal to the Oklahoma Supreme 
Court from the Oklahoma commission’s 7 cents per 1,000 cubic feet minimum gas 
price order, stating that it was not involved in the Peerless controversy and that 
as it had gathering lines and extraction plants operating in the field, the order 
should not apply to it. Both the Oklahoma court (Phillips Petroleum Company 
v. State, 203 Okla. 35, 220 P. 2d 279) and the Supreme Court of the United States 
upon appeal to it (Phillips Petroleum Company v. State, 340 U. S. 190, 71 S. Ct. 
221) rejected Phillips’ argument. The latter Court said: 

“In a field which constitutes a common reservoir of gas, the commission must 
be able to regulate the operations of all producers or there is little point in 
regulating any.” 

It was not without cause that at that time (1950-51) those in the industry 
generally believed that the State regulatory agencies had full power to establish 
minimum prices as an aid to conservation. The abnormally low prices which 
then prevailed in Hugoton were resulting in physical waste and were conducive 
to economic waste. Fringe areas of the field were not being developed and pro- 
ducing wells were or inevitably would be prematurely abandoned. Further, the 
record in the first price case indicated that 7 cents per 1,000 cubic feet was not 
a sufficiently competitive price, and on the petition of a group of Texas County 
mineral owners, the Corporation Commission of Oklahoma, on July 29, 1952, 
entered order No. 26096, effective August 1, 1952, fixing the minimum wellhead 
price for natural gas taken from the Guymon-Hugoton field at 9.8262 cents per 
1,000 cubic feet at a pressure base of 14.65 pounds per square inch. The 9.8262 
cents per 1,000 cubic feet price conformed with that fixed by the Office of Price 
Administration for Guymon-Hugoton gas under the Federal Government’s general 
price-freezing legislation which was then in effect as a curb on inflation. Actu- 
ally, the evidence produced in support of the application proved that the com- 
modity value of gas was much higher than 9.8262 cents per 1,000 cubic feet; that 
an increase in price would tend to prevent waste and bring about a more efficient 
reservoir development; and that the increase in price would not be an unreason- 
able burden on interstate commerce. 
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The companies that protested the issuance of the order offered no contrary 
evidence except as a predicate to the contention that the order would, in its 
impact on existing contracts, create an unreasonable burden on interstate com- 
merce. 

It should be borne in mind at this point that order No. 26096, in addition to 
prescribing a minimum wellhead price, also prescribed minimum prices for sales 
made at the conclusion of gathering and sales made after the completion of 
gathering and processing of the gas; in this connection order No. 26096 provides: 

“If the gas is sold during or upon conclusion of gathering, without being proc- 
essed for the extraction of liquid hydrocarbons, the price shall be not less than 
9.8262 cents per 1,000 cubic feet plus the reasonable cost of gathering. If the gas 
is processed for extraction of liquid hydrocarbons and sold during or at the con- 
clusion: of gathering, the price for the residue gas shall be not less than 9.8262 
cents per 1,000 cubic feet.” 

Stated differently, order No. 26096 established (i) a minimum price when the 
gas is sold at the wellhead before the completion of production and gathering; 
(ii) a minimum price when the gas is sold away from the wellhead after the 
completion of production and gathering; and (iii) a minimum price when the 
gas is sold away from the wellhead after the completion of production, gathering, 
and processing. Item (i) is referred to as a wellhead price. Item (ii) and item 
(iii) are referred to as prices for the sale of residue gas. The distinction is 
important. As hereafter shown, the validity of Order No. 26096, to the extent 
that it establishes wellhead prices, is an open question. On the other hand, 
order No. 26096, to the extent that it applies to residue gas sales, has been 
invalid as coming within the principles announced by the United States Supreme 
Court in the Phillips case. 

Four pipeline companies took separate appeals to the Oklahoma Supreme 
Court from Order No. 26096. One of the appeals, involving only wellhead sales, 
is still undecided and pending in that court. In the other three appeals, which 
involved only residue gas sales, the court on April 27, 1954, upheld the order 
in its entirety (Natural Gas Pipeline Co. v. Corporation Commission, — OKl. 
, 272 P. 2d 425). However, on April 11, 1955, this decision was reversed 
by the United States Supreme Court (Natural Gas Pipeline Co. v. Corporation 
Commission of Oklahoma, 349 U. S. 44, 75 S. Ct. 578) on the ground that— 

“In these cases Oklahoma has attempted to fix a minimum price to be paid 
for natural gas, after its production and gathering has ended, by a company 
which transports the gas for resale in interstate commerce. We held in Phillips 
Petroleum Co. v. Wisconsin (347 U. S. 672, 98 L. Ed. 1035, 74 S. Ct. 794), that 
such a sale and transportation cannot be regulated by a State but are subject 
to the exclusive regulation of the Federal Power Commission. The Phillips 
ease, therefore, controls this one.” 

It will be recalled that the Phillips decision, which came down on June 7, 1954, 
similarly involved only residue gas sales. 

In so reversing the Oklahoma Supreme Court’s decision sustaining Order No. 
26096, the United States Supreme Court did not do so because the order was 
unconstitutional or because it would not accomplish its intended conservation 
purpose, but entirely because the order, in establishing a minimum price for 
residue gas sold after production and gathering had been completed, had 
encroached upon the field of regulation which the Court, in the Phillips case, 
had held to be within the exclusive regulatory jurisdiction of the Federal Power 
Commission. After receiving the mandate of the United States Supreme Court, 
the Oklahoma Supreme Court issued its mandate to the Corporation Commis- 
sion ordering that the 9.8262 cents per thousand cubic feet minimum price order 
be vacated only insofar as it applied to residue gas sales made after production 
and gathering had been completed. Thus, under the mandate, the 9.8262 cents 
per thousand feet minimum price order was and is now effective as to wellhead 
sales of gas from the Oklahoma portion of the Hugoton field. This action of 
the Oklahoma Supreme Court, however, is presently the subject of a pending 
appeal to the United States Supreme Court wherein it is being contended that 
the action of the former was contrary to the mandate of the United States Su- 
preme Court in the cases mentioned. 

To preserve the continuity of this statement, I have heretofore spoken only 
of the Oklahoma orders and the litigation which ensued therefrom. The 
Kansas Commission and its supreme court, as to that portion of the field located 
in Kansas, followed a course parallel to that of Oklahoma. 
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The first Kansas price order in 1949 set the minimum price at 8 cents per 
thousand cubic feet. In October of 1950 it was upheld by the Kansas Supreme 
Court (Kansas-Nebraska Natural Gas Company v. State Corporation Commis- 
sion, 169 Kan. 722, 222 P. 2d 704). No appeal from the Kansas Court was 
prosecuted to the United States Supreme Court. 

The second price order—Docket No. 44,079-C (C-3216)—was issued by the 
Kansas Commission on December 2, 1953, effective January 1, 1954. It fixed 
the price at 11 cents per thousand cubic feet. That order has been upheld 
by the Supreme Court of Kansas (Cities Service Gas Company v. Corporation 
Commission, 271 P. 2d 1091) on the ground that the order was a valid conserva- 
tion regulation limiting production and therefore was not in the class of orders 
condemned by the United States Supreme Court’s decision in the Natural Gas 
Pipe Line case, supra. I understand that an appeal is being prosecuted from 
that court to the Supreme Court of the United States. 

I think this committee will recognize that the motives of the two commissions, 
Oklahoma and Kansas, were good. That their orders did aid conservation of gas 
is an accomplished fact. 


Number of completed wells in, and the gross sales of gas from, the Oklahoma 
portion of the Hugoton gag field for the year indicated 


Increase Gross sales in 


] 
| | 
Year | Wells | inwells | millions of 

| cubic feet 
PE coke t on Brad scncaid cena dikdnmeonnewadanamdennaasbabuduinen | 212 in Sicha doh coterie 29, 663, 662 
is EA atti rd aa es pan HRS tea tenes Ha Pe aE Heese b odu ; 389 177 79, 836, 981 
Bilis naib monic item otic winnipeg aise Reticle iy nae apa otinie 564 175 | 106, 009, 133 
ithaca cathe Receerhinnss brian amin ania maitlgen digiirinn wominnea aoe 678 114 115, 597, 689 
Boma) a aie Fs ct hie ce eR LL | 760 82 117, 650, 016 
ee Bilin og Sd Sab Ad Ae oi AK ee Set enabS ine = sdini inbampdagaiae 928 168 | 125,885, 793 
tiniest debkn~ dohnadhtnteankepbuan incenennraaltgdacdg setter | 1,013 | 85 | 153, 524, 436 
SE iin oie bcmnaisi aes iaia cet ntasaclsLeriocereniage sb nis inken ache cectins ana eneeemto | 1,133 | 120 154, 495, 116 
ERED NES fate cba stnw whi abidataducubutencativedccldcdundedckn 1,306 | 173 | =185, 980, 032 
OR Gis diced = Sead Reig ~ Side dd een bin en cds geese eats deinen 1, 342 36 199, 806, 782 
i sada neheincign din gtesaipaeniaiagua as has awacbey 1,371 | 29 «=| «©6181, 298, 158 
crt cence igerininl ope pada a ania onan Ace asaee ade | 1,378 


2 163, 478, 623 


17-cent order. 
2 9.8262 order. 
8 Phillips ease and price orders stricken down. 


The figures in the table further prove that rather than acting as a restraint 
on gas sales, the order probably contributed to, and certainly did not impede, 
the movement of gas from the reservoir to the consuming public. 

It thus appears, from this discussion, that the United States Supreme Court 
has upheld Oklahoma’s 7 cents per thousand cubic feet minimum-price order, 
which applied only to wellhead sales, as a valid State conservation regulation ; 
that the same court has invalidated that portion of Oklahoma’s 9.8262 cents per 
thousand cubic feet minimum-price order applicable to residue sales, not because 
the order was not a proper conservation measure, but because the order, to that 
extent, impaired the exclusive regulatory jurisdiction of the Federal Power 
Commission; that the supreme courts of both Oklahoma and Kansas have fol- 
lowed the latter principle established by the United States Supreme Court but 
have refused to invalidate that portion of the order applicable to wellhead sales ; 
and that appeals from the positions of the two State courts on that point are 
now pending in the United States Supreme Court. 

Therefore, as matters now stand, the question of the validity of State minimum- 
price orders, insofar as they apply to wellhead sales of gas, is unresolved and 
will remain unresolved until settled by the pending litigation. Even then, many 
collateral and important questions arising from the effects of the orders will re- 
main unsettled; and further litigation, involving a useless expenditure of time 
and effort, will be required to dispose of them. 

Section 5 (b) of the proposed bills, as stated earlier, would settle these ques- 
tions in all of their aspects and would, in an equitable way, remove the vast 
cloud of uncertainty that now hangs over the industry as a result of the—now 
it’s valid, now it isn’t, dance of the Supreme Court. Section 5 (b) would vali- 
date the 9.8262 cents per thousand cubic feet minimum price for all gas sold 
and delivered from the Oklahoma portion of the Hugoton field since the effective 
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date of the Oklahoma order on August 1, 1952, and the 11 cents per thousand 
cubic feet minimum price for all gas sold and delivered from the Kansas por- 
tion of the Hugoton field since the effective date of the Kansas order on Jan- 
uary 1, 1954. The prices are fair and reasonable and have been so recognized 
since their respective dates by all concerned. Wells have been drilled and other 
investments have been made by the producers in reliance upon their validity. 
Royalties have been paid to the landowners and production taxes have been paid 
on the basis of them. Contracts based on the prices have been subsequently made 
and approved by the Federal Power Commission. The interstate pipeline pur- 
chasers in Hugoton have paid the prices and have been protected in their pay- 
ments. The Federal Power Commission has permitted those purchasers to 
receive as a part of their operating costs the full prices paid by them under the 
minimum-price orders and, where necessary, the purchasers have been allowed 
increased rates to enable them to maintain the earnings permitted under the 
Commission’s regulations. 

Moreover and more particularly, the prices were being paid on June 7, 1954, 
the date of the Phillips decision. Shortly after that date, as this committee 
knows, the Federal Power Commission issued regulations recognizing the valid- 
ity of prices being paid by interstate pipeline purchasers on June 7, 1954, and 
requiring the sellers to file those prices with the Commission as their lawful 
rates for gas being sold and delivered by them. The sellers in Hugoton filed the 
9.8262 cents per thousand cubic feet price for Oklahoma-Hugoton gas and the 11 
cents per thousand cubic feet price for Kansas-Hugoton gas, and the Commis- 
sion did not suspend or otherwise reject the filing. Thus, it would now be ex- 
tremely inequitable and financially ruinous to many small producer-sellers of 
gas in the Hugoton field if these prices, which have been so long in effect, were 
rolled back to the contract prices. The passage of the proposed bill will avoid 
that possibility. The royalty owners in Hugoton could quit worrying about 
being subjected to refund suits. The States could keep the production taxes 
they have collected. A state of facts for so long a period of time assumed to be 
true would, in fact, be true. And everybody in the gas business within that area 
could relax and devote all their efforts to production, transportation, and sales. 


(Whereupon, at 5 p. m., the committee adjourned, to reconvene at 
10:30 a. m., Friday, May 24, 1957.) 
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(Regulation of Producers’ Prices) 


FRIDAY, MAY 24, 1957 


House or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 
1334, New House Office Building, Hon. John J. Flynt, Jr., presiding. 

Mr. Fiynv. The committee will be in order. 

The committee will at this time resume its hearings in considera- 
tion of H. R. 6790, H. R. 6791 and other related pieces of legislation. 

The first witness scheduled to appear today is Mr. T. M. Forbes, 
Jr., a member of the law firm of Gambrell, Harlan, Russell, Moye & 
Richardson of Atlanta, Ga., who will appear in the capacity of a 
member of that firm and also representing the Cotton Manufacturers 
Association of Georgia. 

I have known Mr. Forbes for a good many years. I also know his 
father, who is Executive Vice President of the Cotton Manufacturers 
Association of Georgia. 

It is my pleasure to welcome Mr. Forbes to the committee hearings 
this morning, and to present him to my colleagues on this committee. 

Mr. Forbes, you may proceed. Identify yourself for the record 
and make such statement as you care to make. 


STATEMENT OF T. M. FORBES, JR., REPRESENTING THE COTTON 
MANUFACTURERS ASSOCIATION OF GEORGIA, ATLANTA, GA. 


Mr. Forres. Congressman Flynt and members of the committee, I 
appreciate the opportunity of appearing here this morning. I thank 
you for giving me your time. 


(Mr. Forbes’ prepared statement and proposed amendment 
follow: ) 


GAMBRELL, HARLAN, RUSSELL, MOYE & RICHARDSON, 
Atlanta, Ga., May 6, 1957. 
In re H. R. 6790 and H. R. 6791. 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
House of Representatives, 
House Office Building, Washington, D. C. 


GENTLEMEN: The Cotton Manufacturers Association of Georgia consists of 
approximately 150 cotton-textile plants engaged in spinning and weaving opera- 
tions. Approximately 25 of those plants burn natural gas in one phase or 
another of their operations. All of the mills use electric power, which, in turn, 
is partially generated by the consumption of natural gas at steam-electric plants. 

All the mills in the Cotton Manufacturers Association which burn gas pur- 
chase their gas derivatively or directly from 1 of 2 pipeline companies: The 
Southern Natural Gas Co. and the Transcontinental Gas Pipe Line Corp. The 
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gas burned in the production of electric energy is purchased by the Georgia 
Power Co. both directly and derivatively from the Southern Natural Gas Co. 

The Cotton Manufacturers Association believes that the Natnral Gas Act, as it 
now reads, works a substantial injustice upon industrial customers. We refer 
specifically to the provisions of subsection (e) of section 4 of that act. As the 
committee undoubtedly knows, that subsection provides that the Federal Power 
Commission may suspend increases in pipeline rates for a period of 5 months 
for residential and commercial customers, but forbids the Commission to sus- 
pend the increase in the rates for natural gas sold for industrial use only. 

We submit that gas is a very important fuel in Georgia and throughout the 
Southeast. It is a clean fuel; it is easy to handle; and in view of the distance 
from the gas fields, it is currently competitive, in most instances, with coal. 
There are several operations in textile plants for which no other fue! is so well 
adapted ; for example, the singeing of the nap on cloth after it is woven. 

The Southern Natural Gas Co. is by far the most important supplier of natural 
gas to the State of Georgia. On October 1, 1954, that company filed new rate 
schedules with the Federal Power Commission which would substantially in- 
crease their revenues. On November 1 the new rates went into effect for indus 
trial customers. By order of the Federal Power Commission, the new rates did 
not go into effect for residential and commercial consumers until April 1, 1955. 

During those 5 months, the industrial customers paid a substantial sum in 
increased, but temporary, rates to the pipeline company. The Georgia Power 
Co. used, during those 5 months, 7,644,059 thousand cubic feet of gas at the new 
rate, at an increase of 0.699 cents per thousand cubic feet. That is a total of 
$53,482, which in turn has a direct effect on electric power costs. 

One of the larger textile plants belonging to the Cotton Manufacturers Associa- 
tion paid an increase of approximately $1,850 during the 5-month period. Some 
22 textile plants, for which we have figures, paid an increase of approximately 
$15,200. 

Naturally, there are other large industrial consumers in Georgia who paid 
considerably more than did the textile mills. These would include the Atlantic 
Steel Co., the Macon Kraft Co., Armstrong Cork Co., and numerous brick and 
ceramics plants. 

If it was the intent of Congress to encourage conservation of natural gas by 
discouraging industrial use when the Natural Gas Act was originally enacted, 
that purpose has been thwarted. There are many pipeline companies which have 
a single rate schedule for all the gas they sell, making it impossible to segregate 
the gas sold “for resale for industrial use only.” Under the decisions of the 
Federal Power Commission, increases are suspended as to those companies for 
industrial customers as well as for residential and commercial customers. 

Within our own area, the Southern Natural Gas Co. sells gas for ultimate 
industrial use under several rate schedules. Only one of these is exclusively 
an industrial schedule, so that some of the industrial customers had their increase 
suspended while others did not. We do not believe that Congress should or will 
condone such discrimination. 

Nor is it wise to discourage industrial use. The large demand of those 
eustomers sustains an enormous proportion of the cost of laying and maintaining 
the lines of the interstate companies, thereby reducing the cost of gas for resi- 
dential users so that it is within their means. The large interruptible users are 
perhaps even more important. By buying gas at off-peak hours, they keep the 
load factors of both pipeline company and distributing company high, which in 
turn makes possible reasonable rates for residential and small commercial 
customers. 

There can be no question but that the Natural Gas Act now discriminates 
against industrial consumers. If it is right to suspend residential and commer- 
cial increases pending adjudication by the Federal Power Commission, then it 
is also right to suspend industrial increases. It is not fair to treat them differ- 
ently. As we have pointed out, the industrial consumption is a highly important 
factor in the level of residential rates, and industrial customers merit con 
sideration. 

The Cotton Manufacturers Association does not believe that most of the other 
provisions of the bills would be for the benefit of the natural gas industry or the 
Nation as a whole, but we do urge the committee to recommend to the House 
of Representatives legislation which would enable the Federal Power Com- 
mission to suspend industrial increases as well as residential and commercial 
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increases, aud subsequently to put all of the increases into effect under bond, 
thereby removing the discrimination against industrial customers. 
Respectfully yours, 
GAMBRELL, HARLAN, RusSELL, Move & RICHARDSON, 
Attorneys for Cotton Manufacturers Association of Georgia. 
By T. M. Forses, Jr. 


AMENDMENT TO H. R. 6790 


That H. R. 6790 be amended by adding an additional section as follows: 

“Subsection (e) of section 4 of the Natural Gas Act is amended by striking 
therefrom the words ‘Provided, That the Commission shall not have authority 
to suspend the rate, charge, classification, or service for the sale of natural 
gas for resale for industrial use only; ” 

Mr. Forses. Congressman Flynt has already told you who I am 
and who I represent, the Cotton Manufacturers of Georgia, which 
is a trade association which includes virtually all of the spinning and 
weaving mills of the State of Georgia. 

There are about 155 or 160 of them, mostly small corporations, a few 
large ones. 

Most of those mills use natural gas in their processing, either as a 
fuel for heating water in boilers, as plant heat, as a source of heat in 
bleacheries and dyeing plants, and also in one operation for which 
natural gas has unique properties, and that is, in singeing the nap 
from the cloth after it has been woven. 

There is no other fuel which is as well suited for that purpose 
as natural gas. 

You can imagine natural gas is an exceedingly good fuel to use 
around freshly woven goods because it does burn without smoke and 
does not put ashes i in the plant. 

In addition, in Georgia we are fairly close to the sources of supply 
and the price is competitive with other fuels. 

Section 4-E of the Natural Gas Act authorizes the Federal Power 
Commission to suspend a pipeline company’s rate increase for a 
period of 5 months, with respect to residential and commercial gas. 

However, it forbids it to suspend as to gas resold for industrial 
uses only. That means that the Southern Natural Gas Co. which is 
the principal supplier in our area, the Federal Power Commission 
could suspend for commercial and residential gas for 5 months. 

The industrial users would begin paying the full amount of the 
increase right away. At the end of the 5 months, under the act, 
Southern Natural Gas could apply to have the increase put into effect 
under bond for refund of any difference between the amount they are 
asking for and the amount that the Commission ultimately finds to 
be just and reasonable. 

Again, the industrial customers pay the full amount and do not 
have any opportunity for a refund. 

In the prepared statement which I submitted to the committee, 
I indicated some of the amounts involved both for the textile in- 
dustry in Georgia and certain other large industrial users such as the 
brick plants. 

And also there are some figures in there for a paper mill, as | 
recall. 

We feel that the industrial users have been singled out for that 
reatment and that it correspondingly is inequitable and unfair that 








1200 NATURAL GAS ACT 


they should be placed on the same footing with the commercial and 
residential users. 

Actually, the interruptible sales of large volumes of industrial 
gas are for the economic benefit of everyone, the pipeline company 
and the commercial and residential users ‘iso. 

And I am sure you have heard a great deal of testimony about the 
manner in which the large interruptible users take the gas in the 
summertime when no one else wants it, and in that way distributing 
companies are able to spread the cost of the gas over a larger number 
of people and thereby reduce the amount that they have to charge 
the small residential and commercial users. 

Actually, the interruptible sales are probably more sensitive to 
competitive prices than are the other classes of users. 

For that reason it seems to me that there is some importance in 
keeping the industrial gas at a competitive price while at the same 
time making sure that the industrial users pay their share of the 
pipeline’s cost. 

An unusual situation has arisen with respect to the proviso in 
section 4—K, which gives the Commission authority to suspend in- 
dustrial 

Mr. Dies. Will you speak louder? It is difficult to hear you. 

Mr. Forses. A number of the pipeline companies have filed a tariif 
providing for a so-called rolled-in rate. That means that there is no 
separation in their tariff for the charges of industrial gas, residential 
gas, and commercial gas. 

As a consequence, the Commission and the courts have decided that 
there is no way to decide when the gas is sold which is sold for indus- 
trial uses and which is sold for nonindustrial uses. 

And as a result, the Commission has suspended and has been per- 
mitted by the courts to suspend the full amount of the increase as 
far as companies with a rolled-in tariff is concerned. 

That means that if you were served by a company with a rolled-in 
tariff, then you have your industrial increase suspended, but if you 
were served by a company which separated its rates, between indus 
trial users and nonindustrial users, then you would not have your 
increase suspended. 

That again seems to me to be an inequity not created by law, but 
created by the pipeline companies themselves. 

I do not mean that they have done it with malice, it has been a 
matter mostly of settling rate cases on the best terms to both the con- 
sumers and the pipeline companies when you arrive at a rolled-in rate. 

Turning to the bills we feel that there is undoubtedly a need for 
regulation of some type at the wellhead which occurs in the production 
of natural gas. 

The present situation has resulted in chaos for the producers and, 
particularly, the smaller producers; and also for the Federal Power 
Commission itself, which has been apparently flooded with a number 
of cases. 

I have no experience prior to the Phillips decision to compare it 
with. But I have practiced before the Federal Power Commission 
since that decision and I know they are so burdened with the number 
of cases that they are having a hard time keeping their heads above 
water. 
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Therefore, the objective of the bill seems to us to be sound and 
good. However, we do have some question about some of the 
mechanics. 

Under the bill as we read it, a pipeline company would sign a con- 
tract with a new producer unless it was protested by a State commis- 
sion or a customer buying for resale, or investigated by the Federal 
Power Commission on its own motion. 

Otherwise, that contract would be approved and binding in all of 
the pipeline’s future rate proceedings. 

Now, consumers have in the past been allowed to intervene in pipe- 
line proceedings. The Cotton Manufacturers Association of Georgia 
has itself intervened before the Federal Power Commission in rate 
cases of the Southern Natural Gas Co. 

It seems to me there are three things which are objectionable to the 
proposed system of regulation: 

First, it would put the burden largely upon States, State com- 
missions, nuuidaalities and distributing companies to object or to 
be later foreclosed from discussing the pipeline payments for gas. 

Those people are not ordinarily well equipped to ee up the prices 
at the wellhead. Also, the State commissions, which are probably 
the best qualified of the group, ordinarily do not have the budgets to 
take care of such things as that. 

At least, frankly, I do not believe they could afford to be engaged in 
litigation before the Federal Power Commission day in and day out. 

On the other hand, the Commission is charged with no duty to in- 
vestigate the matter on its own initiative. And the proposed act means 
simply that it may initiate a proceeding, so does leave possibly too 
much to option. 

When a protest is filed, the Commission is compelled to have the 
hearing oad formal proceeding. 

And third, there is no provision for protest integration by consumer 
interests. 

We suggest, therefore, that an appropriate amendment be attached 
to the proposed section 13A (b) and 13A (d), which would (1) con- 
tinue the existing authority to States, State commissions, munici- 
palities, producers, and distributing companies to file protests, but add 
consumer groups to the list; (2) would authorize the Commission to 
investigate and require the Commission to initiate a proceeding if it 
finds that there is a reasonable ground for doing so on any one of the 
grounds set out in 13A (d); and (3) further provide that, whenever a 
protest or objection is filed, the Commission shall institute a proceeding 
whenever it shall be presented reasonable grounds for finding that the 
Peay contact may violate any of the standards set out in section 
13A (d). 

It seems to us that the Commission should have a duty to investigate 
all contracts and that the distributors and others should not be in a 
position where, if they fail to protest, they would be acting at their own 
peril. 

I also seems to us that the Commission should not be compelled to 
institute a proceeding unless it has been shown to the Commission 
that there were reasonable grounds for believeing that the proposed 
contract violated the standards set out in the act. 

That completes my statement. 
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Mr. Fiynr. Would you request that your prepared statement be 
submitted at the beginning of your remarks? 

Mr. Foreses. I do, sir. 

Mr. Fiynt. And that your remarks follow that? 

Mr. Forses. Yes. 

Mr. Frynt. Are there any questions, Mr. Dies? 

Mr. Dies. No. 

Mr. Frynt. Mr. O’Hara? 

Mr. O’Hara. Mr. Forbes, I think you have made a good statement 
before the committee, and I recognize some of the complex problems, 
the difficulty of legislating upon this subject. 

I thought we had provided i in the bill, and I am trying to find the 
provisions as to the requirement in the event of an ‘application for 
increase of prices. 

Do you not feel that the bill would cover the matter of that as to 
all interested parties ? 

Or do you feel that the recommendation which you made is a nec- 
essary addition to the provisions of the bill ? 

Mr. Forses. Congressman O’Hara, the bill, I believe, provides for 
notice (1) in the F ‘ederal Register, and (2) by direct mail from the 
pipeline company to the States, State commissions, and customers for 
resale. 

I do not feel that consumers have adequate notice and opportunity 
to participate in proceedings regarding the producer contracts. 
Therefore, I would say that our recommendations are in addition to 
the existing provisions of the bill. 

Mr. O'Hara. You may be right in regard to your suggestion. But, 
as a matter of fact, would not the notice to the distributor serve as a 
notice to the consumers ? 

Most of the producers would not be in position to file such notice. 
If every consumer was entitled to notice, it would become burdensome. 

Mr. Forses. It would. I think there you have to apply some prac- 
tical standard. The Federal Power Commission has allowed large 
consumer interests or groups to intervene. 

So far as I know, no individual homeowner has ever intervened in 
the Federal Power Commission. For that reason, I think that it 
might be possible to draw the line somewhere. 

I think, perhaps, your notice in the Federal Register is adequate. 
Certainly it is in conformity with the general practice of law of pub- 
lishing in the newspapers. 

On the other hand, assuming that it does get notice through the 
Register, would it not be possible to provide for intervention for con- 
sumer groups? 

Mr. O’Hara. As a practical matter, do not the distributors rather 
generally vigorously oppose the rate increases which are asked by the 
pipelines ? 

Mr. Forses. Congressman O’Hara, I have in all of the few rate 
cases I have been in with the pipeline, the Atlanta Gas Light Co. and 
the other distributors in Georgia have intervened. 

However, they are somewhat in a box on that because there are a 
number of accounting and other regulatory principles which a con- 
sumer group would be free to espouse in a case, that a distributing 
company would not be free to adopt for the reason that those very 
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things can backfire on them in their own local proceedings in the State 
commission. 

Mr. Fiynt. Mr. Jarman. 

Mr. Jarman. No questions. 

Mr. Fiynv. Mr. Hale. 

Mr. Hate. No questions. 

Mr. Fiynt. Mr. Moss. 

Mr. Moss. No questions. 

Mr. Frynt. Mr. Alger. 

Mr. Aucer. Mr. Forbes, you speak about the monopolistic charac- 
teristic of pipelines; at le: ist, it runs through your testimony. 

Do you feel that same monopoly prevails at the wellhead / 

Mr. Forses. Mr. Alger, I have no knowledge as to that. 

Mr. Atcer. In the producing field you do not know about that? 

Mr. Forses. I have no knowledge as to that. 

Mr. Arcer. About the litigation that you mentioned and notifica- 
tion and the paperwork and all of that, that cost would necessarily be 
transferred onto the consumer; would it not? 

Mr. Forses. Ultimately it would, yes. 

Mr. Acer. That in itself would constitute a price increase to the 
consumer to that extent; would it not? 

Mr. Fores. It would, Mr. Alger; but on the other hand I feel that 
that cost would be comparatively small compared to the cost of the 
purchase of gas from the pipeline company. 

Mr. Acer. Well, of course, I am limiting myself to the produc- 
tion itself to the wellhead, rather than the pipeline cost. 

Mr. Forses. As I understand the cost, the burden of proof is on the 
pipeline rather than on the producer to prove it reasonable. 

Mr. Acer. I may be wrong. That is not just limited to the pipe- 
line. That is all. 

Mr. Friynr. Mr. Loser? 

Mr. Loser. Nothing, Mr. Chairman. 

Mr. Fiynr. Dr. Neal? 

Mr. Neat. No questions. 

Mr. Frynr. Mr. Forbes, on the last page of your prepared state- 
ment, I notice you have attached a copy of the amendment which you 
have requested to be offered. I will ask you if that is identical with 
the phraseology of the amendment which was adopted on the floor 
of the House. 

Mr. Forses. Congressman Flynt, that is identical. In the bill 2 
years ago there was a reference to adding an additional section 5, 
which, of course, would not be appropriate here. 

Mr. Fiynv. Yes. I will further ask you if you know of any valid 
reason why any unreasonable rate, if it was found to be unreasonable, 
should not be suspended and the disallowance be made retroactive to 
the date it was put into effect ? 

Mr. Fores. I can think of no reason. As a matter of fact, it is so 
designed for the commercial and residential users. 

Mr. Fiynr. This amendment which you suggest, and which I of- 
fered at the 1955 session, would that put industrial users into the 
identical position with nonindustrial users of natural gas insofar as 
the provisions are concerned ? 

Mr. Forees. It would. 
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Mr. Friynt. Mr. Moss. 

Mr. Moss. Mr. Chairman, I was wondering if Mr. Forbes might 
have additional copies of the statement. I would like to have one. 

Mr. Forses. I am sorry, but when I came to Washington I didn’t 
know that I was going to appear here today. I do have extra copies 
at home which I can send in. But I do not have them with me now. 

Mr. Fiynvt. Mr. Moss, here is one copy. 

Mr. Macponatp. Isn’t there a rule that everybody have a copy of 
the prepared statement 5 days in advance? 

Mr. Dres. I think, Mr. Chairman, there is. I don’t know that it 
is a rule, but it is the custom. 

Mr. Fiynt. Mr. Macdonald, I am informed that Mr. Forbe’s state- 
ment was submitted more than 5 days in advance. Mr. Forbes, is that 
correct ? 

Mr. Forses. Yes, sir, it was. 

Mr. Fiynt. It was available to the committee. 

When was it submitted, Mr. Forbes? 

Mr. Forses. I think about 2 weeks ago; I think. 

Mr. Fiynt. About 2 weeks ago? 

Mr. Forses. Right. Possibly even 3 weeks. 

Mr. Macponatp.. I have never seen it. I have no objection. I am 
just raising the question because of other persons in similar situations 
have had trouble about this I refer to the mayors. 

Mr. Fiynt. Had that person submitted his statement ? 

Mr. Macponatp. No. They didn’t know when they were going to be 
called. 

Mr. Friynt. Are there any further questions? 

If not, thank you again, Mr. Forbes, for your statement. 

Mr. Forses. Thank you, Mr. Flynt, and thank you, also, members 
of the committee. 

Mr. Dries (presiding). The next witness to appear before the com- 
mittee is one of the outstanding citizens of our State, a very good per- 
sonal friend of mine, and a very dependable man who enjoys an en- 
viable reputation in our State, Mr. A. H. Rowan. 

Mr. Rowan. Mr. Chairman and members of the committee, I have 
prepared and sumitted some time ago a statement. And may I 
read the statement, or would you prefer that I comment on it. 

Mr. Dries. Whatever you want. 

Mr. Rowan. It isa short statement. 

Mr. Dies. Go ahead and read it. 


STATEMENT OF A. H. ROWAN, FORT WORTH, TEX., REPRESENTING 
TEXAS INDEPENDENT PRODUCERS & ROYALTY OWNERS ASSO- 
CIATION 


Mr. Rowan. My name is A. H. Rowan. I reside in Fort Worth, 
Tarrant County, Tex., and have been engaged in the business of 
finding and producing oil and gas, as an independent operator, for 
more than 30 years. 

I am a director of the Mid-Continent Oil & Gas Association, Inde- 
pendent Petroleum Association of America, and a former president 
and director of the American Association of Oilwell Drilling Con- 
tractors. 
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I was a member of the Petroleum Industry War Council during 
World War II and have been a member of the National Petroleum 
Council ever since its formation. 

I am a director and chairman of the gas committee of the Texas 
Independent Producers and Royalty Owners Association, and in 
this capacity, I am appearing before you in behalf of this association. 

This association is composed of thousands of small independent 
oil and gas producers and royalty owners. The membership of 
TIPRO has repeatedly expresssed its opposition to peacetime con- 
trols on any commodity, for such controls are contrary to the genius 
of the American system. 

Since the Phillips decision, thwarting the will of Congress as it 
does, we independents believe that the Federal regulation of wellhead 
sales of gas under utility regulation will not only materially dimin- 
ish the supply of natural gas for public end use, but also, the inde- 
pendents will be forced out of business or will be compelled to make 
distress sales of gas reserves to utilities or to integrated companies, 
and thereby foster monopolies. 

For these reasons, the TIPRO gas committee has, by appropriate 
resolution, instructed me to support the Harris and O'Hara bills, but 
to request that certain provisions in these bills, which we feel would 
harshly discriminate against independent producers and ultimately 
work to the detriment of consumers, be appropriately amended. 1 
will review these briefly for the benefit of the committee. 

First, the States are denied all economic control over natural gas. 
This prohibition represents an extension of Federal authority beyond 
that inferred in the Phillips decision. 

The implicit danger in such a prohibition is the further encroach- 
ment of Federal authority into State affairs, including taxes and 
conservation oe iples relating to both oil and gas, and conceivably 
may become the entering wedge into the nationalization of the whole 
oil and gas industry—and possibly all other minerals, including coal 
and energy resources. 

Certainly after gas has been dedicated to interstate commerce 
through a producer contract, the States should not be allowed to 
interfere with that contract or the prices paid hereunder; but in any 
event, the States should have some measure of economic control 
over all gas produced and sold in intrastate commerce. 

Much gas is being used in intrastate commerce in the manufac- 
ture of carbon black. The young petrochemical industry is becom- 
ing a giant in its own right and will consume greater quantities in 
the future, and of course industrial and household users are increas- 
ing steadily. 

A healthy gas industry is essential to continued adequate supplies 
for the future. I will touch on this more fully later on because money 
derived from the sale of gas in intrastate commerce will be used to 
discover and move available gas reserves for all the people of this 
country. 

Section 13 (a) outlaws certain classes of escalation clauses in future 
contracts and limits their application in old contracts to those ex- 
pressly approved by the Commission. 

We feel strongly that the two-party favored nations clause should 
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not be outlawed by statute. It simply isn’t fair to do so. Is not 
my neighbor’s gas in the same field of equal value to mine / 

The two- -party favored nations clause is the only defense which 
the small independent producer has to protect himself against the 
helpless situation which nearly always exists in those instances where 
there is only one pipeline or purchaser in a field. It is the only way 
a gas producer can receive a price for his gas that is current with the 
true market value of his gas. 

If the producer cannot include even a two-party escalation in his 
sales contract, the small producer is at the mercy of a monopoly, will 
be treated accordingly, and will not be able to negotiate at arm’s 
length as the law ought to provide. 

It denies him a bargaining power, which, if eliminated, would 
place the pipeline company and the producer in a position where 
there would be only two things to talk about: first, the duration of 
the contract ; and, second, the price. 

It is his only weapon against inflation. We have no objection to 
a time lag in the applic ation of the two-party favored nations clause 
of at least 7 months so that the proper adjustments can be made by 
the Stiabator or distributing company, and neither do we have any 
objection to the Federal Power Commission having final approval of 
this escalation before it becomes effective. 

We are concerned with the language of section 18 (a) and (d) 
which reads, “or is contrary to public interest,” because this language 
is susceptible to different interpretations, is vague, indefinite, 
has no generally accepted meaning. 

We also feel that if the producer contract were entered into com- 
petitively and after arm’s length bargaining, that the burden of proof 
should be upon the objectors or protestants. 

The contrary view violates hoth the accepted rules of procedure 
and commonsense. In the final analysis, the fair market price will 
be determined by the Federal Power Commission, which is a public 
body primarily interested in the public welfare and manned with 
personnel competent to advise the Commission with respect to the 
fair market price in a given field or area. 

On the other hand, if the small producer with only 1 or 2 wells is 
compelled to go out and work up his evidence and get expert wit- 
nesses, the burden would be so onerous and expensive as possibly to 
make it prohibitive for him to even sell his gas in interstate commerce. 

His sole and only market would then be whatever market he could 
find in intrastate commerce. He would have a right without a 
practial remedy. 

Section 13 (d) prohibits the cancellation of contracts which were 
written at a time when the Federal Power Commission had repeatedly 
and publicly stated that it did not have jurisdiction over the price 
paid in the first sale of gas at the wellhead. 

It would seem to us that rather than prohibit the cancellation of 
these contracts, Congress should give the producer the opportunity to 
‘cancel these contracts within a period not exceeding 90 days after 
the effective date of H. R. 6790 or 6791, and not otherwise. 

If this right is granted to the producer, he could renegotiate his 
contracts, if he so desired, based on present law. 


and 
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Many contracts have been written which contained a provision that 
if the Federal Power Commission exercised jurisdiction, the producer 

had the right to cancel the contract. 

Ac tually, if the producer had known that the Federal Power Com- 
mission would exercise jurisdiction in the manner which is now being 
asserted, he would have sold his gas at a cheaper price and kept all 
of his sales in intrastate commerce. The sanctity of contracts ought 
to be respected by the Congress. 

Gas exports from Texas in 1956 increased only 6.6 percent over 1955. 
Railroad commission tabulations show 4.7 billion M ec. f. of gas mar- 
keted, of which transmission lines took 4.1 billion and exported only 

.5 billion M ec. f. 

~ Marketed production went up 300 million M ec. f., and total gas 
production went past the 6 billion M c. f. figure for the first time. 

Obviously, therefore, State conservation interest is also at stake 
in any new legislation before the Congress. Unless gas field prices 
are allowed to remain relatively free to seek true market value, con- 
servation will be hampered. This fact appears to have little sig- 
nificance to some consuming groups. 

At the time of the passage of the Natural Gas Act in 1938, I am 
sure that it was the intent of Congress that the producer and gatherer 
should not be subject to the jurisdic tion of the Federal Power Com- 
mission in the first sale of gas at the wellhead. 

The Supreme Court, of course, has ruled otherwise, and we now 
feel that section 4 (b) should be amended so that this antidiscrimina- 
tion clause will be applicable to the purchase, as well as the trans- 
portation or sale, of natural gas subject to the jurisdiction of the 
Commission, and that the natural gas company should be prohibited 
from making or granting any undue preference or advantage to any 
person or subjecting any person to undue prejudice or disadvantage 
or maintaining any unreasonable difference in rates, prices, charges, 
service facilities, or in any other respect, either between producers, 
localities, or as between classes of service. 

Certainly, if the Commission is to exercise control and jurisdiction 
over producers’ contracts and prices, and if the producers’ right to 
fend for themselves is denied by prohibiting the inclusion of current 
market clauses which would protect the producers over long-range 
contracts, sometimes 20 years and sometimes for the life of the lease, 
the Congress should insist that the producers be protected by law 
against discriminatory practices on the part of the natural-gas com- 
pany, which isa monopoly and ought to be regulated. 

In most cases, there is only one purchaser i in the field, and if the 
producer is a small producer with only 1 or 2 wells, he is not in a bar- 
gaining position because of his limited reserves, for no other company 
would lay a line to take the contract quantity available. 

The small producer, therefore, is at the mercy of the one company 
which is the sole purchaser in that field or area, and he must sign the 
contract under the terms and prices offered him or else suffer his lease 
to lapse or have his property drained by others. 

The Congress has on many occasions passed antidiscrimination laws. 
Our antitrust laws, of course, are antidiscrimination laws. 

The Robinson-Patman Act protects the small-business man and his 
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purchasers and puts him on a parity with the larger purchaser of 
material goods. 

Both the Republican Party and the Democratic Party in the last 
corapelan professed great concern for the small-business man. The 
small gas producer or operator is a small-business man, and his rights 
eal be fully protected under the law against a monopoly which 
has not in the past always evidenced fairmindedness. 

The important thing that I am sure the Congress realizes and the 
bill attempts to do is to assure a continuity of natural gas supply for 
present and future generations. 

In order to meet further requirements due to an increase in popula- 
tion, a growing industrial economy, and to provide adequate service 
to those who are not now being served, it will be necessary to discover 
in the future each year one and one-half times the gas currently 
consumed. 

The cost of finding these new reserves is many times higher than 
the cost of the reserves now being produced, due to the greater depths, 
higher pressures encountered, higher acquisition costs for leases, in- 
creased labor costs, and the increased cost of steel and other materials 
which have resulted from inflationary conditions in our economy. 

The oil industry, unregulated, in time of war and peace, has pro 
vided an adequate supply of crude petroleum and its products for 
this Nation at a price far below other commodities, and even during 
the Suez crisis, we were able to supply free Europe with oil and save 
the economy of the western world. 

It has even been said that we won a war on an ocean of oil—produced 
in the United States of America. 

The price of crude petroleum is universal, except for slight varia- 
tions due to grade, quality, and transportation costs. 

On the other hand, the price of natural gas varies as much as 100 
percent in the same field or area. Why is this so? The answer, of 
course, is that in an unregulated oil industry, the forces of free com- 
petitive enterprise are at work, and each producer, large and small, 
receives the same price for the same barrel of oil of the same grade 
and quality. 

However, the price of gas is for all practical purposes controlled 
by pipeline purchasers having a suoogehs in their respective areas of 
interest and purchase; and the monopoly pays whatever price it sees 
fit to pay to those who cannot competitively fend for themselves. 

Suppose the price of cotton were 10 cents per pound in Georgia and 
20 cents per pound in Texas because of monopolistic practices in that 
industry. Would not the people of Georgia be justly grieved? 

Suppose the price of corn in Illinois were $1.50 per bushel and the 
price in Indiana were 75 cents per bushel because of monopolistic 
trading practices. Would not the farmers of Indiana feel justly 
grieved ? 

Suppose cotton and corn were required to be sold under 20-year con- 
tracts with no provision assuring current market value for the prod- 
ucts produced. Would not the cotton and corn farmers of America 
be justly grieved ? 

So it is that I am here today before the Congress in behalf of the 
producer and royalty owner. 
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The great wildcatter is the independent producer. He is born of 
courage and nurtured by the hope that the pot of gold will be found at 
the end of the rainbow. 

In my humble judgment, he cannot long exist under the restraints 
imposed by these bills; and, conversely, he cannot exist under the 
present law as interpreted by the Supreme Court. 

Of the latter statement, I am sure that the Congress is fairly well 
convinced ; of the former, I hope that I may be able to convince you 
that the changes which we ask in this bill are for the best interest 
of all—not only the producer, but the pipeliner, the distributor, and 
the ultimate consumer. 

May I remind you that it was not a major company, but rather a 
reckless independent who discovered the east Texas oilfield, and also 
the great Panhandle gas field, and this is true in the discovery of a 
substantial part of our proven gas reserves today. 

If we keep a favorable economic climate in the gas industry and if 
we do not impose a restraining hand too harshly on the independent 
producer, I am confident that a continuing and adequate supply of 
natural gas will always be available for those who want to use it; and 
what is more important, an adequate supply of products in America 
has always insured the public a fair price. 

Of the several amendments which we are offering or suggesting 
to this committee for their favorable consideration, four we feel are 
important; namely, (1) the elimination of the provisions restraining 
the States from controlling the price of gas in intrastate commerce; 
(2) the elimination of the prohibition against the two-party favored- 
nations clause; (3) the elimination of the provision which imposes the 
burden of proof upon the producer, rather than the complainant, with 
respect to a fair contract price; and (4) an amendment to the anti- 
discrimination sections of the original act so that the producers would 
be protected against discriminatory practices in the sale of their gas. 

We deem these changes to be important—the other changes are 
minor—but we feel they would make the bill a more workable bill 
from an administrative standpoint. 

None of these provisions or suggested changes would in any way 
interfere with the provisions which the President has suggested to be 
included in the bill for the protection of the consuming public. 

Since preparing this statement, Mr. Chairman and filing it, the 
TIPRO Association has held its 11th annual meeting, and I have 
had the benefit of some advice and counsel from them and not only in 
the meeting of the gas committee but also in the general sessions. 

The gas committeee met all day Sunday, discussed this problem 
which we think is important to our business and our economic life. 

Monday we had a panel discussion which lasted practically all day. 
And on the panel was Mr. Heyke of the Brooklyn Gas Co., Mr. Hed- 
rick who testified here yesterday, and Mr. Connole, a member of the 
Federal Power Commission and myself. 

Tuesday, the report of the gas committee consumed practically a 
whole day, because of the interest of the members from the floor. 

Also, I listened to the proceedings here a week ago, and I listened 
to the testimony of Mr. Hedrick yesterday. And if I may be per- 
mitted to make a few extemporaneous remarks I will appreciate it. 
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Mr. Dies. That will be all right, Mr. Rowan. 

Mr. Rowan. First, I want to say that the association is opposed by 
resolution to the amendments that were submitted on the first day of 
the hearing by the administration. 

Second, I want to make this observation, for the record : 

It is my considered judgment, whether this bill passes or not, the 
price of gas at the wellhead is going up. And it is also my considered 
judgment that if this bill does not pass, the price of gas at the well- 
head will go up and the price at the bunkhead will go up correspond- 
ingly higher. 

I make that statement because I think that if this bill does not pass, 
there will be a diminishing supply of gas, and a diminishing supply 
of gas will certainly force the price up. 

I cannot think of anything that would be worse than owning a pipe- 
line without having a supply of gas to go through it. 

It is a known economic fact that if the business such as the pipeline 
or the United States Steel or General Motors or any other industry 
operates at 50 percent of its capacity, its fixed charges and its amor- 
tization, its interest on its debts, its overhead and all those things 
that are going on and the price of its products, operating at half 
capacity, will be more than it would be if it operated at full capacity. 

So I say to you that I think this, [ think that, of course, the conswm- 
ers of this product which we are very vitally interested in, and I will 

say to you that I have been in the gas business long enough to know 
that if you are without customers, it is bad not to have any consum- 
ers—that is a bad situation to be in for a producer. 

I have seen tremendous amounts of gas wasted. I expect there has 
been more bas wasted in the past than we have consumed in the past. 
I do not have the figures. That is in useful use. 

I think that the economic situation is going to bring about a con- 
tinuing supply of gas and a continuing supply of gas is what the pub- 
lic is concerned with. 

Of course, they want it at fair and reasonable price. You get 
a hard winter some winter and there is not enough gas to go through 
these lines and people get cold, they are going to ‘be very unhappy 
people, as the people of England were during the war because they 
could not have their homes heated. 

Mr. Dres. Does that conclude your statement ? 

Mr. Rowan. Yes. I appreciate the opportunity of appearing here. 
I will be glad to answer any questions. 

Mr. Dies. Thank you very much. 

I don’t know how the members of the committee appeared here 
this morning. Mr. Flynt was the first one here. 

Mr. Flynt. 

Mr. Friynt. Mr. Rowan, what is the present status of efforts to 
withhold natural gas from interstate commerce ? 

Mr. Rowan. The present status of it? 

Mr. Fuynt. Yes, sir. Are there such efforts being made? 

Mr. Rowan. Well, I do not think there is any concerted effort being 
made, Congressman Flynt. 

There is gas being held off the market because of the uncertainty 
of the situation. People are loath to make contracts for the sale 
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of their gas in interstate commerce and dedicate it without knowing 
that their contract has any validity. 

Mr. Fiynr. Did I understand you correctly a while ago to say 
that fewer contracts have been entered into during 1956 than in 
recent prior years? 

Mr. Rowan. No; I did not say that, Congressman Flynt. I said 
that the amount of gas going into intrastate commerce had only 
increased very slightly from Texas in 1956 over 1955, very slightly. 

Mr, Frynt. That is all. 

Mr. Dies. Mr. O'Hara? 

Mr. O’Hara. Mr. Rowan, you did not discuss in detail some of 
your suggested amendments to the bill. Did you care to do so, or 
did you merely wish to submit them for the consideration of the 
committee ? 

Mr. Rowan. Yes; we merely submitted them. They are attached 
to my statement. 

Mr. O’Hara. There were a number of them, and I noticed in your 
original statement you had emphasized four. 

Mr. Rowan. We emphasized four. The others are: 

No. 1 has reference to the eliminating of the State or local author- 
ity from regulating the sale of natural gas. We ask that that pro- 
vision be eliminated. We think it is a well-known legal fact when 
gas is contracted to go into interstate commerce, that the State has no 
Jurisdiction over it. But we think the bill, the provision in the bill, 
goes even further than that. 

No. 2. We ask that this provision outlawing the two-party favored- 
nation clause be eliminated altogether. 

No. 3-A has reference to the burden of proof upon the objection of 
the protestant. We think if a contract was made at arm’s length, com- 
petitively arrived at, and filed with the Commission, that those who 
object to its provisions ought to prove their objections. 

The Congress under this bill is giving the Federal Power Commis- 
sion the r ight to have the final say, and certainly they are going to be 
in a position to know what the fair market value of gas is if they 
are regulating it all over the United States, and we think those who 
object to it ought to bear the burden of the proof of their own 
objections. 

Mr. O’Hara. Does your association prefer this bill to no bill at all, 
or the continuation of the conditions that exist under the Phillips 
decision, or what is the viewpoint of your association, Mr. Rowan ? 

Mr. Rowan. Well, I think we are in trouble on See situation as it 
exists today for the reason that the original bill, I do not think, in- 
tended to regulate the producers, and they did not set up the ae e- 
dures to be followed by the Commission in regulating the sale of ga 
at the wellhead. 

I think if we could get these changes in this bill, some of the changes, 
the important ones, anyway, that we would be better off, and the public 
would be better off with these changes. 

Mr. O'Hara. I think thatisall. Mr. Dies. 

Mr. Dies. Let us see. Mr. Jarman, you or Mr. Moss. 

Mr. Jarman. Mr. Moss was here before. 

Mr. Moss No questions. 
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Mr. Dres. No questions. 

Mr. Jarman? 

Mr. Jarman. Just one question, perhaps—Mr. Alger is next. 

Mr. Acer. I can wait my turn. Thank you, Mr. Jarman. 

Mr. Dies. We are alternating between the emocrats and the Re- 
publicans. 

Mr. Aucer. I will go ahead, then. 

Mr. Rowan, I have also scanned through this statement which came 
out of the Galveston meeting, the address you made there, as well as 
the statement which I have had the benefit of studying, as well as hear- 
ing your presentation. 

If the facts are as you state them, I am led to believe there is a 
certain amount of misinformation in the minds of some of our com- 
mittee members as to the facts of your production. 

Do you maintain—and I am so new at this I ask very elementary 
questions—do you maintain that the production of gas at the wellhead 
is entirely competitive and not monopolistic? 

Mr. Rowan. Is it competitive? 

Mr. Atcer. Yes, and not monopolistic. 

Mr. Rowan. I will have to qualify that statement by saying this: 
If you have got a large reserve of gas, it is highly competitive. If 
you have a small reserve of gas in an area which is only served by one 
pipeline, it is not competitive. 

Mr. Arcrr. Because of the pipeline 

Mr. Rowan. Yes, sir. 

Mr. Arcer (continuing). Bargaining for the gas? 

Mr. Rowan. Yes, sir; because you have only “got one customer to 
sell to, and if your reserves are small, why, he ti akes it, but he does not 

take it on what you might say was a competitive basis. 

Mr. Arcrr. I think - you understand that many witnesses who are 
opponents of this bill have in their own minds felt that gas in the 
fields was a highly monopolistic situation, and no freedom at all, and 
that is why I ask you this question. 

Mr. Rowan. If you have a sufficient supply of gas so that you can 
bargain with 2 or 3 companies, 2 or 3 pipelines, I would say that it is 
competitive. But if you have got a small supply in a field only served 
by one line, it is not competitive. 

Mr. Auger. You made the statement here several times that the best 
price to the consumer will be based on adequate supply. 

Mr. Rowan. I do not think there is any question about that, sir. 

Mr. Arcer. If that is true, and your testimony on page 2 in your 
Galveston statement as to the supply on hand, under the present sit- 
uation since 1954, is the supply increasing at the same rate as it did 
before 1954? 

Mr. Rowan. No, sir; it is not. 

Mr. Arcer. Why is it not? 

Mr. Rowan. It is not because drilling is not being carried on at 
the same rate today that it was a year ago. There are 600 less drilling 
rigs running today than there were a year ago. 

Mr. Aucer. Why is that? 

Mr. Rowan. Well, now, I would not want to mislead this commit- 
tee to think that the Phillips decision was responsible for that, entirel 
responsible for that slowdown in drilling. I think the Phillips deci- 
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sion and the importation of foreign crude oil, together, is responsible 
for the slowdown in drilling in the United States today, one probably 
equally as bad as the other. 

More alarming, something more alarming than that, to me, is the 
fact that practically every year the average depth of our wells drilled 
has gone down. Last year, for the first time in several years, the aver- 
age depths of our wells decreased. 

The gas reserves that you are going to find in the future are going 
to be deep gas reserves. 

Mr. Arerr. Most costly? 

Mr. Rowan. More costly, and deep gas reserves, and that is the 
reason I say the price of gas is going up at the wellhead, regardless 
of whether you pass this bill or whether you do not pass it. 

Mr. Areer. All right. 

Now, taking the assumption that the Federal Power Commission 
will, under the terms of the bill, control the price of the gas, do you 
feel that a higher price will result because of the Commission takin 
into account the additional paper expenses, the additional costs of 
drilling, and necessarily pass that on to the consumer in higher prices? 

Mr. Rowan. Yes, sir. I think that the cost, of course, is going up, 
the cost of finding oil, the cost of drilling for it and producing it is 
going up. 

Mr. Arcer. That could be true either way, could it not? 

Mr. Rowan. Either way. 

But in addition to that, people are not going to enter into contracts 
which have, I will say, they have no validity. You could sit down 
today and make a contract with the X company, X pipeline company, 
at a fixed price to sell you gas. Maybe you would be willing to sell it 
there and maybe you would feel you could come out all right on it, 
and the Federal Power Commission could approve it. But 6 months 
later they might go into your place of business and say that this price 
is too high, and it has got to be reduced. 

Most independents, of course, have to finance their wells. They 
make a contract, maybe, on the first well, and then they enter into a 
financial arrangement where they can drill additional wells. 

Mr. Aucrr. Let me ask you something else—— 

Mr. Rowan. And those contracts are based on deliverability, the 
daily deliverability averaged over a period of a year’s time and at a 
fixed price. If those prices do not have any sanctity, why, they cannot 
borrow money to carry on the operations. 

Mr. Dies. I believe your 5 minutes have expired. 

Mr. Arcer. Mr. Rowan, I enjoyed your statement, and I hope to 
question you some more later. 

Mr. Dres. Mr. Jarman? 

Mr. Jarman. Mr. Rowan, we have had a good bit of testimony in 
this hearing from those who favor as much Federal regulation of the 
gas industry as possible, that there is and has been for many years a 
monopoly as far as the gas industry is concerned, both from the pro- 
ducer’s standpoint and otherwise. The contention is that because a 
relatively small number of producers produce a large percentage of 
the gas in the country that a monopolistic situation has come into 
being. 
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I was very glad to see your statement at the top of page 2 and I 
quote in part: 


* * * we independents believe that the Federal regulation of wellhead sales 
of gas under utility regulations will not only materially diminish the supply of 
natural gas for public end use, but also, the independents will be forced out of 
business or will be compelled to make distress sales of gas reserves to utilities 
or to integrated companies, and thereby foster monopolies. 

It seems to me this is testimony as to the fostering of : a monopolistic 
situation that has not been injected into this hearing before, and I am 

very glad to see your statement in that regard. 

Mr. Rowan. We believe that statement to be true, Mr. Jarman. 

Mr. Jarman. I am in complete agreement with your statement. I 
think we need as much evidence as can be brought before this hearing 
to counter the arguments which have been made as to monopoly by so 
many of those who are testifying for Federal control. 

The one question I would like to ask you is this. Perhaps it has 
been covered by Mr. O’Hara in the questions he asked you, but I 
would like to phrase i it a little differently : 

You emphasized particularly that four amendments should be inade 
to the bill, and you are speaking for TIPRO. Assuming that those 
amendments are not passed and are not made a part of the bill, is 
TIPRO still supporting the bill which is before the committee now / 

Mr. Rowan. Mr. Jarman, I will have to answer this way, and 
speaking for TIPRO: The resolution which was adopted by the 
membership endorsed a bill subject to these amendments; but also, 
we knew, of course, that possibly all these amendments would not be 
accepted, certainly maybe not in the language we have subinitted 
them to you people to look at, maybe other amendments might be 
submitted that you thought were just as good as these or just as 
necessary as these. And the executive committee of the association, 
which is composed of 65 representatives from every section of the 
State of Texas, is empowered to look at the bill as it comes out of 
this committee and approve it or disapprove it, as far as our endorse- 
ment is concerned. 

Mr. Jarman. Thank you. 

Mr. Rowan. I am in hopes that some legislation will come out of 
this committee which we can support and will support. I certainly 
think we need it. 

Mr. Jarman. Do I understand, then, that you are not actually 
endorsing the bill as it is, but you made your statement with reference 
to the bill with recommended amendments that you think should be 
made to the bill 

Mr. Rowan. That is correct, sir. 

Mr. Jarman. And your final position on the bill will be based upon 
the product that comes out of the committee? 

Mr. Rowan. That is correct, sir. 

Mr. Jarman. That is all. 

Mr. Dres. Mr. owner I believe you were next. 

Mr. Younger. Thank you. 

I have only one question, Mr. Rowan. It pertains to a company 
which produce es both gas and oil, and if you put the production of 
gas under Federal control and do not control the production and the 
price of oi] at the wellhead. where does that leave the company in 
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relation to bookkeeping and all of the trouble that goes with it, where 
they have two products, one of them, one commodity they produce, is 
controlled and the other is not ? 

Mr. Rowan. Well, it leaves them, if you will pardon me for so 
speaking before such an august body; it leaves them in a heck of 
aumess. He just cannot separate the two. 

In my humble judgment, you cannot separate them any more than 
you can mix oil and water tegether. 

Mr. Youncer. That is the way it oceurred to me. This whole 
problem, if you are going to recognize control of the price of gas 
and the gathering of gas at the wellhead, then you might as well go 
all the way down the field and control oil and coal and minerals, and 
everything else. They are all in the same kind of a boat. 

And if you believe in that kind of a philosophy, then you ought to 
control all of them. If you do not control all of them, then you ought 
to leave them alone. 

Mr. Rowan. I certainly believe in that a hundred percent. You 
cannot control one without the other. 

Mr. Dies. Mr. Macdonald? 

Mr. Macponap. I am glad to see you today, Mr. Rowan, and I 
am sorry I missed you last Monday at your convention. 

Mr. Rowan. We were sorry to have missed you. 

Mr. Macponap. I repeat the words of my telegram: The commit- 
tee was not to be in session on Monday at the time I accepted your 
suggestion to participate in the panel that you referred to at the 
convention. But thereafter, Mr. Randall LeBoeuf, who was one of 
the men who met secretly with Commissioner Kuykendall, was called 
to testify, and I had to be here, and I am sorry I missed the oppor- 
tunity to present my bill in person down there. 

I hope it was considered. I guess it was, from page 5 of your addi- 
tional statement. 

Do you have any other position besides being director and chair- 


man of the gas committee of the Texas Independent Producers & 
Royalty Owners Association ? 


Mr. Rowan. In that association ? 

Mr. Macponatp. No, sir; of yourown. Do you have a company of 
yourown? Are you associated with a company ? 

Mr. Rowan. Yes, sir. 

Mr. Macponatp. Which company is that ? 

Mr. Rowan. I am chairman of the board of the Rowan Oil Co., a 
small company. 

Mr. Macponatp. How much does Rowan Oil or did it produce? 

Mr. Rowan. Gas? 

Mr. Macpona.p. Yes, sir. 

Mr. Rowan. I do not know, sir. I do not think it produced enough 
to get any recognition. 

Mr. Macpona.p. Is it under 2 billion? 

Mr. Rowan. I would say in 1956, yes. Maybe we are up to that 
figure now in 1957. 

Mr. Macponaxp. So the Rowan Co. would not come out from under 
Federal controls under my bill. 

Mr. Rowan. No, sir. 








1216 NATURAL GAS ACT 


Mr. Macponatp. How many members do you have in the Texas In- 
dependent Producers & Royalty Owners Association ? 

Mr. Rowan. Fifty cian Saal, 

Mr. Macponatp. Fifty-two hundred ? 

Mr. Rowan. Yes, sir. 

Mr. Macponatp. How many of those are gas producers? 

Mr. Rowan. Oh, I guess all of them, in a Timited manner. Nearly 
everybody who has got oil has got gas for this reason. 

Mr. Macponap. Yes, sir. 

But I mean of the royalty owners, they are not producers, are they 

Mr. Rowan. Well, how many royalty and how many producers, i 
cannot answer that’ question, Mr. Macdonald. I do not have the 
figures. 

Mr. Macponap. Do you have any idea how many of the so-called 
independent producers who are members of your association produced 
less than 2 billion ? 

Mr. Rowan. No, sir; I do not. 

Mr. Macponap. You do not have any idea ¢ 

Mr. Rowan. No, sir. 

Mr. Macponap. Does anybody? Are those figures available ? 

Mr. Rowan. I would doubt it. I would doubt if we have it. We 
might get it by questionnaire from the membership. I doubt if they 
have the figures at the office in Austin. 

Mr. Macponatp. You could not even take a guess / 

Mr. Rowan. Well, my guess would be a large number of them. 

Mr. Macponatp. Would be a large number of them 4 

Mr. Rowan. Yes, sir; would be ‘Jess than the 2 billion, a large num- 
ber of them. 

Mr. Macponaxp. Yes, sir. Because, as reported to the Federal 
Power Commission, they have only 4,817 reporting, and according to 
their figures, 3,821 produce under 100,000. 

Mr. Rowan. Isthat ander the 

Mr. Macponaxp. These figures—I do not want to mislead you 
were for 1955. 

Mr. Rowan. 1955, and that is for the entire United States; is it 
not, Congressman Macdonald ? 

Mr. Macponap. Yes; I believe it is. 

Mr. Rowan. Yes, sir. 

Mr. Macponap. In any event, I was very much interested in your 
statement, because I must say, parts of it I could not agree more with. 

As a matter of fact, if this gets to the floor, you will see your words 
in the Congressional Record, “for I am especially in agreement with 
and cer tainly will cite your statement that— 





In most cases, there is only one purchaser in the field, and if the producer 
is a small producer with only 1 or 2 wells, he is not in a bargaining 
position because of his limited reserves, for no other company would lay a 
line to take the contract quantity available. The small producer, therefore, is 
at the mercy of the one company which is the sole purchaser in that field or 
area, and he must sign the contract under the terms and prices offered him 
or else suffer his lease to lapse or have his property drained by others. 


I quite agree with that, and it is one of the fundamental purposes 
of my bill. 
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A second fundamental purpose, you point out on page 7, where 
you say: 

The Robinson-Patman Act protects the small-business man and his purchasers 
and puts him on a parity with the larger purchaser of material goods. 

And you are quite right, both our parties said in the last campaign 
they wanted to take care of small business. The small gas producer 
or operator is a small-business man, and his rights should be fully 
protected under the law from a monopoly which, in the past, has not 
always evidenced fairmindedness. 

I could not agree with you more, and I repeat, that is one of the 
fundamental purposes of my bill. 

I think we are under the 5-minute rule, so I am going to have to 


take up your statements, or the statements attributed to you, later 
this afternoon. 


Have I exhausted my 5 minutes ¢ 

Mr. Dies. Yes; you have consumed it. 

Mr. Macpona.p. I have? 

Mr. Dies. Mr. Hale? 

Mr. Hate. Mr. Rowan, I was very much interested in your state- 
ment. You have proposed 10 amendments to this bill, which nat- 
urally I have not examined with any care, but they look as if they 
were fairly substanital, are they not? 

Mr. Rowan. No, I do not think that they are—I do not think they 
change the purpose of the bill substantially. They are 
Mr. Hate. They are conceived in the interest of the small producer ; 

is that correct? 

Mr. Rowan. I would say “Yes”; I would say “Yes.” 

Mr. Hare. You think that they are helpful to the small producer 
without prejudicing the position of the consumer ? 

Mr. Rowan. I certainly do. I think they help the consumer. 

Mr. Hate. You think they help the consumers, 

Mr. Rowan. Yes, sir. I think they help the small producer, and 
I think they help the consumer. 

Mr. Hace. I am sure that if they help the small producr and help 
the consumer, they will be very respectfully considered, I can assure 
you of that. 

Mr. Rowan. Let me explain it this way, if I may, Mr. Hale. If 
you talk about escalation clauses, I do not believe there is anybody in 
the United States who has got the wisdom to say what a cubic foot 
of gas will be worth 20 years from now. It may be worth 50 cents, 
and it may not be worth 5 cents. 

Atomic energy may force it out of business altogether 50 years from 
now. 

Now, if you are going to say to the producer that you have got to 
make a contract over a fixed period of time, you do not say ~ fixed 
period of time, but the pipelines say that, 20 years, we will say, and 
set that price and say what that price is going to be, w ithout any 
change due to economic conditions or anything else, without any 
change due to new development—for instance, I make a contract for 
the sale of gas on a lease I own that is producing from 3,000 feet 
today, maybe 10 cents would be a fair price. At the end of 20 years 
maybe it is producing from 20,000 feet. But I am still obligated 
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under that contract, and that lease is still dedicated to that contract, 
and I cannot do anything about it. ' 

That is the reason I say that I think this thing is not only fair to 
the producer, but it is also fair to the consumer, because it will 
encourage the producer to go out and discover new reserves of gas, 
which I think is the important thing for the consuming public. 

Mr. Hate. That is the reason you say that your amendments are 
conceived in the interests of the consumer, because they encourage—— 

Mr. Rowan. Production, yes sir, and I think a plentiful supply 
will make a fair price. 

Mr. Hate (continuing). Exploration and production ? 

Mr. Rowan. I think a plentiful supply will make a fair price. 

Mr. Hatz. Of course, under the general law of supply and demand, 
the greater the supply, the better the price. 

Mr. Rowan. That is correct. 

Mr. Hate. That is all, Mr. Chairman. 

Mr. Dries. Mr. Dingell, did you get here before Mr. Rogers? 

Mr. Drincetu. I believe Mr. Rogers was here before me. 

Mr. Rocers. No, Mr. Dingell was here before me. 

Mr. Dres. I recognize each one of you for 2144 minutes. 

Mr. Rocers. I yield to Mr. Dingell. 

Mr. Dres. Mr. Bush was next, I believe. 

Mr. Busu. Mr. Chairman, I only have one question. 

Mr. Rowan, my colleague, Mr. Younger, asked you a while ago about 
the separation of prices and trying to establish what your costs would 
be to produce gas in comparison with the oil, and your answer, as I 
recall, was that it would be a heck of a mess. 

Mr. Rowan. You just cannot do it. 

Mr. Busxu. Now, suppose you were forced to keep records, keep 
books, to establish what the costs would be to produce the gas? In 
your opinion, could it very well be that it would turn out to be more 
costly to the pipelines and to the consumer ? 

Mr. Rowan. I think it would add considerably to the costs; yes, sir. 

Further, I think it would be an arbitrary figure. You just have to 
take an arbitrary figure and allocate so much to one segment of your 
industry and so much to the other. And it might vary from year to 
year, it might vary from month to month, depending on whether 
you discovered a gas reserve this year or an oil reserve this year, or 
whether you discovered a combination of both. . 

But harder to determine than that, possibly, is that before you can 
determine what your cost is, you have got to determine what your 
reserve is. 

Mr. Busu. If youare brought under Federal control at the well- 
head, you will be obliged to keep records so that you can justify your 
costs in order to get a rate; is that not right? . ne" 

Mr. Rowan. That is my understanding; yes, sir. 

_ Mr. Busu. That being the case, you are going to have to separate it 
in some manner. 

Mr. Rowan. You can do anything arbitrarily, sir. 

Mr. Busn. Well, do you not think that you are going to have to get 
it down to some actuarial figure ? 

_ Mr. Rowan. I do not think you can get it down to an actuarial 
figure. T think you can take a calculating machine and say that 45 
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percent of it is one, and 55 percent of it is another, and I think that 
1s as close as you will ever get just by arbitrarily fixing the figure in 
your own mind. 

Mr. Macpona.p. Will the gentleman yield for a short question ? 

Mr. Busu. Yes. 

Mr. Macpona.D. Sir, are you not already under regulation, and if 
you are under the Phillips decision now operating, do you not have 
to presently keep track of your costs? 

Mr. Rowan. Well, they have not been down there yet in my office 
with a sheriff’s subpena telling me to do it. I am selling a little gas 
in interstate commerce, and they have not interfered with our con- 
tracts. 

Mr. Macponatp. They have not interfered with your contracts? 

Mr. Rowan. They have not interfered. 

Mr. Macpvona.p. So, as far as you are concerned, the Phillips de- 
cision has not gone into effect yet. 

Mr. Rowan. Well, so far as the Federal Government, the Federal 
Power Commission has asked us to file, required us to file, certain 
forms up there. But not until very recently have we been asked to 
give any financial information on our company, and then they did 
not demand it. They just asked for it. 

Mr. Macponaxp. Is it not standard operating procedure, when you 
ask for a rate increase, that you ask for costs of production as a basis 
for increase ¢ 

Mr. Rowan. I have not asked for any rate increases, sir, and I am 
not going to. 

Mr. Macponatp. You are unique. 

Mr. Rowan. I am not going to, because if and when I did, they are 
going to ask me to furnish this information, which is impossible, and 
I am not going to be able to furnish it, so I am just going to go along 
as we are. 

Mr. Macponatp. Thank you, Mr. Bush. 

Mr. Busu. Just one more question. 

Since the Phillips decision, you say you are affiliated as a director 
with the independent association, have there been increases in the 
cost of gas since that time? 

Mr. Rowan. You mean in the sale price ? 

Mr. Busu. To the producers. 

Mr. Rowan. I believe so. I believe there have been some minor 
changes in the prices being — yes, sir. I have not sold any gas 
since the Phillips decision, I do not believe, in interstate commerce. 
I could cedhiiite a wrong : about that. 

One little field we have in Harris County may be dedicated to the 
Texas Illinois, and we own that with some other people; we are the 
operators, howev er, and it may have been since 1954. But there are 
only 1 or 2 wells in the field, and it does not amount to anything. 

Mr. Busu. But it is a fact, it seems to me—— 

Mr. Rowan. The prices offered are higher. 

Mr. Busu. And it is a fact, and it seems to me it has been brought 
out here 1 m the hearings, that the prices have gone up since the Phillips 
decision ? 

Mr. Rowan. I do not think there is any question about that. We 
were offered a contract at Rowan Fields—which is named after a place 
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that my father settled on—we were offered contracts there at a higher 
rice in interstate, and we elected to sell at intrastate at a lower price. 

e sold at 13.2, and we were offered 15 cents. I think the average 
price today is about 10 cents. 

Mr. Dies. The gentleman’s time has expired. 

Mr. Rogers. Mr. Rowan, just one or two questions. 

You are representing the Texas Independent Producers & Royalty 
Owners Association, and have come here to testify in favor of this 
legislation, presupposing that some of these amendments were adopted, 
with some degree of reluctance, have you not ? 

Mr. Rowan. Yes,sir. Not me 

Mr. Rogers. The reason I say that, Mr. Rowan, is because I want 
the record completely true on this matter. You represent an organ- 
ization or a group of people which are taking the greatest risk in this 
business of any group affected, before the Phillips decision, after the 
Phillips decision, and even if this bill is passed, you are still taking a 
greater risk than any other segment of this economy, are you not? 

Mr. Rowan. There is not any question about that. Every well we 
drill is a risk. It could hardly be said that any well that you drill 
aa is a cinch to produce either oil or gas, even if it is in a proven 

eld. 

Mr. Rocers. You have n> guaranty of any kind that any of your 
investment is going to be returned when you stick a bit in the ground, 
do you? 

Mr. Rowan. None whatsoever. 

Mr. Rocers. And you have no guaranty or assurance, once you get 
oil or gas, how long that well is going to last, do you? 

Mr. Rowan. No, sir; we do not. 

Mr. Rocers. You do not know whether it is going out tomorrow 
or whether it may last from now on. 

Mr. Rowan. No, sir. 

Mr. Rocers. And, of course, your risk is greater, as I have pointed 
out, than that of any other group. So, naturally you are basically 
opposed to Federal controls, are you not ? 

Mr. Rowan. I am basically opposed to Federal controls, yes, for 2 
or 3 different reasons, but particularly in the nature of this business, 
I just do not think you can control a commodity like natural gas, 
operating under the hazardous conditions which we operate, and do 
it with any degree of equity or reasonableness. 

Mr. Rocers. And you come here, Mr. Rowan, do you not, with a 
feeling and an attitude of trying to work out a problem that is very 
serious, especially to the people that you represent, and a problem 
which, of course, is very serious to the country in trying to get some 
kind of order out of the present chaos? 

Mr. Rowan. Well, I do think that we are in a situation which is 
very bad, and that there ought to be some legislation passed. I hope 
that out of this bill will come the type of legislation that will do 
justice to everybody. I think it is needed, some type of legislation 
like this. 

I do not think you can control oil and gas and have an adequate 
supply in the future. 

Now, I am going to illustrate that this way: In Brazil and in the 
Argentine, and in Mexico, the subsoil rights are owned by the sov- 
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ereign, and the government runs the oil business in those states. 
Mexico used to let foreigners come in and develop their natural 
resources, and they expropriated them and took them all away. 

Since that time, there has been a diminishing supply of oil and gas 
in Mexico. 

Brazil’s economy is wrecked, and so is the Argentine economy 
wrecked, because of the fact that they have to buy oil from other 
countries, notwithstanding the fact that nearly every known author- 
ity on the subject will tell you that there is more oil structures and 
more oil, probably, in the Argentine and in Brazil than any other 
two countries, per area. 

The reason they have not got it is because of the regulation of the 
government. 

Mr. Rocrers. Mr. Rowan, one final question on this period, if I have 
time. 

Mr. Dies. The gentleman’s time has expired. 

Mr. Rocers. Iamsorry. Thank you very much. 

Mr. Heseuron. I will yield my time to Mr. Rogers. You save me 
1 minute. 

Mr. Rocers. Just 1 minute. 

Mr. Dries. Before you do that, Mr. Rowan, we have here before us 
the resolution adopted by your association in convention. Did you 
want those included in the record ? 

Mr. Rowan. Yes, I would like to, if you would permit. 

Mr. O’Hara. What were the dates of those, Mr. Rowan? 

Mr. Rowan. May 21, that is the one, the last one, that was passed, 
May 21. 

Mr. Dries. They will be included in the record. 

We also have a statement that was released May 20 which gave us 
quite a bit of information. 

Mr. Rowan. If I may, yes, sir. That is the statement that I made 
at the gas panel. It has some information in it which is not included 
in this statement I made here. If I may introduce it, yes, sir. 

Mr. Hesevton. Mr. Chairman, if the gentleman will yield. 

I have before me, and I assume everyone else has it, the report of 
the gas committee at the 11th annual meeting, submitted, I take it, 
by Mr. Rowan. 

Mr. Rowan. Yes, sir. 

Mr. Hesetron. I wonder if that also will be included. 

Mr. Dies. That will be included. 

(The documents referred to are as follows :) 


SPEECH DELIVERED BY ARCH ROWAN, OF Fort WortTH, TEex., CHAIRMAN, GAS 
CoMMITTEE, ‘TIPRO, AT THE GAS PANEL, MAY 20, GALVESTON 


I am honored to appear on this panel with these distinguished gentlemen— 
a member of the Federal Power Commission, a representative of the great and 
expanding natural gas pipeline industry, and the head of one of our largest dis- 
tributors of natural gas in the East. 

I think I might start out this evening on one premise with which I think 
all could agree, and that is the potential consumer demand for natural gas is 
far from satisfied. Evidence abounds to indicate that the scope of the market 
is limited only by the supplies and facilities. Consumers are ready and willing 
to pay a price to provide the facilities and services necessary to make natural 
gas available. It is the maintenance of present supplies and the assurance of 
future supplies of natural gas that is of paramount importance to the consuming 
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public. Certainly the pipeline and distributing companies are equally dependent 
upon the continuity of supply of this exhaustible and irreplaceable natural 
resource. Likewise, the Federal Power Commission, if it is to protect the 
public, must develop a regulatory pattern which will not only permit but en- 
courage the producer to carry on the hazardous business of finding and develop- 
ing new supplies of natural gas. If the producer is to stay in the gas business, 
he must continually find and develop new gas to replace the gas currently being 
sold. Because of the increasing depths to which he must drill and because of 
the increasing cost of new reserves necessary for him to maintain his deliveries, 
his replacement costs of reserves are much greater than the cost of his de- 
pleted reserves. Unless the producer is permitted a sufficient amount of income 
or cash flow to plow back into the search for natural gas, he is operating on a 
liquidating basis which will eventually force him out of the gas business. 

The likelihood of our running short of crude-oil supplies in the foreseeable 
future has been lessened because of the tremendous potential for crude that is 
contained in the oil shales and tar sands. With the constant improvement in 
the methods of secondary recovery operations, it now seems likely that we will 
be able to add substantially to our reserves from this source. It is most signifi- 
cant to the gas consumers, the gas distributors, and the gas pipeline companies 
that these sources for crude oil reserves will not add 1 cubic foot to our gas 
reserves. It is clear, therefore, that exploration and development for natural 
gas reserves must proceed diligently and at a rapid pace if our current and future 
gas consumer markets are to be serviced. 

During the 10-year period ending in 1955, total United States gas reserves have 
increased from 147.8 to 223.7 trillion cubic feet. During the same period, natural 
gas production rose from 4.9 to 10.1 trillion cubic feet, and the marketed gas 
increased from 4 to 9.4 trillion cubic feet. Notwithstanding the continued growth 
of proven gas reserves, the enormous demand for natural gas is exceeding our 
ability to find it. Based upon the present proven gas reserves of the United 
States, and the 1955 gas demand of the United States, reserves are only 22 times 
the annual production rate, whereas 10 years ago the reserves were 33 times 
the annual production rate. In other words, assuming that the gas demand did 
not increase over the 1955 figure, the present proven gas reserves in the United 
States would last only 22 years. Taking deliverability into account, and assum- 
ing no increase in demand and no additions to reserves, present demand could 
only be supplied for 14 years. However, the fact is that the estimated demand 
by 1965 will require an annual production rate of approximately 15 trillion cubic 
feet, and with no additions to reserves, the breaking point interim would be 
11 years. 

There has been a widespread popular belief that in the search for oil sufficient 
quantities of natural gas can be uncovered to satisfy the consumer market. Such 
an assumption has misled people to believe that the finding costs for oil could 
largely carry the costs for finding natural gas. In the early days of the business 
when there were relatively few, if any, markets for gas, perhaps this was true. 
Since that time, however, we have gone from surplus to shortage. Gas must now 
bear its fair share of the load of exploration and development, if the producer 
is to keep up the hunt. 

In this connection, there are definite indications that most of the shallow oil 
and gas reservoirs have been found. This is borne out by the fact that present 
gas supplies have shifted from dry-gas sources to casinghead and condensate 
gas sources. During the past 11 years the total volume of gas marketed which 
came from dry-gas wells decreased from 66 percent of the total to only 43 percent. 
In the same period, the marketed gas which came from casinghead and con- 
densate gas wells combined increased from a low of 34 percent to the present 57 
percent. The increasing amounts of gas condensate and casinghead gas produc- 
tion can be attributed to deeper drilling. The average ratio of casinghead gas 
to oil in oil wells increases with depth at a very rapid rate. On the other hand, 
when we encounter an oil and casinghead gas reservoir at a considerable depth, 
we may expect to get only about one-third as much crude oil as we would get in a 
reservoir of comparable size at a shallower depth. As a matter of fact, the 
amount of casinghead gas produced from shallow oil wells is so low that the 
producer has barely enough gas to operate a lease. The gas condensate well is a 
phenomenon which occurs only at great depths. Practically none occurs above 
6,000 feet. This simply means that, if the producer is to be expected to undertake 
this deep drilling from which we are now getting more and more of our future 
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gas supplies, he will have to depend upon the price of gas—and not oil—to 
compensate him for his efforts. 

Exploratory drilling over the past 10 years has increased over 24% times, while 
total investment in oil and gas producing facilities has increased threefold. 
In spite of the large increase in exploratory drilling, the percentage of successful 
wells has not changed during this same period. Generally, the ratio of successful 
drilling has been 1 out of 9, and this is notwithstanding the improved technological 
advances made in the field of exploration. What is more significant is the fact 
that the size of the discoveries, in terms of the number of barrels of oil and the 
volumes of cubic feet of gas added per exploratory well drilled, have been smaller 
almost every year, while the average depth of the discoveries have been greater. 
In order to supply the anticipated production rate of 15 trillion cubic feet 
predicted for 1965, it is estimated that the discovery rate at that time will have 
to be 22.5 trillion cubic feet per year, or approximately 50 percent more than 
the present discovery rate. Due to the continually decreasing rate of dis- 
coveries per exploratory well, it is clear that in order to maintain this discovery 
rate, which is 50 percent higher than the present, the rate of exploratory drilling 
will have to be increased substantially more than 50 percent. 

During the time since Colonel Drake’s well was drilled in 1859 to a depth 
of 691% feet, drilling has gone deeper and deeper until the industry is now drilling 
wells to more than 20,000 feet, or 4 miles down. Of course, deeper well drilling 
means increased costs to the producer.. For example, wells drilled to 2,000 feet 
cost less than $25,000; well drilled deeper than 7,500 feet cost over $100,000; and 
wells drilled deeper than 15,000 feet cost at least a half million dollars, and 
many cost more than a million. The cost of equipping these wells, most of which 
are completed in hazardous high-pressure zones, are prohibitive. Similarly, 
the cost of geological and geophysical research for new reservoirs, and the cost of 
acquiring leases, have increased appreciably during the past 10 years. 

It has been argued that prices should be based on the cost of present reserves, 
and when new reserves are discovered a readjustment of prices based on new 
discoveries should be made. This will not create a desire on the part of risk 
capital to wildeat and discover new reserves, due to the hazards encountered and 
the uncertainty of this type of industry. In other words, an independent producer 
may take a certain amount of his current capital and set it aside to replenish his 
stock of goods (gas), but when he finds himself depleting his capital structure 
due to the costlier acquisition cost of leases, higher drilling costs due to deeper 
drilling, and hazardous conditions of higher pressures, et cetera, he will retrench 
and slow down because he does not know what his price will be under a regulated 
economy even if he does make a discovery. I cannot imagine a worse situation 
than having a pipeline or distributing system without any gas to run through 
it, or an industrial plant without needed fuel. Let’s look at the oil industry, 
a similar industry to the gas industry. Unregulated, it has found and produced 
in time of peace and war a sufficient quantity of crude petroleum to meet the 
Nation’s needs at a price far below other commodities. The price of crude oil is 
universal, with slight variations, because of quality or transportation costs. 
It is neither based on the cheapest cost nor the highest cost but on the average, 
with incentive to discover new reserves to take care of an expanding and growing 
country. Let me illustrate a case. Take the Rowan gas pool, a few miles out of 
Houston, on land settled by my father in 1877, having moved there from Brooklyn, 
N. Y. The Houston Pipe Line Co. was the only pipeline in the area when this 
field was discovered, and we were forced to sign a contract with them on their 
own terms and conditions. I hope the Democratic angels in heaven intercede 
in behalf of my old friend, George Hill, and get a pardon from St. Peter for all 
the sins committed by this otherwise great man against the gas producers of 
this State, and that he is enjoying the celestial peace and happiness we all seek. 
I told his successor in office that this contract was negotiated at the same “arm’s 
length bargaining’ as the Japanese Peace Treaty. It is my recollection that 
MacArthur wrote it and pointed a finger at the Japanese representative and said, 
“Sign it,’ which is what happened at Rowan gas pool. We delivered Houston a 
minimum amount of gas and drilled no new wells. Last year I renegotiated 
this contract. Two new wells have been drilled and a third is drilling, and sub- 
stantial quantities of gas are available for Houston’s needs. Incidentally, we 
gave this gas to Houston, an intrastate company, at a cheper price thn we were 
offered by an interstate pipeline for fear of the very things that are now happen- 
ing, and that is a freeze in prices. 
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I do not believe that the Congress ever intended for the Federal Power 
Commission to regulate the price paid to the producer, and I think the Fed- 
eral Power Commission correctly interpreted the Natural Gas Act of 19388. 
To my knowledge, we are witnessing for the first time in our Nation’s history 
an instance where an extractive industry has been declared to be a public util- 
ity. Heretofore, public utility regulation has been imposed only where there 
was a monopoly on the supply of the commodity. The price behavior of natural 
gas has none of the symptoms of monopolistic control. Independent producers 
are vigorously competing with each other to find a commodity (natural gas) 
and then to sell that commodity in a competitive market. Prices of natural gas 
vary from field to field, and even vary within the same field. Natural-gas prices 
are not only competing with competitive fuels, but are actually in many instances 
priced far below such competitive fuels. And this is true, notwithstanding the 
fact that the majority of consumers prefer natural gas to other fuels because 
of its cleanliness and convenience, and consequently would prefer to pay a 
higher price for it than to use other fuels. 

In this connection, let me draw a contrast between the small independent 
gas producer and a large gas company or oil company producing gas. The small 
producer is usually faced with the necessity of financing his operations after 
a discovery. In order to borrow money, he must have a sale for his production 
(even his oil wells can be shut down if he flares his casinghead gas produced 
incidentally with his oil). A pipeline company knows this, and therefore is in 
a position to force him to sign a contract on their own terms and conditions and 
price, whereas the large company can withhold its production from the market 
and even pay shut-in royalty until the pipeline company meets its terms and 
conditions and price. 

The Federal Power Commission, mainly because of the Phillips case and the 
City of Detroit case, considers that under the law it must use the utility-type 
regulation in dealing with independent producers. In the relatively few inde- 
pendent producer cases so far considered, it has become apparent that this 
method is unworkable. You can’t determine the fair price for gas by relying 
mainly on a calculating machine. The production of gas is inherently combined 
with the production of oil. You can’t regulate the price of gas on a cost-of-service 
basis without making some kind of an arbitrary allocation of the joint costs. 
No satisfactory method has been found. The results are bound to depend upon 
the arbitrary allocation. This method produces, in many instances, the price 
of gas from many fields in excess of what you can sell it for. In many other 
fields the price thus determined is far below the price you have contracted to 
sell it for, and below the reasonable market price. This method wholly ignores 
the sanctity of a contract. The independent producer can’t do his financing 
and develop his property under a type of regulation which destroys the sanctity 
of contracts. 

Too frequently people think that the large companies are the typical pro- 
ducers. Nothing could be further from the facts. It is the small producer who 
drills the vast majority of the wildcat wells each year. The large companies 
often farm out wildcat acreage to the small producer and come back for 
development only if the wildcatting is successful. The gas industry absolutely 
must have the efforts and the energy of this group of producers. Without their 
venture capital and venture personnel, a vital source for the development of 
new reserves for both oil and gas will be lost. These people cannot compete 
with the large integrated companies in developing known gas reserves such as 
are found in the offshore areas of Louisiana and Texas. The costs are simply 
too prohibitive. They must confine their search to the undeveloped areas within 
the continental United States. The activities of this group will cease if they are 
not permitted to earn enough income from their occasional discoveries to re- 
invest in new adventures. 

The Supreme Court is responsible for making this utility type of regulation 
necessary. Its decision is rank judicial legislation. Two Congresses have 
passed laws reiterating the fact that it was never the intention of Congress 
that we should have the situation existing today. There has now been intro- 
duced in the House a third law—H. R. 6790—sometimes referred to as the Harris- 
O'Hara bill. This bill does not free the producer from regulation, but it does 
free him from the type of regulation which the Supreme Court decreed. It does 
not go as far as I think it ought to go, because I believe the true public interest 
would best be served by letting competition between producers and between gas 
and other fuels control the price of this commodity. However, it does have 
certain sedatives in it that alleviate the pain of the independent producer to 
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some extent. It will tend to create a better atmosphere. It will quell some of 
the confusion and frustration. It will empower the independent producer to 
continue to make his contribution toward supplying the demands of present and 
future consumers. It holds out to him the hope of realizing such profit as will 
result to him from being able to sell his gas at contract prices which he can 
rely on, and at the reasonable market value of the gas as a commodity. Because 
of the peculiarities of our business, I am reasonably certain in my own mind 
that if you put the iron heel of Federal regulation on the brow of the independ- 
ent producer, your pipelines and distribution systems will within a very few 
years be only half filled with gas; on the other hand, if we remain free of 
Federal control I am sure there will be a continuing and adequate supply of 
natural gas at a fair and reasonable price for many years to come. 


lith ANNUAL MEETING TEexaS INDEPENDENT Propucers & RoyaLtty OwNeERs 
ASSOCIATION CONVENTION 


Subject: Report of gas committee. 
To: Membership, 11th annual meeting. 


The Natural gas committee, working under the direction of the executive 
committee and in close collaboration with the legal and engineering committee, 
sought throughout the year to implement association policy on gas matters, both 
State and National. 

At the 10th annual meeting last year, the gas committee presented for mem- 
bership approval a comprehensive statement of TIPRO policies on the broad 
natural-gas front. It is the recommendation of the committee that the report 
adopted at that time be reiterated in general outline. On the assumption that 
this recommendation will be accepted, we herewith limit our presentation to 
only those subjects of immediate concern. 


NATURAL GAS ACT AMENDMENT 


Of primary concern has been efforts to secure amendments to the Natural 
Gas Act designed to correct the Phillips decision of the Supreme Court, to the 
end that independent gas producers and royalty owners be removed from Federal 
control. Toward this end the association cooperated with other segments of the 
industry in working toward new amendments. 

The executive committee saw fit to place extraordinary powers in the gas 
committee during the year in that it was authorized to act within the broad 
mandate laid down by the executive committee. The recent presentation pre- 
pared for the House Interstate and Foreign Commerce Committee on the pending 
Harris-O’Hara bills was taken under this grant of authority. Inasmuch as our 
presentation has been delayed until immediately after this membership meeting, 
however, our decisions have been made subject to review and are here placed 
before the membership for such action as the association desires taken. 

Responding to the repeated expressions of the membership of TIPRO, the 
gas committee, in its consultations with the industrywide group, continually 
emphasized its objection to peacetime controls of any commodity as contrary 
to our fundamental American system. 

After months of intensive negotiations the industry committee advanced a 
proposed bill which retained limited control over the producer of natural gas. 
Under this bill certain escalation clauses were outlawed, and all future producer 
contracts would be required to be approved by FPC. 

The bill was revised slightly and introduced by Representative Oren Harris 
of Arkansas and Representative Joseph P. O’Hara of Minnesota, as identical 
bills. An important amendment, added after substantial industry agreement 
had been secured, but prior to introduction of the bill, called for the elimination 
of all State and local authority over gas prices either at or before the entrance 
of the gas into interstate commerce. Another amendment added at the same 
time would allow FPC voiding of any indefinite pricing clause which it feels 
would be contrary to the public interest. 

After the introduction of the Harris and O’Hara bills, the gas committee 
studied the measures, met in Austin, and agreed to support them but to urge 
certain needed changes before enactment. Generally speaking, these changes 
would (1) allow two-party fa'vored-nation clauses to escalate in old contracts 
and to be included in new contracts, (2) eliminate the prohibition against 
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State price authority, (3) move the burden of proof in FPC hearings from 
the producer to the objector to the contract, (4) extend the antidiscrimination 
protection of the present act to cover gas producers (5) allow cancellation of 
contracts containing specific provisions for cancellation in event of the as- 
sumption of Federal control, and (6) change certain dangerously ambiguous 
wording in the bill as written. 

Chairman Arch Rowan has requested permission to be heard by the House 
Committee on Interstate and Foreign Commerce to present the TIPRO position 
on these bills. The committee has scheduled the TIPRO presentation immed- 
iately after the convention. 

The first witness before the committee presented two proposed amendments 
to the bill which he stated must be included before the bill would have com- 
plete administration support. These amendments would (a) allow the FPC 
to use cost as a basis in determining producer prices, and (b) allow FPC 
review of definite pricing clauses. These two suggested changes would eliminate 
the principal benefits secured by producers under the proposed bill. 

The committee recommends to the association membership that we oppose 
vigorously any bill which would empower the Federal Power Commission to 
consider cost in determining reasonable market price for natural gas and fur- 
ther recommends unequivocal opposition to empowering the Federal Power 
Commission to undertake a continuing review of definite escalation clauses. 


RESOLUTIONS 


The committee therefore recommends the following resolutions for adoption 
by the membership: 

“Be it resolved, That the membership of the Texas Independent Producers & 
Royalty Owners Association in convention assembled this 22d day of May 1957, 
take every possible means of communicating to the Congress, the administration, 
and the public all factual data demonstrating the importance to consumers and 
producers alike of removing Federal Power Commission jurisdiction over in- 
dependent natural gas producers and royalty owners; and be it further 

“Resolved, That the association officials be instructed to give active support 
to the Harris-O’Hara bills (H. R. 6790 and H. R. 6791) as introduced providing 
that minimum necessary amendments proposed by this association are made a 
part of such legislation; and be it further 

“Resolved, That in the event the executive committee finds that minimum 
safeguards to the independent producer and royalty owner are not provided in 
legislation considered by the Congress that the committee shall be empowered 
to withdraw support and seek deferment of congressional action until an im- 
proved bill can find acceptance ; and be it further 

“Resolved, That officers of this association be instructed to file protests with 
the Federal Power Commission with respect to proposed rule under docket R—162, 
requiring certain reporting by independent gas producers.” 


OTHER ACTION 


It is the recommendation of the gas committee that the executive committee 
remain fully empowered to pursue action specifically mentioned in the man- 
date of the 10th annual meeting, including any or all of the following measures 
as the executive committee may deem appropriate: 

(1) Legislation to make gas pipeline companies common carriers, subject to 
regulation by the Interstate Commerce Commission. 

(2) Legislation to prohibit discrimination by gas purchasers in the purchase 
of gas. 

(3) Legislation to divorce from gas pipeline companies all unrelated activities 
carried on by them, limiting their activities solely to the purchase, transmission, 
sale, and distribution of natural gas. 

(4) Texas market demand legislation, operating similar to oil market demand 
statutes with appropriate special provisions for casinghead gas. 

(5) Ratable taking legislation with provisions adequate to induce pipeline 
companies to bargain in good faith for all Texas gas in all fields in order to fill 
market demand. 

(6) Administrative action by the Texas Railroad Commission to continue its 
progress within presently existing authority to promote ratable taking and 
nondiscrimination of natural gas. 
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(7) Encourage in every way possible greater use of Texas gas within the 
State. 

(8) Seek action in the courts as may be appropriate to provide clarification 
of the Phillips decision to remove Federal jurisdiction over independent gas 
production and gathering. 

It was the decision of your gas committee, in which the executive committee 
concurred, that legislation in the Texas Legislature in the session now being 
concluded should not be pursued with regard to any of the several objectives 
authorized. 

We did give support, however, to measures which were believed to provide 
encouragement to the establishment of new gas-using industries in the State of 
Texas. We also exercised vigilance with regard to proposed legislation to im- 
pose additional taxes on independent gas producers and royalty owners. 

On the administration level, this association prepared on amicus curiae brief, 
in which we were joined by the four regional independent producer associations, 
in a so far successful effort to eliminate a restraining order on the Texas Rail- 
road Commission in its progress toward more ratable taking of natural gas. 
The case is on appeal, and it is the recommendation of this committee that 
TIPRO officials be authorized to continue the association’s active cooperation in 
this important undertaking. 

Mr. Chairman, I move the approval of this report on behalf of the Natural 
Gas Committee. 

Respectfully submitted. 


ArcH H. Rowan. 


SUPPLEMENTAL Report NATURAL GAs RESOLUTIONS 


There has been introduced in the Congress bills which would decontrol gas 
producers on the basis of quantity of gas produced, including H. R. 6813 by Con- 
gressman Macdonald. 

It is the judgment of this association that such legislation is fundamentally 
unsound and economically undesirable. From a practical standpoint, for exam- 
ple, we hold that should utility control succeed in keeping gas prices of the 
larger companies down, the effect would be to place an artificial limit on prices 
paid the smaller independent producers as well. On the other hand, should the 
prices paid to small producers rise above that allowed for the larger producers, 
the effect would be to encourage pipeline companies to purchase only from the 
larger producers, thereby tending to promote a monopoly. Also, many royalty 
owners would be penalized under such legislation in that their holdings are on 
property produced by companies which would remain under utility regulation. 
above such considerations, however, is the fundamental fact that it is unsound 
to promote this type of class legislation, even if those urging our support were 
in a position to offer reasonable assurance of its passage. Be it therefore 

Resolved, That the membership of Texas Independent Producers and Royalty 
Owners Association in convention assembled this 21st day of May 1957, instruct 
its officials and representatives to oppose H. R. 6813. 


SuGGESTED AMENDMENT NO. 1 


(Suggested change occurs in lines 21 to 24, p. 2, of H. R. 6790) 

Omit in subsection (b) of section 1- of the Natural Gas Act, as amended by 
subsection (b) of section 2 of H. R. 6790, the portion in brackets: 

“(b) Subsection (b) of section 1 of the Natural Gas Act, as amended, is 
amended to real as follows: 

“(b) The provisions of this Act shall apply to the transportation of natural 
gas in interstate commerce, to the sale in interstate commerce of natural gas 
for resale for ultimate public consumption for domestic, commercial, industrial, 
or any other use, to natural-gas companies engaged in such transportation or 
sale, and to the sale of natural gas under producer contracts to the extent 
provided in sections 13A, 13B, 13C, 13D, and 13E, which sales, to such extent, 
shall be subject only to Federal regulation, and not otherwise ; but the provisions 
of this Act shall not apply to any other transportation or sale of natural gas, 
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or to the local distribution of natural gas, or to the production or gathering of 
natural gas, or to the faciilties used for such local distribution, production or 
gathering; [and no State or local authority shall regulate the sale price of 
natural gas either at or before the commencement of the transportation of such 
natural gas in interstate commerce.]” 


SUGGESTED AMENDMENT No. 2 


(Suggested change occurs in lines 4 through 8, p. 6, of H. R. 6790) 


Omit subparagraph (1) of subsection (a) of section 13A, reading as follows: 
“(1) The ‘two-party favored-nation clause’, under the terms of which 
the price of the natural gas is or may be increased in the event the pur- 
chaser shall pay or offer a higher price for natural gas in the same field 

or in any area specified in the contract ;” 
and change the numbering or subparagraphs (2), (3), and (4) of said sub- 
section (a) of said section 13A to subparagraphs numbered (1), (2), and (3), 

respectively. 
SUGGESTED AMENDMENT No. 3-A 


(Suggested change occurs in lines 20 and 21, p. 8, of H. R. 6790) 


In lieu of subsection (e) of section 13A, substitute, with the italic portion 
indicating the change, the following: 

“(e) If any such objection or protest to the new producer contract is filed, or 
if such a proceeding is initiated by the Commission upon its own motion, the 
Commission shall set the matter for hearing promptly and after hearing shall 
determine the issues raised by the objections, or protests, or by its own motion. 
Any such objector or protestant, the Commission, or any party to such contract 
shall have the right to introduce evidence and be heard. In such proceeding, 
the burden of proof shall be upon the objector or protestant or the inittator 
of the objection or protest to prove the ground or grounds of objection or pro- 
test. Should an objection or protest be filed, or the Commission’s motion pe 
based, on the ground that the definite pricing clause of such contract results m 
a price which exceeds the reasonable market price of the natural gas at the 
point of delivery specified in the contract, the Commission shall make a finding 
determining such reasonable market price.” 


SUGGESTED AMENDMENT No. 3-B 
(Suggested change occurs in lines 11-16, p. 12, of H. R. 6790) 


In lieu of subsection (d) of section 13B, substitute the following: 

“(d) The Commission shall set the matter for hearing promptly, and after 
hearing shall determine, and by order fix, the reasonable market price of the 
natural gas at the delivery point specified in such contract. Unless it be shown 
to the satisfaction of the Commission by the objectors or protestants in such 
proceeding that the price specified in the contract was not arrived at by arm’s- 
length bargaining, the burden of proof in such proceeding shall be upon the 
objectors or protestants to establish that the proposed increase in the price of 
natural gas will result in a price which exceeds the reasonable market price 
of the natural gas at the point of delivery specified in the contract.” 


SUGGESTED AMENDMENT No. 4 
(Suggested change would be by addition as sec. 7 of H. R. 6790) 


Add a new section to be known as section 7, as follows: 

“Sec. 7. Subsection (b) of section 4 of the Natural Gas Act, as amended, is 
amended by substituting the following therefor : 

“(b) No natural-gas company shall, with respect to any purchase, transporta- 
tion, or sale of natural gas subject to the jurisdiction of the Commission, (1) 
make or grant any undue preference or advantage to any person or subject any 
person to any undue prejudice or disadvantage, or (2) maintain any unreasonable 
difference in prices paid, rates, charges, service, facilities, or in any other respect, 
either as between producers, localities, or as between classes of service.” 
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SuGGESTED AMENDMENT No. 5 
(Suggested change occurs as addition between lines 13-14, p. 19, of H. R. 6790) 


Amend subsection (b) of section 5 of H. R. 6790 by adding a new subparagraph 
(iv) and the word “and” at the end of subparagraph (iii), so that said subsection 
(b) will read as follows: 

“(b) With respect to natural gas sold and delivered or to be delivered under 


existing producer contracts, except such producer contracts as are subject to the 
provisions of section 6 of this Act— 


“(i) all prices which were being paid for such natural gas on June 7, 1954, 
by reason of an order of a regulatory agency of any State; and 

“(ii) all prices which are payable on the date this subsection takes effect 
under a definite pricing clause of any such contract; and 

“(iii) all prices which were being paid on the date this subsection takes 
effect under an indefinite pricing clause of any such contract; and 

“(iv) all prices which were being paid or were payable on or before June 7, 
1954, under producer contracts in existence on or before said June 7, 1954, 


are hereby declared to be valid prices, and such prices shall continue in force 


and effect until they are changed in accordance with the provisions of the Act, 
save and except,” ete. 


SvuacesteD AMENDMENT No. 6 
(Suggested change occurs in line 21, p. 23, of H. R. 6790) 


Amend subsection (b) of section 6 by inserting the words in italic, so as to 
read as follows: 

““(b) In the event deliveries of natural gas were not commenced before Febru- 
ary 1, 1957, under a producer contract in existence at or prior to the date this 
subsection takes effect and such contract was not submitted to the Commission 
in a proceeding which resulted in the issuance of a certificate of public con- 
venience and necessity (other than a temporary certificate) prior to the date 
this section takes effect, the seller under such contract shall not commence 
or continue deliveries of natural gas thereunder after the effective date of this 
subsection (except those deliveries authorized under a temporary Certificate) 
until such seller has obtained a certificate of public convenience and necessity 
under section 7 of the Natural Gas Act, and for the purpose of obtaining such 
certificate such section 7 shall continue to be applicable as though this Act had 
not been enacted: Provided, however, That no seller under a producer contract 
entered into after the effective date of this Act shall be required to obtain such 
certificate of public convenience and necessity. The Commission in passing 
upon the application for such certificate shall determine whether the definite 
pricing clause of such contract results in a price for natural gas delivered there- 
under which exceeds the reasonable market price of such natural gas at the 
point of delivery specified in the contract. Should the Commission determine 
that such price is in excess of such reasonable market price, the Commission 
shall deny such certificate and such contract shall be null and void as of the 
date of such denial. If the certificate is issued, such contract shall continue in 
effect in the same manner as any other existing producer contract subject to the 
provisions of the Natural Gas Act, as amended by this Act.” 


SuGGESTED AMENDMENT No. 7 
(Suggested change occurs in sec. 13D, lines 8-15, p. 16, of H. R. 6790) 


Add the portion in italic hereinafter to section 13D, so that said section 13D 
will read as follows: 

“Sec. 13D. Any provision of any producer contract which permits the can- 
cellation of the contract, or the cessation or reduction of deliveries thereunder, 
because of the assertion or attempted assertion of Federal governmental juris- 
diction over such contract, or either party thereto in relation to any matter 
concerning such contract, is hereby declared to be invalid and may not be 
enforced or exercised by either party thereto: Provided, however, That, as to 
any producer contract in existence on or before June 7, 1954, containing such 
provision or provisions, the party having such right of cancellation or the cessa- 
tion or reduction of deliveries thereunder may, by exercising such right within 
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ninety days from the effective date of this Act, but not thereafter, in accordance 
with the provision or provisions relating to the exercise of such right under the 
contract, and by the filing of written notice within such ninety-day period with 
the Commission of such election, cancel and terminate such contract or cease or 
reduce deliveries thereunder in accordance with the right provided by such 
contract.” 

SuGcEsTeD AMENDMENT No. 8 


(Suggested change occurs in line 25, p. 11, of H.-R. 6790) 


Omit the words “or may be” in brackets hereinafter in subsection (c) of sec- 
tion 13B, reading now as follows: 

“(c) Any person making such application shall forthwith mail a copy thereof 
to each person and municipality which is an ultimate purchaser for resale of the 
natural gas being delivered under the contract and which has filed with the Com- 
mission a written request to receive copies of applications which may be filed 
under this section with respect to producer contracts entered into by the natural- 
gas company which is the purchaser under the contract in connection with which 
application has been made, and whose name and address is shown on an official 
list of the Commission. The Commission shall keep an Official list containing 
the name and address of each person and municipality making such request to 
receive such applications. Notice of such application shall be published by the 
Commission in the Federal Register within fifteen days after filing, and objections 
or protests to such application may be filed within thirty days after the date such 
notice is so published, or within such shorter period as the Commission may pre- 
scribed. Any interested State, State commission, or municipality, or any pro- 
ducer, natural-gas company, or gas-distributing company which is [or may be] 
affected by the increase in price under such indefinite pricing clause in its pur- 
chases or sales of natural gas, may file objections or protests within such time on 
the ground that the proposed increase in the price of natural gas will result in 
a price which exceeds the reasonable market price of the natural gas at the point 
of delivery specified in the contract containing the indefinite pricing clause.” 


SUGGESTED AMENDMENT No. 9 
(Suggested change occurs in line 25, p. 7, and line 8, p. 8, of H. R. 6790) 


Omit the words in brackets hereinafter in subsection (d) of section 183A, read- 
ing now as follows: 

“(d) Objections or protests to such contract may be filed with the Commission 
within thirty days after the date of publication in the Federal Register of the 
notice provided for above, or within such shorter period as the Commission may 
prescribe. Any interested State, State commission, or municipality, or any pro- 
ducer, natural-gas company or gas distributing company which is [or may be] 
affected by such contract in its purchases or sales of natural gas, may file ob- 
jections or protests within such time on the grounds (i) that the definite pricing 
clause, if any, of such contract results in a price which exceeds the reasonable 
market price of the natural gas at the point of delivery specified in the contract, 
(ii) that such contract contains a type of indefinite pricing clause which is 
made unlawful by subsection (a) of this section [or is contrary to the public 
interest], or (iii) that such contract shortens the duration of a producer con- 
tract. . The Commission may initiate a proceeding upon its own motion, within 
the time so fixed, on any of such grounds.” 


Mr. Hesexiron. All right, Mr. Rogers. 

Mr. Rocers. Thank you, Mr. Heselton. 

Mr. Rowan, you have been in the oil and gas business for a long time. 

Mr. Rowan. More than 30 years for myself. 

Mr. Rogers. You feel like you understand it, do you not? 

Mr. Rowan. Well, I worked pretty hard at it. 

Mr. Rocrrs. Mr. Rowan, the statement you made earlier with regard 
to the possible adequacy of supply of gas, you know the oil and gas 
people pretty well, and their general feeling and attitude. Now, un- 
der the contention that is being supported by many to ene only 
the price to the consumer and to the dickens with everybody else con- 
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nected with the industry, those people are not going to stay in that 
business very long, are they ? 

Mr. Rowan. Well, no; wwe are not going to stay in it; and they are 
not. going to sell their gas, I don’t think, in interstate commerce. 

Mr. Rogers. That is what I mean, in interstate commerce. 

Mr. Rowan. And under existing law and regulation. 

For instance, I will illustrate that this way: What I am doing— 
please do not misunderstand me, it is not punitive in any respect, 
against the law or against the people; it is just simply a situation that 
I cannot live under. 

I own an interest, my company owns an interest, in a new discovery 
in south Louisiana. It has got both gas and oil in it, and it is a diffi- 
cult project and it is an expensive project ; and we are today producing 
the oil, and the gas is behind the pipe, and will stay behind the pipe. 

Now, the effect of that on the economy of this country is this: Of 
course, the oil will pay the cost of that well out, even though it prob- 
ably was $600,000, it will pay it out over a longer period of ‘time. We 
could complete th: at well sacl eaodinn oil and gas out of the same bore, 
the same well bore. We would pay out quicker, we would have our 

capital returned to us and we could reinvest into other ventures, seek- 
ing other places to drill and maybe trying to find other sources of oi] 
and gas, both. 

But we are going to leave that. gas behind the pipe until the atmos- 
phere is cleared to a point that we can make a contract for the sale 
of our product that we can live under. 

I am not talking about price. I am talking about the regulations 
so that you can live under those regulations and know what kind of a 
deal you are making. 

Mr. Rocrers. And. Mr. Rowan, if the supply of gas going into these 
interstate pipelines, because of this regimented process that seems to 
be developing, begins to decrease, it does not do away with the fact that 
the investment. in that pipeline and in distribution systems must be 
recovered, insofar as those companies are concerned, does it ? 

Mr. Rowan. It has got to be recovered ; yes, sir. 

Mr. Rocers. And it has to be recovered from less gas than it would 
have otherwise. 

Mr. Rowan. That is right. 

Mr. Rocers. Which simply means that the consumer is going to have 
to pay a higher price if that occurs, does it not? 

Mr. Rowan. It seems to me that that is a ver y true statement. If 
they can operate at capacity, they can operate cheaper, even though 
they have to pay more for the ga 

Now, during the depression, ‘the President of the United States 
Steel Corp., which was running at a capacity of 50 percent at that 
particular time, said they were losing millions of dollars; said— 
at 50 percent of capacity, we cannot stay in business. At 75 percent—at 60 
percent of capacity, we can break even. At 75 percent of onsianiie. we can pay 
the interest on our funded debt. And somewhere around 85 or 90 percent, we 


can pay our funded debt and our expenses and our preferred stock. Anything 
over and above that, the common stockholders would get. 





I think the same situation applies to any business, the automobile 
business or any business. 


Mr. Rocers. Thank you, Mr. Rowan. 
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Thank you, Mr. Heselton. 

Mr. Heseuron. Mr. Rowan, I want to ask just one question now. 

{ was very much interested in what you had to say as to section 
13F on page 9 of your summary of changes proposed, and I am sure 


you are thoroughly familiar with your analysis and explanation of it 
and your remarks. 


I noted in particular these words: 


It is the considered view of producers that these provisions of the proposed 
law, unless modified as above set out, potentially embody the most dangerous 
legislation contained in this bill. Unless changed, they forbode an early end for 
many small producers and increased costs to the burenertip consumer. 

I take it from that that if that section remains in the bill, you and 
your association would be unalterably opposed to it. 

Mr. Rowan. Where are we now, Mr. Heselton, what page do you 
say ? 

Mr. Hesevron. The analysis begins at about the middle of page 9. 
I was reading the last two sentences of that, at the top of page 10. 

Mr. Rowan. That must be in my statement made at the TIPRO 
meeting. 

Mr. Heserton. That is a summary of changes proposed by TIPRO 
in Harris and O’Hara bills, Natural Gas Act, which was submitted 
with your statement this morning. 

Mr. Drnceti. At the bottom of page 9? 

Mr. Hesertron. Look at the top of page 10, the next to the last page. 
The first words are “reasonable market price.” Then there is a 
sentence 

Mr. Rowan. Page 10, “reasonable market price.” 

Mr. Heserton. I begin with the words, “It is the considered.” 
Will you read that over ? 

Mr. Rowan. These remarks here ? 

Mr. Heserron. Yes. “It is the considered view of producers,” and 
so on. 

Mr. Rowan. Well now 

Mr. Heseiton. Will you answer my question? Will you read the 
question I asked to Mr. Rowan ? 

Mr. Rowan. Read the question. 

(The question was read by the reporter. ) 

Mr. Rowan. May I explain this provision to you ? 

Mr. Heseiton. Will you answer the question, and then you can 
explain it. 

Mr. Rowan. No, I do not think they would be opposed to it. 

Mr. Hesetron. You would not be opposed to it ? 

Mr. Rowan. I do not know whether they would or not, but I want 
to say this: That these provisions that you see here are the action of 
the gas committee of TIPRO on May 2. The gas committee had an- 
other meeting Sunday prior to the annual meeting, and no action 
was taken on this section 13F whatsoever, by the gas committee or by 
the association. 

Mr. Hesetton. But you referred in your statement this morning 
to the natural-gas pipelines rather vigorously. 

Mr. Rowan. I sure did. 

Mr. Hesevton. That has to do with the section that deals with the 
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natural-gas pipelines. It has not been changed at all since it was 
filed. 

Mr. Rowan. The statement I made this morning has not been 
changed, no, sir. 

Mr. Hesetron. I beg pardon? 

Mr. Rowan. The statement that I filed this morning has not been 
changed by the committee at all, no, sir. 

Mr. Heseiton. Section 13F has not been changed. 

Mr. Rowan. Section 13F has not been changed, but we took no 
position on it as an association. 

Mr. Hesetron. If it potentially embodies the most dangerous legis- 
lation contained in the bill, and unless changed forbodes the early end 
of many producers, have you changed your mind? 

Mr. Rowan. I have not changed my mind on it whatsoever. 

Mr. Hesetron. You would be unalterably opposed to it? 

Mr. Rowan. I would not be unalterably opposed to it. 

Mr. Hesetron. You would not? 

Mr. Rowan. No, sir, I would not. I was not the author of this pro- 
vision here. ‘The gas committe put this provision in here. 

Mr. Hesetron. I think that is all for the moment, Mr. Chairman. 

The Cuairman (presiding). Is there someone else who would have 
a question or two he would like to get in before we recess? Mr. Hale? 

Mr. Hate. Speaking to the same point that Mr. Heselton made on 
page 9, which amendment does that relate to ? 

Mr. Rowan. Well, I think Mr. Heselton was talking to subsection 
F, which is price assurances, which is headed, subheading, “Price 
Assurance for Pipelines.” 

Mr. Hate. Well, is that supposed to be, is that reference to 13F on 
page 17 of the bill? 

{r. Rowan. It is reference to section 13 in the bill. 

Mr. Hatz. This bill is very confusing, because there are at least 
3 “f’s.” There are two 13 (f)’s, and one 13F. 

Mr. Rowan. Mr. Hale, this is the one, 13F, and the subheading in 
the bill, it is on page 17, “Allowance of Operating Expense for Natu- 
ral Gas Produced, or Purchased from an Affiliate, by a Natural-Gas 
Company.” That is on page 17. 

Mr. Hate. Then it is 13F. 

Mr. Rowan. Cap F is right, yes, sir. 

Mr. Hate. And your statement should be corrected accordingly. 

Mr. Rowan. This should be corrected, yes, sir. 

Mr. Hate. I do not want to quibble, but there is a very genuine 
source of confusion in having these various sections with 19 “f’s.” 
One is a cap F, and the other two are small f’s. 

Mr. Rowan. I would like to say to the committee this: That this 
summary of changes, this right here, that has apparently gotten into 
the record, I suppose the executive vice president of the association 
has put it in the record, is the action that was taken by the gas com- 
mittee prior to the annual meeting, and some of the things taken 
or done by the gas committee were not approved of at the annual 
meeting. One of it was this section right here dealing with 13F. 

Mr. Hate. I am trying to find the amendment that applies to sec- 
tion 13F. Can you help me on that? 
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Mr. Rowan. Let me see, Mr. Hale, if I can find that. 

Commencing on page 9, “Price Assurance for Pipelines,” in sec- 
tion 13f—that should be section 13F. 

Mr. Hate. Yes. But which amendment? You have got 10 
amendments. 

Mr. Rowan. We do not have any amendments which affect this 
section 13F, sir. We do not ask for any changes in that. 

Mr. Hare. I think this is a little obscure, and I think I got a 
wrong impression. 

What you say on page 9 of this supplement, in paragraph X, is 
that section 13F 

Mr. Rowan. Yes, that is correct. 

Mr. Hale (continuing). As drawn, meets with your entire ap- 
proval, and that if it were changed it would ruin the bill; is that 
right? 

{r. Rowan. No, sir, it would not ruin the bill. No, sir. We have 
no comment on section 13F. We have no comment on it. We ask 
no changes in it, and the only position the TIPRO Association has 
taken on this particular question right here is in a kind of a back- 
handed way, and that is that they do not think that pipelines, cer- 
tificated pipelines—— 

Mr. Hate. Let me interrupt you. Here is the language which Mr. 
Heselton very appropriately was impressed by. He said you say: 

“It is the considered view of producers that these provisions of 
the proposed law”—referring, as I understand it, to 13F—“unless 
modified as above set out, potentially embody the most dangerous 
legislation contained in this bill.” 

When you say “unless modified as above set out,” I do not know 
where you above set it out. 

Mr. Rowan. We have set it out. 

Mr. Hale, maybe I can explain it this way: This was prepared as 
an action of the gas committee prior to the annual meeting. The 
annual meeting reversed the action of the gas committee and did not 
ask for any legislation or amendment on 13F. 

Mr. Hate. What you mean is that you would like to see 13F 
stricken out ? 

Mr. Rowan. No, sir. We have no comment on it. We have no 
requested changes in it at all. So far as we are concerned, they can 
leave it in the bill or they can take it out, as they see fit. I can 
appreciate the fact that it is confusing. 

Mr. Hate. I am just as puzzled as T can be. 

You say it is the considered view of produceers that “unless modified, 
these provisions embody the most dangerous legislation contained in 
the bill.” 

Now, I want to know what provisions you want to modify in section 
13F and how you want to modify them, and then you say you do not 
want to modify them. 

I am completely confused. 

Mr, Rowan. I can very well understand why you, Mr. Hale, are 
completely confused about it. It is confusing. 

On May 21, the gas committee of TIPRO met at Austin, Tex., and 
passed a resolution asking for changes in this bill. We came up here 
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thinking that we would be heard. On May 19, TIPRO had its annual 
meeting, and the gas committee met again, and reconsidered the bill 
with a full attendance there, and the membership fully considered it. 

Mr. Hare. And reversed itself? 

Mr. Rowan. And we reversed our recommendations, and this is not 
a recommendation of ours at all. This should not be in the record. 

Mr. Hate. Then you want the—I think I understand it. 

Mr. Rowan. It is very confusing, and I am sorry it happened. 

Mr. Hatz. TIPRO, you said, reversed itself ? 

Mr. Rowan. That is correct. 

Mr. Harte. And you want this language of yours on pages 9 and 10 
of the supplement stricken out, is that correct? 

Mr. Rowan. Yes, sir; I sure do. 

Mr. Hate. What? 

Mr. Rowan. I sure do, because we did not take any action on it, on 
that section. 

Mr. Hae. Then you do not think it needs to be modified, and you do 
not think it is dangerous legislation, and you want us to forget about 
the whole thing? 

Mr. Rowan. 13F, yes, sir. Here is our position on it, if you will 
permit me. 

Mr. Hare. You like 13F as it stands? 

Mr. Rowan. That is right. 

The CuatrMan. Will the gentleman yield at that point? 

Mr. Hate. Yes. 

The Cratrman. Maybe I got the wrong impression. My impres- 
sion of what you meant is that you are not opposing the section as it 
applies to the natural-gas companies who own their own production, 
but what you meant, if they were to be given a certain price considered 
to be the reasonable market price in a particular field, that you and 
your people in the producing end should have an equal price. 

Mr. Rowan. Exactly. 

The CHarrman. In that same field. 

Mr. Rowan. Exactly. 

The Cuatrman. And that they should not hold you down to 5-cent 
gas and give the long-line company 10-cent gas. 

Mr. Rowan. Exactly, Mr. Chairman. And after the committee got 
to the point where they finally understood—— 

The CuHatrman. Yes. 

Mr. Rowan (continuing). That the antidiscrimination amendment 
which we were offering this committee, you see, we are offering an 
antidiscrimination amendment here, and if the antidiscrimination 
amendment would be adopted, why, 13F is all right. They cannot do 
anything else but pay us the same price that they pay themselves. 

The Cruamman. That is precisely what I thought you had in mind 
with that statement. 

Mr. Rowan. So when we revised our recommendations here, we 
did not want to clutter it up by having two things happen that would 
accomplish the same results when one would take care of it. 

Mr. Hae. Well 

Mr. Rowan. I am sorry, Mr. Hale, of the confusion there. It is 
confusing. 
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Mr. Hate. Then what you say is this: that you are satisfied with 
13F as it stands only if your other amendment, one or more of your 
other amendments, are adopted, maybe all of them ? 

Mr. Rowan. Your antidiscrimination amendment and your fa- 
vored-nation clauses take care of it. 

Mr. Hatz. What you are emphasizing is the necessity for having 
the two-way most-favored-nation clauses ! 

Mr. Rowan. Yes, sir; that is correct. 

Mr. Hate. That enlightens me. 

(Discussion off the record.) 

Mr. Macponatp. Could I make a motion that the committee ask 
Mr. Heyke to reappear. It seems to me terribly important, inasmuch 
as practically everybody has been referring to him about these meet- 
ings. He headed up the council of the distributors, and I certainly 
would like to be able to examine him. 

The Cuarrman. Well, of course, it is not the disposition of the 
Chair to prevent any member from examining any witness although 
there is a practical situation with which the committee is faced, and 
I announced earlier this week that these hearings, so far as the pro- 
ponents were concerned, were going to conclude today. 

Mr. Heyke was here all the week, until the day before yesterday or 
yesterday, I have forgotten which, available and subject to this com- 
mittee. But, in view of the extensive interrogation by many of us on 
this committee, he was not reached, as was true with several others. 

It is not Mr. Heyke’s fault, I will say that. Certainly not mine as 
the chairman, because I have not used all of the time, and I know he 
was here and very anxious to testify. 

Under the circumstances, I do not see—may I inquire, of anyone, 
if Mr. Heyke is in Washington today ? 

I am informed he is not. 

In view of that situation, I see no alternative other than whatever 
questions that you might have that you want to present to him, pre- 
sent them to him in writing, for the record, and get his responses to 
them. 

The committee will recess until 2 o’clock. Mr. Rowan, will you be 
able to be back at that time? 

Mr. Rowan. I will be available, yes, sir; right here. 


(Whereupon, at 12:20 p. m., the committee adjourned, to recon- 
vene at 2 p. m. of the same day.) 


AFTERNOON SESSION 


The Cuamrman. The committee will come to order. 

Mr. Rowan had completed his statement and was being interrogated 
by members of the committee. I believe the first round of 5 minutes 
questioning had been completed. 

As I understand, Mr. Rowan referred to a “summary,” changes pro- 
posed by TIPRO, and so forth, which was referred to this morning, 


which was not intended to be a part of the record along with your 
statement. 
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STATEMENT OF A. H. ROWAN—Resumed 


Mr. Rowan. That is correct, Mr. Chairman, and may I explain. 

The Cuarrman. It accidentally got in. You did not intend to in- 
troduce it? 

Mr. Rowan. I did not intend to include it. It was a summary of 
what happened before the annual meeting, and the annual meeting has 
deleted some of the things that the gas committee took action on as 
being duplications. 

And this should not be in the record. And I would appreciate it 
if you would leave it out of the record. 

The Cuarrman. Mr. Alger, you may proceed. 

Mr. Atcrer. Mr. Rowan, I would like to run over your statement 
quickly, if I may, while I have a few minutes here, and pick up some 
odds and ends that I might not otherwise be able to ask you about. 

On page 2, you mentioned something, that for the first time has 
been said in this hearing, to my knowledge, to which you are referring, 
I believe, in your first amendment. 

You make this statement : 
and conceivably may become the entering wedge into the nationalization of the 
whole oil and gas industry—and possibly all other minerals, including coal and 
energy resources. 

I just wondered what you had in mind because I have not heard 
it said before in these hearings—and if there is any element of truth 
to this I feel many members of this committee, certainly, do not un- 
derstand this nor share the view, if I understand what you said here. 

What did you mean by might be the entering wedge into the 
“nationalization of the whole oil and gas industry”? 

Mr. Rowan. This is on page 2? 

Mr. Areer. Of your original statement. 

Mr. Rowan. My original statement here ? 

Mr. Atcer. It starts in the middle of the page, where you are speak- 
ing about the amendment relative to making it not permissible for 
States to set price. 

Mr. Rowan. I am reading it now. What we are concerned about 
is this, that if the State is denied any economic control over their 
natural resources, that the Supreme Court may decide that the con- 
servation measures which we adopt, such as restriction of production, 
may have some impact on price, although in our State the conserva- 
tion body, the railroad commission, has repeatedly said that it does not 
consider price but only waste. 

We are afraid that if we restrict the production down to a level 
where we would have a check on the price that they would be denied 
the right to regulate, to prevent waste, physical waste, and in that 
respect, why we are very much concerned with those measures. 

Mr. Atcrr. Well, now, when you say “nationalization,” you are 
thinking then that the invasion of the State rights by the Federal 
Government would be exceeded even further in the future? 

Mr. Rowan. That is exactly right. 

Mr. Aucrr. This is the entering wedge. 

Mr. Rowan. Yes; that is exactly right. 

Mr. Arcer. As you know, many here do not see that danger at all. 
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Mr. Rowan. Yes; 1 am sure of that. And there are many lawyers 
that do not see it in the legislation as it is now written. 

Mr. Arcer. Passing on to page 3, down toward the bottom of the 
page, you say, “The small producer is at the mercy of a monopoly,” 
and then you speak about, “It denies him a bargaining power.” And 
this is repeated throughout this statement. 

“Monopoly” has been used by the opponents of this bill in these 
hearings time after time as a condition in the gas field. 

We did not cover that fully this morning when I had the privilege 
of asking other questions. 

When you speak about the small producers being at the mercy of 
monopoly—we know monopoly might cause higher consumer prices 
which some of our colleagues in the North are afraid of. 

If I understand here, this monopoly that the small producers are 
at the mercy of might cause increased prices, too, to the consumers ? 

Mr. Rowan. W: ell, what we are concerned with, of course, is that we 
have the same advantage and no disadvantage. We are concerned 
with the fact that we may be forced to make a contract that will not be 
as favorable as another producer’s contract. 

Mr. Aucer. That is in the two-party—— 

Mr. Rowan. In the two-party escalation clauses; yes, sir. 

In other words, a small independent producer with a few wells is 
supposed to make a contract that covers the period 20 years. If he 
knows that he can put an escalation clause in there, a two-party 
favored-nation clause in there, if other people get a price that is higher 
than his in the future, why, he is protected ; other wise, he is not pro- 
tected. He can sit there and produce his gas and sell it at a price 
that is considerably lower than that which his neighbor is getting. 

Mr. Aicer. I will ask you another question that puzzled me and 
has not been brought out in these hearings either. 

You mentioned on the next page that the burden of proof should be 
upon the objectors. or protest: ants. That is relative to this language 
that you are objecting to—13A and B? 

Mr. Rowan. Yes, sir. 

Mr. Aucer. The way the bill is written now is that kind of like the 
guilty-until-proven-innocent idea. 

Mr. Rowan. I think so. 

Mr. Aucer. The way the bill is written now, the producer must 
justify himself rather than the man making the charge that the price 
is high ? 

Mr. Rowan. The bill, as written now, provides that you must bar- 
gain at arm’s length and competitively. And then the final deter- 
mination of what the fair reasonable market price is, is left up to the 
Commission to say ee “This agreement you reached with the natural 
gas company is fair,” or “it is unreasonable.” 

When you file that bakeneh: why, then, of course, the way this bill 
is W ritten, anybody who is interested or may. be interested can come 
in and file a protest. And the burden of proof is then upon—in the 

case of the new contract—the natural gas company. 

Actually, we can visualize the practical application of that to 
be this: 

If the amount of gas is small, not a large gas reserve, the burden 
of proof actually will have to be on the producer. The pipeline com- 
pany is not going up there and fight like the devil to get a contract 
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approved that they are not particularly interested in. That means 
that the producer with the small quantity of gas for sale is going to 
have to go up there and defend the contract that he made at arm’s 
length bargaining with the pipeline company. 

Mr. Axorr. And you would necessarily have to try to get that ex- 
pense, if there is a cost formula, in the price of your gas; wouldn’t 
you? 

Mr. Rowan. That is exactly right. 

Mr. Arcer. Automatically ‘higher prices ¢ 

Mr. Rowan. Yes, sir; yes, sir. I know of one instance where a 
producer in the Panhandle, in order to defend an escalation clause 
that he had in the contract which was denied, has spent more money 
than the actual value of all of the gas—not the escalation price but 
all of the gas for the past year and a half—trying to get his esca- 
lation clause, and failed. 

Mr. Avcer. This is just another one of the puzzles I have. Much 
like this one question I want to ask you, relative to the sanctity of 
contracts you mentioned. Again this is : rather unique way to put 
it—at least, it has not been expressed; I do not think it has been 
mentioned. 

You mention that 13D prohibits the cancellation of contracts which 
are written and the Federal Power Commission has repeatedly and 
publicly stated that it did not have jurisdiction over the price paid 
in the first sale of gas at the wellhead. 

Do I understand, too, that you cannot cancel those; you are in a 
captive industry once you have a contract in effect? 

Mr. Rowan. You are captive. You cannot cancel. If this law 
passed—I do not know: maybe under the regulations as they exist 
now—I do not think the Supreme Court passed on that; I am not 
a lawyer but I do not believe they have—if this law passes you can- 
not cancel those contracts. 

Mr. Auger. Well, now, if your cost went uwp—your labor, wages, 
or cost of steel, equipment, went up, say, 50 percent or inflation set 
in and the dollar was watered that amount—in either event you could 
not change your price: could you? 

Mr. Rowan. No, sir. 

Mr. Auger. You could not refuse to deliver / 

Mr. Rowan. No, sir. 

Mr. Arger. And you could just sit there and go broke, not being 
able to reinvest in other explorations; is that right / 

Mr. Rowan. That is correct. 

Mr. Arcrer. That seems hardly fair. And, as a result, there will be 
less exploring for new supplies. 

Mr. Rowan. That is correct. 

Mr. Arcer. On page 5, you meant trillions, not billions? 

Mr. Rowan. Yes, trillions. 

Mr. Arcer. I do not want to repeat questions that have been asked. 

You were asked earlier today if this bill with the amendments 
would be acceptable to the industry, yet your entire statement is a 
fine defense of the complete exemption of wellhead pricing—pric- 
ing at the wellhead of gas—it is a fine statement—and I am wonder- 
ing, for the same reason that these arguments show that gas should 
be exempted, that you are not for any regulation, since that may 
actually work to your detriment. 
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If this bill is accepted with your amendments, do you think that 
it will be a bill that will not stymie production or the search for 
more gas reserves ? f 

Mr. Rowan. Well, as I understand the bill, Mr. Alger, it has this 
effect on the producer: It takes him out of the category of being a 
natural gas company or public utility. 

And while the Federal Power Commission does have the right to 
veto his prices, it does not have the right to fix his prices. He can 
bargain at arm’s length with the natural gas company in the sale of 
his gas. And if they reach an agreement, those on have to be 
approved by the Federal Power Commission, under the rules that 
they prescribe in this bill, but they cannot fix the price. 

Once they have approved the prices, they are firm and his con- 
tract is a firm contract and he can rely on it. 

Under the present law, why, I think they can bring his prices up 
for review at any time. And if they find that they are high—too 
high—why, they can reduce them, based on whatever evidence may 
be produced. 

Mr. Acer. Would you say that so far as gas production itself is 
concerned without the pipeline factors, there is no bill necessary at 
all? What would you think about a bill, let me say, to place the 
gas producers in the same position they were before the Supreme 
Court decision, which merely exempts them from price control. 

Mr. Rowan. Every producer that I know of is strongly in favor of 
such a bill. That is really the type of legislation that they think 
ought to be enacted here. They ought to put it back in the category 
we thought we were in, in 1938, when they passed the Natural Gas 
Act. That is not subject to Federal regulation at all, not only in 
the production but in the gathering, the processing and for sale. 

We thought we were on that basis until 1954. And we think we 
ought to be back on that basis. 

The bill with these amendments—we asked to put it in, we favor 
it as a step in the right direction. 

There are things in the bill we do not like but we have taken it 
because it is a step in the right direction. 

Mr. Acer. Do you think that the consumers lowest price would 
be best assured by such a bill that exempted gas price control ? 

Mr. Rowan. I do. I think under the competitive free enterprise 
system we would find gas, we would find it in such quantities that 
the consumers would be assured of an adequate supply at a fair and 
reasonable price. 

Mr. Acer. But you are realistically trying to meet the present 
situation under which you cannot survive, and you must improve 
that as best you can? 

Mr. Rowan. That is correct. 

Mr. Atcer. With this bill and these amendments? 

Mr. Rowan. That is correct. 

Mr. Arcer. Do you know of anything in the history of gas pricing 
prior to 1954 that would lead those who want regulation to think that 
the better price could be attained by controlling gas pricing ? 

Mr. Rowan. No, sir; I do not know of anything. 

Mr. Atcrr. I am seeking the facts here. 

Mr. Rowan. I do not know of anything. 
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Mr. Arcrr. There have not been people testifying as you are? 

Mr. Rowan. Evidently not. 

Mr. Arcer. Dr. Boatright has agreed to put into the record—and I 
want you to know this—the comparative prices of the cost of gas both 
— and industrial, and other commodities, and the cost of living 
index. 

I recall, for example—and see if this strikes you right—that the re- 
tail cost of gas is around what it was back in the late thirties, whereas 
the cost of bituminous coal, for example, has gone up 225 percent of 


that index, the cost of living is up about 200 percent, and this was 
before regulation. 


Does that strike you as about right? 

Mr. Rowan. I cannot tell you, Mr. Alger. I do not know whether 
those figures are right or not. 

Mr. Arcer. Anyway, Dr. Boatright is providing those figures, and 
it is my hope that this committee will look at those to see if before 
regulation the price history did not justify in itself that regulation 
was not necessary. 

I certainly have appreciated your statement and feel that I have 
taken all of the time I should, Mr. Rowan. 

Mr. Rowan. Yes, sir. 

Mr. Avcer. That is all. Thank you. 

The Cuatrman. Mr. Heselton, I believe you were next. 

Mr. Hersevron. I will pass for the moment. 

Mr. Mack. 

The Cuairman. We are operating on the same basis which seemed 
to be acceptable. Do you wish Mr. Mack to go first ? 

Mr. Mack. Go ahead. 

Mr. Hrseiron. No; you may proceed. 

The Cuarrman. Mr. Mack. 

Mr. Mack. Thank you. 

I do not have many questions to ask, and I appreciate the fact. that 
my colleague defers to me. I am not sure that I understand your 
position with reference to the bills under consideration, including the 
bill introduced by Mr. Macdonald, so I just want to ask you a few 
questions. 

Do I understand that you are testifying here today in behalf of the 
Independent Producers & Royalty Owners Association ? 

Mr. Rowan. That is correct. 

Mr. Mack. And you are not representing the Mid-Continent Oil & 
Gas Association ? 

Mr. Rowan. No, sir. 

Mr. Mack. Or the Independent Petroleum Association of America? 

Mr. Rowan. No, sir. 

Mr. Mack. This is an organization within the State of Texas, is 
that correct ? 

Mr. Rowan. That is correct; yes, sir. 

Mr. Mack. I presume it would be something similar to the Inde- 
pendent Oil Producers in Illinois? 

Mr. Rowan. I believe that is right, Mr. Mack; yes, sir. 

Mr. Mack. In Illinois they represent very small producers, and 
that is not the case in Texas? 

Mr. Rowan. In Texas? 
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Mr. Mack. Yes, in Texas. 

Mr. Rowan. Oh, yes, we represent small producers. 

Mr. Mack. I misunderstood you this morning. 

Mr. Rowan. No; we represent small producers. 

Mr. Mack. You stated this morning that you represented several 
people, or organizations, which would not be exempted under Mr. 
Macdonald’s bill. 

Mr. Rowan. I said that I did not have the figures as to how many 
members of TIPRO would be exempted under the provisions of Mr. 
Macdonald’s bill. My guess is that every member of TIPRO prob- 
ably would be exempted under the provisions of Mr. Macdonald’s 
bill because his bill would only affect gas in interstate commerce. 
There are members of our association who sell more than 2 billion cubic 
feet of gas a year, but I would say that very few of our members sell 
more than 2 billion cubic feet of gas a year in interstate commerce 
very few of them, that is my considered judgment; and I do not have 
the figures. 

We do not let anybody be eligible for membership in our associ- 
ation that is an integrated company. If he owns pipelines, controls 
pipelines, or controls refineries, or sales activities, why he is not eli- 
gible as a member. 

It is strictly a producer's association with a minimum membership 
fee of $5 and the maximum fee is $500. 

Mr. Mack. What is the ave ‘age fee? 

Mr. Rowan. Not being an officer in it I cannot tell you. It is not 
very high. The operating budget is small. 

Mr. Mack. I hope you will excuse me for pursuing this, but al- 
though I am from an oil producing area, I am not too familiar with 
the association and with the industry, and therefore, I would like to 
know what is required for me to join such an association. 

I could not join with a dry hole, could I? 

Mr. Rowan. I do not believe, except some kind of associate mem- 
bership, they would take you in, but you ought to be, if you meet our 
qualifications, either a royalty owner or w ith some royalty produe- 
tion or having an interest in some oil wells or gas wells. 

Mr. Mack. I would like to ask how the membership is divided 
between the producers and roy alty owners ? 

Mr. Rowan. I would ing ever been an officer 
of the association—but being. one of the organizers—I would say that 
the majority of our members are producers. 

Mr. Mack. Would you mind stating then how many members you 
have? 

Mr. Rowan. 5,100. 

Mr. Mack. Using the comparative figures of the Illinois organiza- 
tion and your organization, I realize that we are really not competing 
with you at all. I wanted to have a thorough understanding of the 
size of the organization and its member ship. 

Mr. Rowan. We will be glad to give you the information that I 
cannot supply on these things, if you would like to have them, Mr. 
Mack. 

Tam just sorry I do not have it at my fingertips. 

Mr. Mack. I notice that you are from Fort Worth and I was won- 
dering if you people down there are trying to claim some of the 
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former honors held by Illinois. We think that we have quite a repu- 
tation concerning the underworld in Illinois. 

I see you are competing with us. 

Mr. Rowan. It seems that way, from what we read in the news- 
papers. | Laughter. | 

It is really a very peaceful and nice town to live in. 

Mr. Mack. Although I am not a resident of the Cook County area 
it is a very nice area, too, and I am sure that the enforcing officers i in 
both areas are doing their best. 

Mr. Rowan. That is correct. 

Mr. Mack. I do want to ask a couple of questions about your state- 
ment today. And that is, I presume that you will get into this prob- 
lem of the Macdonald bill and state more clearly your position on it. 

I was unable to determine whether you were supporting it. I 
imagine that Mr, Macdonald will get into that area. 

Mr. Rowan. Yes, sir. We did consider the bill, and discussed in 
our gas committee and we deferred taking any action on it in the 
committee which was on Sunday hoping that Mr. Macdonald would 
come down there and explain his position and we did not want to take 
a position until we had heard his side. 

At the Tuesday meeting there was a resolution presented from the 
floor and it passed un: :nimously. 

Mr. Mack. Supporting Mr. Macdonald’s bill? 

Mr. Rowan. Not supporting, but opposing. 

Mr. Mack. That surprises me. 

The CuatrmMan. What was the resolution, now ? 

Mr. Mack. I asked Mr. Rowan to explain it because I thought they 
passed a resolution supporting the Macdonald bill. 

Mr. Macpona.b. It is on page 5. 

Mr. Mack. I am sorry that I missed that part of your testimony. 
When I came into the committee meeting you were on page 6. 

Unfortunately, I have not had time to go back to that. It comes as 
a surprise to me, because I thought that the independent producers 
would be interested in something like the Macdonald bill. 

You mentioned that the prices are going to increase regardless of 
whether we pass the legislation or not. 

Mr. Rowan. That is my judgment. 

Mr. Mack. In other words, the price to the consumers will be ap- 
proximately the same regardless of what action is taken by the Con- 
gress ¢ 

Mr. Rowan. The prices to the consumers will be the same regardless 
of what action is taken. 

And, also, I stated that I thought that the price was going up if 
this bill passed. 

And I thought the price was going up if this bill did not pass. 
But I thought it would go up more over the long pull, over the long 
range, if this did not pass than it would if the bill passed. 

Mr. Mack. I sort of understood that this morning. And if this 
bill did not pass, in the long run you state the price will go up higher 
than if the bill does pass. 

Mr. Rowan. That is my considered judgment, yes, sir. 

Mr. Mack. Then how could it possibly have any other effect than 
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costing the consumer more if this bill did not pass, according to your 
statement ? 

Mr. Rowan. It will cost him more, 

Mr. Mack. I wanted to be sure I had understood you correctly. 

Mr. Rowan. Yes, sir. It will cost him more, in my judgment. If 
this bill does not pass, I think there will be a diminishing supply of 
gas, and as the quantity of gas available for consumption becomes less 
and less, the price will naturally go up. 

Mr. Mack. I thought we understood each other. 

On the same basis, then, the producers could get more if the bill does 
not pass. Is that your answer ? 

Mr. Rowan. We will—we will get more. 

Mr. Mack. All right. 

Now, will you please explain to me, sir, just why any producer 
could possibly want this legislation passed, if he will get more money 
if the legislation does not pass? 

Mr. Rowan. He will get more money per thousand cubic feet but 
not more money in take-home pay or pocket pay because if he cannot 
move his product in interstate commerce except on some kind of 
regulated basis, he won’t go out and look for new supplies and he will 
have a diminishing product to sell. 

Mr. Mack. The people that you represent will actually get more 
money for the gas on hand than they would under the bill? 

Mr. Rowan. Over the long pull. 

Mr. Mack. I am just repeating what you have said. 

Mr. Rowan. Over the long pull, I think, that is probably right. 

Mr. Macx. Then I still find it very difficult to understand why you 
are so very interested in passing this legislation. 

Mr. Rowan. If you have got a stock of goods and you sell it out, 
even though you get 10 percent more than you receive now, if you 
do not replenish it, why you are out of business. 

If you take the product that you have got now and put it back in 
to dry holes or expand it into looking for new reserves and do not 
find them, why you are going to eventually be to the point where you 
will say, “I am expending my capital and not replenishing it.” 

You may get a slightly increased price for what you have left, but 
when you get through in the long run you will be worse off than 
you would be if you discovered new reserves and sold them at a 
smaller price. 

Mr. Mack. Some of these people have talked about handling it as 
a commodity. And as a commodity I think you would be interested 
in getting more money for your gas. 

And you stated a few minutes ago one company spent more money 
pursuing some action before the Federal Power Commission than the 
total gas reserves that they had were worth. Did I understand you 
to say that? 

Mr. Rowan. I didn’t say that. I said in pursuing a rate case 
before the Federal Power Commission, to get an escalation approved, 
he spent more money than the value of the gas produced during 
that period of time under that contract. It went over a period 
of about 18 months, as I understand it. 

Mr. Mack. I am not familiar with the particular case, but wasn’t 
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he trying to justify a certain rate for that gas that he felt was just 
and equitable ? 

Mr. Rowan. Well, what he was trying to do was to get an escala- 
tion under a contract which he had made at arm’s length for the sale 
of his gas which provided that if the company paid more money to 
themselves or anybody else in that area it would give him the benefit 
of that increased price. 

Mr. Mack. Of course, I admit that I do not know a lot about the 
oil business, but I cannot understand why a man will spend more 
money than the product is worth. 

Mr. Rowan. Well, you might spend more money over a period of 
18 months to get an increase in the price of the gas, if you knew 
that that increase was going to prevail over a period of 5 or 10 years 
and come out better off financially. 

Mr. Mack. You say it was more tlian the net worth of the gas re- 
serve? 

Mr. Rowan. No, sir; I did not. I beg your pardon, sir. I said—— 

Mr. Mack. What did you say? 

Mr. Rowan. I didn’t say that. I am sorry. What I said was 
that he spent more money trying to get his escalation clause approved 
than the value of the gas which he sold during the period under which 
those negotiations before the Federal Power Commission were tak- 
ing place. That was a matter of 18 months. 

fr. Mack. But in the end he was getting more money for it? 

Mr. Rowan. In the end he would get more money for it; yes; if 
he proved his case, yes. 

Mr. Mack. I think that answers the question. 

It has been very difficult for me to understand why all of this money 
is being spent by the oil industry to pass this legislation if they would 
be just as well or better off financially if the legislation is not passed. 
That has been bothering me, the interest that the proponents of this 
bill have had and the expense they have gone to, to pass the legis- 
lation. 

Mr. Rowan. I do not think that the association which I am here 
representing is spending money to pass this legislation. 

Mr. Mack. I am not accusing you. 

Mr. Rowan. I am paying my own expenses up here which are, 
certainly, not too exorbitant, to come up here and testify for this 
association. And as soon as I get through I will go back. I won’t 
be here spending any money or any of your time trying to get you 
to pass or not to pass it. 

Mr. Mack. Could I ask you this: If you accepted the bill without 
amendments, would you think the organization would be willing to 
pay your expenses up here? 

Mr. Rowan. Well, I certainly would not ask them. I would not 
take it if they offered it to me. 

Mr. Mack. I would like to ask one further question. I want to 
ask you just exactly what your position is on this legislation. 

Mr. Rowan. On the Harris-O’Hara bills? 

Mr. Mack. Yes. You are opposed to the Macdonald bill? 

Mr. Rowan. That is right. The association is opposed to it. 

I do not believe the association would be opposed to the Macdonald 
bill if they introduced it as an amendment to the Harris-O’Hara bills. 
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Mr. Mack. Thank you. 

Mr. Rowan. But if he would want to offer it as an amendment to 
the Harris-O’Hara bills, why the association had not considered that, 
as a substitute, but I do not believe they would be opposed to it on 
that basis. 

Mr. Mack. For the life of me I cannot see that. 

The CuarrmMan. Will you yield? 

Mr. Mack. Yes. 

The Cuarrman. I think I will accept Mr. Macdonald’s bill as an 
amendment to my bill if he would continue to accept my bill. 

Mr. Mack. That might be a healthy compromise to this whole situ- 
ation. [Laughter.] 

Mr. Hesexiron. Will you yield? 

Mr. Mack. Yes. 

Mr. Heseuron. Then we would have chaos confounded. [Laugh- 
ter. | 

Mr. Rowan. Have you read the resolution, Mr. Mack, that was 
passed by the association? It sets up some of the reasons why we 
do not think the bill would be in the best interests of the independents. 

Mr. Mack. No, sir. I would like for you to say, if you could, what 
your position is legislatively. Concerning the amendments, you say 
you feel that it would make the bill a more workable bill, from an 
administrative standpoint. That is the only indication I saw in the 
testimony that you are supporting the bill. 

Mr. Rowan. Where we ask for the amendments in the bill. And 
I had gotten over to explaining 3A and 3B as practically the same 
thing. It has reference to the burden of proof. 

No. 4 is an amendment to the original 1988 act which is the anti- 
discrimination feature in it, in the original act as applied to the 
natural gas company. 

And we asked that the pre “<lucers be protected by addi a the 
word 

Mr. Mack. Excuse me; I have not read the resolution. 

Mr. Rowan. The resolution on the Macdonald bill ? 

Mr. Mack. Yes; but I am strictly interested in having some indi- 
cation from you what your position is now without the amendment. 

Mr. Rowan. On the Harris-O’Hara bills? 

Mr. Mack. Yes; the bill before us. 

Mr. Rowan. Well, the position of the association is that we will 
support the bill and ask for these amendments. 

Mr. Mack. In other words, you are in favor of the legislation? 

Mr. Rowan. We have got some qualifications on that, Mr. Mack. 

Mr. Mack. I won’t press you any further. 

Mr. Rowan. We ask for these amendments to be put on there, 
and when the bill is finally written, we do not think it will come out 
of the committee just like it is. 

I believe it would be remarkable if it did. The executive commit- 
tee of the association is empowered to say on final writing of the bill 
whether they will or will not support the bill. That is the way our 
resolution reads. 

Mr. Mack. Well, thank you very kindly. 

That is all of the questions I have. 

The CHarrmMan. Mr. Heselton. 
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Mr. Hesevton. I would like to talk a little bit more about your 
association—to have you tell us a little bit more about the makeup 
of your association. It consists of producers and royalty owners. 
Do I understand that they have to be residents of Texas? 

Mr. Rowan. I do not believe I could answer that. Yes; it is made 
up of producers. You have production in Texas. And I would think 
that 98 percent of them are residents of Texas. Maybe a person 
living outside of the State who owned production in the State could 
be a member. 

Mr. Hesetron. How many of them are producers, do you know? 

Mr. Rowan. No, sir. But I would hazard a guess that more than 
half of them. 

Mr. Heseiron. More than half are producers? 

Mr. Rowan. Yes. 

Mr. Hesevron. And the balance are royalty owners? 

Mr. Rowan. Yes. 

Mr. Hesevron. Of the producers they produce oil alone? 

Mr. Rowan. I doubt if any of them produce oil alone. They are 
both oil and gas. 

Mr. Hxesevtron. You think they produce both? 

Mr. Rowan. Yes, sir. That is on account of the peculiarity of 
our conservation laws in Texas, where we are prohibited from wasting 
gas. Gas comes as an incident to oil. 

Mr. Hesevron. Did you say this morning how many members you 
have? 

Mr. Rowan. 5,200. 

Mr. Hesevron. I think Mr. King testified 2 years ago there were 
about 5,000, so that there has been an increase. 

Mr. Rowan. Yes, sir; that is possible. 

Mr. Heseiron. Do you have any idea of how many sell their gas 
in interstate commerce in contrast to intrastate commerce ? 

Mr. Rowan. No, sir; I do not. 

Mr. Hesevron. You have no idea? 

Mr. Rowan. No, sir; I do not. 

Mr. Heseiton. Would your best estimate be that more sell in intra- 
state than in interstate commerce, or the other way around ? 

Mr. Rowan. My guess would be that more sell in intrastate com- 
merce; yes, sir. 

Mr. Hesevron. Then those people are not affected at all by 

Mr. Rowan. Did I say “intrastate”? I meant “interstate.” My 
guess is more of them sell in interstate commerce. 

Mr. Hesetron. The intrastate folks are not concerned at all about 
the situation, are they ? 

Mr. Rowan. That is correct. 

Mr. Hesevron. And it is just the folks that are selling in inter- 
state ¢ 

Mr. Rowan. That is right. 

Mr. Heseviron. I suppose you have no way of knowing all of the 
people of that 5,200 and where they live? 

Mr. Rowan. No. 

Mr. Hesetron. Could you name some of the larger producers, I 
mean in terms of volume. 

Mr. Rowan. In terms of volume? 
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Mr. Hesetron. Yes. Would not that stand out? I thought you 
said there was some sort of a membership fee that ran from $5 to a 
top limit of $500. Is that on the basis of their production ¢ 

Mr. Rowan. On the basis of what they get them to contribute. 

Mr. Hesetron. On the basis of what? 

Mr. Rowan. On what they can get them to contribute. They try 
to get everybody to pay $500, including myself. 

Mr. Heseuton. I suppose it is easier to get the big fellows to con- 
tribute $500 than it is the small fellow ? 

Mr. Rowan. I do not think I contributed $500. I gave them $250. 

They have a few of the larger oil producers that contribute $500. 
They call them “sustaining members,” something like that. Maybe 
there are not too many of them. Maybe 15 or maybe 25. 

Mr. Hesevron. Do they take an actual part in the association af- 
fairs? 

Mr. Rowan. Most of them do; yes, sir. 

Mr. Hesetron. Do you know who they are? 

Mr. Rowan. Well, I know some of them—yes, I know some of the 
big ones. 

Mr. Hese_ron. Would you name some of the large ones? 

Mr. Rowan. That is a hard question. 

Mr. Hesetton. Name three of the large ones. 

Mr. Rowan. Well, I would say C. R. Rutherford of Houston. 

Mr. Heserron. Give me another one. 

Mr. Rowan. He is a large producer of gas—and fairly large pro- 
ducer of gas and maybe of oil. I know he has got oil. 

W. R. Wheeler, of Fort Worth, Tex. 

Mr. Hesetron. All right. 

Mr. Rowan. I would say the new president of the association—he 
is vice president of the Monterey Oil Co. 

Mr. Hesevron. Let me ask you, do any corporations you spoke of— 
a company—belong to the association ? 

Mr. Rowan. I do not know whether they do or not. 

Can an association be a member? He is the executive vice presi- 
dent. Yes; he says that corporations can. 

Mr. Hesevron. You have corporations? 

Mr. Rowan. Yes. 

Mr. Hesevron. Mr. Clerk, have you that list ? 

Mr. Layton (clerk). Yes. 

Mr. Hesevron. Will you go over this list, Mr. Rowan, and see if 
any of those corporations listed there, or companies, are members 
of your association ? 

Mr. Rowan. I can more nearly tell you who is not a member than 
I can tell you who is a member on account of the fact I know the 
bylaws provided otherwise. 

Mr. Hesevron. Quite a few are—tell me that. 

Mr. Rowan. Phillips Petroleum is not. 

Mr. Hesevron. What is that? 

Mr. Rowan. Phillips Petroleum is not a member. 

Mr. Hesevron. Who is not, if anyone—go ahead with it. 

Mr. Rowan. Would you mind if I asked the executive vice presi- 
dent 








Mr. Heserton. Not at all. 
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Mr. Rowan. To point it out ? 

Mr. Hesevron. You might for the record indicate his name and 
have him step up and look at it. 

Mr. Rowan. This is Mr. W. Earl Turner, executive vice president 
of the association and active in the work 

The Cuairman. That is the call of the House. Suppose we come 
back at 3: 15. 

Mr. Rowan. May I answer this one question? He can only iden- 
tify one company on the list. And that is La Gloria Corp. 

Mr. Heseiton. The list I asked him to look at was a list of com- 
panies furnished by the Federal Power Commission on May 10, which 
is already in the record, entitled “Natural Gas Reserves, Certain 
Large Producers,” et cetera. 

Mr. Rowan. Identified here as line 0-131. 

Mr. Hesevron. Yes. 

The Cuarrman. The committee will recess to answer the call of the 
House, and will return at 3:15, at which time Mr. Heselton may 
resume. 

( Recess. ) 

The Cuarrman. The committee will come to order. 

You may proceed, Mr. Heselton. 

Mr. Hesetron. Mr. Rowan, does your company sell in both inter- 
state and intrastate commerce ¢ 

Mr. Rowan. Yes. 

Mr. Hesevron. And about what proportion ? 

Mr. Rowan. Well, at the present time, I believe it is about 50-50. 

Mr. Hesevron. About oe 

Mr. Rowan. But last year, in 1956, I expect we sold a little bit 
more gas in interstate commerce than we did in intrastate commerce. 

Mr. Hersevron. W hat, in your opinion, does “reasonable market 
price” mean ? 

Mr. Rowan. Well, it means, this is my definition, please, sir, it 
means what a producer is willing to sell for unregulated, and what a 
natural gas company is willing to pay for unregulated; or it is what 
a customer, willing and aan to buy your product, will give you. 

Mr. Heserox. W ell, is it a just and reasonable price? 

Mr. Rowan. Is ita just end reasonable price ? 

Mr. Heseron. Yes, in your opinion. 

Mr. Rowan I would say yes, it is the market price. 

Mr. Hesetron. Is it the average price? 

Mr. Rowan. No, sir. 

Mr. Hesetron. Is it the price of the last sale? 

Mr. Rowan. No, sir. 

Mr. Hesetron. Is it the highest price in the market? 

Mr. Rowan. Not necessarily. 

Mr. Hesetton. Or the lowest price? 

Mr. Rowan. Not necessarily. 

Mr. Hesetton. Or the weighted highest price? 

Mr. Rowan. Not necessarily. 

Mr. Heseuron. Or the average field price? 

Mr. Rowan. No, sir. 

Mr. Hesevrton. Why should not costs be a factor in determining 
what the reasonable market price is? 
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Mr. Rowan. Because, in my judgment, you cannot determine the 
costs. ; 

Mr. Hesevton. Is that the only reason? 

Mr. Rowan. Well, no, there are other reasons. 

In the first place, I think if you go to cost determination, why, you 
put a premium on inefficiency. The inefficient operator would turn 
his costs in and demand a higher price, and an efficient operator would 
get a cheaper price. 

Mr. Heseuron. In terms of whether you can or you cannot determine 
costs, you are a producer of oil as well as gas. 

Mr. Rowan. Yes, sir. 

Mr. Heseitron. And you are aware of the fact that producers of 
oil have repeatedly asserted that the increasing cost of producing oil 
justifies increasing prices? 

Mr. Rowan. An increase in price? 

Mr. Hesexton. Yes. 

Mr. Rowan. Yes, sir. 

Mr. Heseuron. They, then, do determine what the cost is them- 
selves. 

Mr. Rowan. I do not know whether they determine what the cost is. 
They determine what they can buy their products, their necessary 
products, for on the market in sufficient quantities to meet their 
requirements. 

Mr. Hesevron. I mean the producer himself, of oil. 

Mr. Rowan. The producer himself? 

Mr. Hesettron. Not the one who buys oil for resale, but the producer. 

Mr. Rowan. The producer? 

Mr. Hesetron. Yes. 

Mr. Rowan. He does not sell his oil below cost? 

Mr. Heseuron. Yes. 

Mr. Rowan. Well, many of them do. 

Mr. Hesetron. On the other hand, they use costs in order to justify 
increased prices, do they not? 

Mr. Rowan. They use costs to ask for more money, yes, sir. They 
do not always get it. 

Mr. Hesetton. No. I realize that. But then they post a higher 
price, they justify it, do they not, in great detail in terms of the in- 
creased costs? 

Mr. Rowan. You are talking about the purchasers, not the pro- 
ducers ? 

Mr. Hesexton. I am talking about th producers of oil. 

Mr. Rowan. The producers of oil? 

Mr. Heserton. Yes. 

Mr. Rowan. Well, maybe I will have to understand your statement 
a litle bit better. The purchasers of oil are usually the people who 
own the pipelines, and are not the producers, although maybe the oil 
companies that run their refineries are also producers, and integrated 
companies are also purchasers of oil to run through their refineries. 
But the ordinary usage of the word “producer” means a man engaged 
in the business of drilling and producing oil, and not transporting it 
or refining it. 

Mr. Hesevron. Let me go back to this question of the reasonable 
market value, if you will. 
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You are familiar with the bill itself, are you not? 

Mr. Rowan. I did not understand you. 

Mr. Hesevron. You are familiar with the terms of the bill itself? 

Mr. Rowan. Yes, sir. 

Mr. Hesexton. I asked you what your definition was or whether 
the “reasonable market price” was not thought of in various kinds 
of prices. 

Now, in the definition or the section on price, referring back to 
“reasonable market price,” it says: 


* * * it is a price which the Commission, exercising its judgment and dis- 
cretion in weighing, among other things directly relevant to the issue * * * 


What are the “other things directly relevant to the issue,” in your 
mind ? 

Mr. Rowan. I imagine it would be the availabilty of supply. That 
is the only thing I can think of to apply to that. 

Mr. Heseuron. Availability of supply is referred to; is it not? 

Mr. Rowan. In the price? 

Mr. Heseiron. Among the things the Commission shall consider. 

Mr. Rowan. Well, of course, they say the price shall be high enough 
so as to encourage the dise “overy of new reserves and new development. 

Mr. Hrsevron. we you turn again to that page I was asking about 
this morning, page 9 of your supplementary statement ? 

Mr. Rowan. You were not here, Mr. Heselton, after you left, Mr. 
Hale questioned me about this statement, and I said that the statement 
should not be in the record. It is not the action of the association as 
finally adopted at its annual convention, and the convention took no 
action on section 13 (F). 

Mr. Heseiton. When was that statement prepared ? 

Mr. Rowan. This statement was prepared on May 2. 

Mr. Heseron. It was prepared after a study of the two identical 
bills, pending before the committee, upon which you are testifying? 

Mr. Rowan. Yes, sir. It was a study made by the gas committee. 

Mr. Hesetron. You were directing, or the association or the com- 
mittee, whoever was preparing the “statement was directing its at- 
tention specifically to section 13 (f), was it not? 

Mr. Rowan. That is correct, yes, sir. 

Mr. Hesevton. Will you explain a little more clearly why it was 
stated that “these provisions of the proposed law, unless modified as 
above set out, potentially embody the most dangerous legislation con- 
tained in this bill”? 

Mr. Rowan. I can give you my own viewpoint on it. 

Mr. Hesexton. Go ahead and give us your own viewpoint. 

Mr. Rowan. I was chairman of the committee that made this state- 
ment, which was thereafter, as I have said, changed by the association 
at its annual meeting. 

The committee, in my opinion, thought that if the pipelines could 
pay themselves a higher price for their own gas than they had to pay 
or were willing to pay to a producer, that it would force the producer 
out of business, force him to liquidate his affairs, 

In other words, here was the thinking of the committee, and I can 
say this thing has been withdrawn from the record, but here was the 
thinking of the committee, for your information, sir: 


92196—57—pt. 2 
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We felt that if a producer had a contract, a long-term contract, for 
the sale of his gas at, say, 3 cents a thousand, there was nothing he 
could do about it, either under present law or under the Harris- 
O’Hara bills; that that man would be forced to sell his gas to one of 
these pipeline affiliates, and of course then they could apply, being a 
new purchaser of it, and not subject to the contract that was in exist- 
ence at that time, they could then apply the reasonable market value 
for it and get whatever price the reasonable market value was at 
that particular moment. 

Mr. Heseiron. Are there any specific instances that you know of 
where a pipeline paid a higher price or pays higher than the highest 
price to itself or to an affiliate in relation to the prices paid to inde- 
pendent producers? 

Mr. Rowan. I have no information whatsoever as to what they 
pay themselves for the gas that they buy from their affiliates. I really 
do not have any information on that. 

Mr. Hesetron. It is feared that they might do that; is that it? 

Mr. Rowan. It is feared they might pay themselves more money 
than they pay to the independent gas producer; yes, sir. 

The reason, I think, the association, by way of explanation, with- 
drew this provision, we are not fighting any battles but our own, and 
if the antidiscrimination clauses in the original Natural Gas Act can 
be amended to include producers, which we have asked for, why then 
we do not care what they pay themselves, because we are going to get 
the same price that they do. 

In other words, this provision here is a duplication of our anti- 
discrimination clause. 

Mr. Hesetron. What puzzles me is the strength of the language in 
that statement with reference to the kind of legislation it is sug- 
gested that this is, and then the warning that is thrown out that 
unless that is changed, that forbodes an early end for many small 
producers. 

Is there any foundation at all for that statement? 

Mr. Rowan. Well, the dangerous part of it is what I just explained. 

Mr. Heserron. I am asking if, in your opinion, there is any founda- 
tion for that particular statement. 

Mr. Rowan. None, except that which I have tried to explain, and 
that is that it might encourage the affiliate of the natural gas company 
to purchase the properties of the independents, and thereby they 
would become a monopoly within their own rights. 

Mr. Hesetron. As I understand it, you feel there are some four pro- 
visions in these bills that, as you stated, would harshly discriminate 
against the independent producers. 

Mr. Rowan. Yes, sir. 

Mr. Heserron. Do you think they constitute such a threat that they 
might tend to eliminate many small producers, if it became law ? 

Mr. Rowan. If this became the law? 

Mr. Hesetron. Yes. 

Mr. Rowan. Well, I would say that we would have a harder time 
operating under the law, much harder time under the law, unless these 
amendments were put in there, than we would otherwise; yes, sir. 

Mr. Hesetton. You referred to the language of section 13 (A)—I 
am now referring to page 4 of your statement—13 (A) and (D), and 
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particularly the language which reads, “or is contrary to public 
interest.” 

Mr. Rowan. Yes, sir. m 

Mr. Hxseiron. You object to it because this language “is suscept- 
ible of different interpretations, is vague, indefinite, and has no gen- 
erally accepted meaning.” 

Do you think the same objection applies to the words “reasonable 
market value” ¢ 

Mr. Rowan. Reasonable market value? 

Mr. Hesetron. Yes. Is that like “contrary to public interest,” com- 
paring it to that. Is that susceptible to different interpretations? 

Mr. Rowan. Yes; I would say “reasonable market value” is suscept- 
ible to different iintepretations. 

Mr. Hesexton. Is it vague? 

Mr. Rowan. It is vague? It is vague; yes, sir. 

Mr. Hesetron. Is it indefinite? 

Mr. Rowan. Yes, sir. 

Mr. Hesetron. Has it any generally accepted meaning ? 

Mr. Rowan. Not that I know of; no, sir. 

Mr. Hesetron. On page 8, in the middle of the page, you say: 

However, the price of gas is for all practical purposes controlled by pipeline 
purchasers having a monopoly in their respective areas of interest and pur- 
chase > * * 

Do you have any specific instances in mind which you can give us 
of that? 

Mr. Rowan. Well, I will say this to you, sir, that I have made 6 
gas contracts with 5 different purchasers, and it has been my expe- 
rience that the pipelines pay you pretty much what they want to pay 
you, and you do not have much negotiating power with them unless 
you have a tremendous reserve; and then, of course, there are quite 
a few of them that are clamoring to buy it. 

Mr. Hesevron. You say you have six contracts in which that is so. 
You are widely acquainted, I assume, with the situation as to other in- 
dependent producers, at least in Texas. Do you know of any in- 
stance where it is not so, where they are not a monopoly and not acting 
like a monopoly, and they are not, for all practical purposes, controll- 
ing the price of gas? 

Mr. Rowan. Yes, I do. I know some large reserves in Texas that 
they are not a monopoly, that there is a competitive, a highly com- 
petitive, a highly competitive situation. 

Mr. Hesevton. Do you know of another instance? 

Mr. Rowan. Where such a sitution exists? I think that any time 
you discover : 

Mr. Hesevron. No. I just want specific instances. 

-Mr. Rowan. Specific instances? 

Mr. Hesetron. Yes. 

Mr. Rowan. Well, I think the Katy field in Texas, which is at 
present not dedicated 

Mr. Macponarp. Which field? 

Mr. Rowan. Katy. 

Mr. Macponatp. Katy ? 

Mr. Rowan. Yes. I think the Katy field—— 
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Mr. Hesevron. Can you tell us offhand how many instances you 
know where that is not the case, where they do not control the price 
as a monopoly ? 

Mr. Rowan. How many cases? 

Mr. Hesetron. Yes, how many cases, how many contracts, instances, 
that you know of, in your 30 years’ experience, where that has not 
been the case, ; 

Mr. Rowan. I would say that in the purchase of casing-head gas, 
which is a large portion of our purchases of gas today, which is a large 
experience, you usually have one buyer and he sets the price. 

Mr. Hesevron. You see, what I cannot understand is the assertion 
that the price of gas, for all practical purposes, is controlled by pipe- 
line purchasers having a monopoly, and I am trying to get you to 
state, from your 30 years’ experience, instances where that is not true, 
as a general statement. 

Mr. Rowan. Well, I have mentioned some. 

Mr. Hesevron. And I wish you would just name the companies and 
the contracts of which you know. 

Mr. Rowan. I cannot name the companies. I can name the fields 
where there are large reserves where there is more than one company 
that is clamoring or bidding to get a contract on those reserves. I can 
mention the Katy gas field in Texas. I can mention some of your 
offshore gas fields, offshore the coast of Louisiana, where there is more 
than one company bidding against each other for contracts for the 
purchase of that gas. 

Mr. Hesetron. Mr. Rowan, on page 6 of your statement you said, 
in part: 

The Congress should insist that the producers be protected by law against 
discriminatory practices on the part of the natural-gas company, which is a 
monopoly and ought to be regulated. 

I assume you wanted to impress us with the soundness of that asser- 
tion. 

Mr. Rowan. I certainly did, and I certainly would appreciate very 
much if you would read our antidiscrimination amendment, which | 
think gives us protection and makes the-——— 

Mr. Hesevron. I read it. 

Mr. Rowan (continuing). And makes the monopoly deal with us 
fairly. 

Mr. Heserron. I have read it, and I still do not know whether you 
mean now that the gas pipeline companies are imposing upon pro- 
ducers in this country. 

Mr. Rowan. Imposing upon whom / 

Mr. Heseiton. Imposing a monopolistic situation upon the pro- 
ducers and dictating prices which are unfair. 

Mr. Rowan. I do not say that they are dictating the prices which 
are unfair. 

Mr. Hesevton. You do not? 

Mr. Rowan. I say that they are dictating prices, and I say they 
ought to pay each producer the same price for the same quantity and 
the same quality and the same field. 

Mr. Hesevron. Who is Mr. A. E. Herman? 

Mr. Rowan. He is the president. 
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Mr. FHesevron. The president of the Texas Independent Producers 
& Royalty Owners Association ? 

Mr. Rowan. He was up to May 22. 

Mr. Hrsevron. He was the president on May 8? 

Mr. Rowan. Yes, sir. 

Mr. Hesevron. You and he issued a press release on that date, did 
you not? 

Mr. Rowan. That is correct; yes, sir. 

Mr. Hesevron. Have you a copy of it? 

Mr. Rowan. Yes, sir, I believe I have a copy. 

Mr. Hesetron. In front of you? 

Mr. Rowan. Let me see if I can find it quickly here. 

Yes, sir, I have a copy of it. 

Mr. Hesevron. Will you look at the first paragraph and read that 
for the record ¢ 

Mr. Rowan (reading) : 

WASHINGTON, D. C., May 8.—Texas oil independents call administration pro- 
posals for amending the Harris-O’Hara gas bill “shocking,” and expressed the 
urgent hope that President Eisenhower will review testimony of his spokesman. 

Mr. Heseitron. What did you mean by “shocking”? 

Mr. Rowan. I mean it is shocking in view of the statements made 
by Mr. Eisenhower that he did not want to use the utility type of 
regulation to regulate the gas producers, and then he comes out and 
here is one of his spokesmen comes out and says that he wants to use 
costs. 

Mr. Heserron. You read the veto message, did you not ? 

Mr. Rowan. Yes, sir. 

Mr. Hesevron. And you know what he said in the veto message 
about the necessity of provisions to protect the consumer, do you not? 

Mr. Rowan. Yes, sir. 

Mr. Heseiron. You still say those amendments are “shocking” ¢ 

Mr. Rowan. Yes, sir. 

Mr. Heserron. In view of that statement ? 

Mr. Rowan. Yes, sir. 

Mr. Hesevron. All right. 

Will you go down to where it says: 

We are unequivocally opposed to the bill if any such amendments are accepted, 
because we do not believe small independents can live up to such regula- 
tions, 

Mr. Rowan. Yes, sir. 

Mr. Heserron. You mean “such amendments,” did you not! 

Mr. Rowan. Yes, we meant “such amendments,” that is correct. 

Mr. Hesevtron. You meant by that, if either or both of those amend- 
ments were adopted, you would be unequivocally opposed to the 
bill? 

Mr. Rowan. That is correct. 

Mr. Heseiron. Will you go down to the next paragraph and read 
that? 

Mr. Rowan (reading) : 

Before these proposals were made, we had felt that our position had been 
seriously compromised to the point of jeopardizing the long-range interests of 
consumers and producers alike. If amended in accordance with these proposals, 


made presumably with concurrence of the President, we would infinitely prefer 
the present inconclusive, confused, chaotic situation. 
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Bee: Sepa. That is a reemphasis of what you said before; is 
it not? 

Mr. Rowan. I take it to be such; yes, sir. We meant it to be. 

Mr. Heseiton. Will you read the next sentence ? 

Mr. Rowan (reading) : 

Ultimately, in our judgment, consumers will rise up and demand an equitable 
solution for all. 

Mr. Hesevton. Now, you said “consumers.” 

Mr. Rowan. Yes, sir. 

Mr. Heseiton. What did you mean by that ? 

Mr. Rowan. Well, I think the consumers have got a tremendous 
interest in this gas supply of ours. 

Mr. Heseiton. You mean if those two amendments were adopted, 
the consumers would rise up and demand—I think there must be a 
mistake in here. Will you read who demands what? 

Mr. Rowan (reading) : 

Ultimately, in our judgment, consumers will rise up and demand an equitable 
solution for all. 

Mr. Hesetron. Does it read “equitable” ? | 

Mr. Rowan. Yes, sir. 

Mr. Hesevton. Will you look at this? 

Mr. Rowan. Yes, sir. 

Mr. Hesexron. I am sure that is a mistake. I want to be sure for 
the record. 

Mr. Rowan. Yes, that is a corrected copy. There is a corrected 
copy. 

Mr. Hesevron. When it went out to the press, it read “an inequi- 
table solution” ? 

Mr. Rowan. I hope not. I did not mean that. I hope it did not 
say that. 

Mr. Heserron. I am interested to know what could lead the con- 
sumers, in your mind, to rise up and demand an equitable solution. 

Mr. Rowan. Well, if they get short of gas, I think that they will 
be concerned about this thing to say to the Congress, and to the Fed- 
eral Power Commission, “We think this thing ought to be settled in 
the public interest.” 

Mr. Heseiton. Do you not think they are saying that now? 

Mr. Rowan. I do not know, sir. 

Mr. Hesevron. Have you read the testimony of any public officials 
who have appeared in behalf of the consumers before this committee, 
this year or previous years? 

Mr. Rowan. I have read some of it, not all of it, but some of it 
which appeared in previous years, but not any that appeared this 
vear; I am sorry, sir. 

Mr. Hesevron. Are you of the opinion that the consumers as a 
whole are not entirely satisfied with the situation as it exists today ? 
Mr. Rowan. Entirely satisfied with it? 

Mr. Hesston. Yes. 

Mr. Rowan. No, sir. 

Mr. Hesetton. You think they are not? 

Mr. Rowan. I would not think so; no, sir. 
Mr. Hesevron. What leads you to think that? 
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Mr. Rowan. Well, they have got the mayors and everybody else 
of all these cities down here representing them. 

Mr. Hesevron. Asking for these bills? 

Mr. Rowan. No; they are asking against these bills. 

Mr. Hesevton. Testifying against the bills ? 

Mr. Rowan. I think the trouble stems from the fact they do not 
understand. 

Mr. Heseiton. Well, that is what I wanted to get at. 

Mr. Rowan. Yes, sir. 

Mr. Hese.ton. They do not understand the situation ? 

Mr. Rowan. They do not understand the situation. 

Mr. Hesexron. All right. 

I do not want to take up all the time. I know you have made 
specific reference to the bill Mr. Macdonald has before the committee, 
and I do not want to trespass on his time. I know he would like to 
have it to discuss the bill with you, and I would just like to ask you 
one question about it. 

When was that statement made, that resolution adopted? I do not 
seem to find it here. 

Mr. Rowan. It was adopted on Tuesday, May 21, at a general ses- 
sion of the entire membership body. 

Mr. Hesevton. Was your association aware of the fact that the 
identical bills were filed 2 years ago? 

Mr. Rowan. They may have been, although it was not brought to 
their attention at this meeting. 

Mr. Hesevron. No, but you were an active member of the associa- 
tion ? 

Mr. Rowan. Sir? 

Mr. Hesston. You were an active member of the association 2 
years ago / 

Mr. Rowan. Yes, sir. 

Mr. Heseiron. You knew all the bills that were filed with reference 
to this whole field ? 

Mr. Rowan. No, sir; I did not. 

Mr. Hesevtron. You mean to say you did not know there were bills 
filed, both here and in the Senate, identical with the bill Mr. Mac- 
donald filed this year ? 

Mr. Rowan. No, sir; I did not. 

Mr. Hesevron. Did you ever read the report of this committee with 
reference to the so-called Harris-Fulbright bill ? 

Mr. Rowan. No, sir; I did not. 

Mr. Hesevron. Did your association give any consideration 2 years 
ago to the bill? 

Mr. Rowan. To the Harris-Fulbright bill? 

Mr. Hesevron. To the suggestion embodied in Mr. Macdonald’s 
bill this year. 

Mr. Rowan. Not that I know of, Mr. Heselton. I was not on the 
gas committee, I was not chairman of it, and I do not know. I do 
not believe they did, but I could be completely wrong. 

Mr. Hesevton. But they did give some real thought to it this year; 
did they not? 

Mr. Rowan. Yes, sir. 
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Mr. Hesevron. And so much so that they passed a resolution spe- 
cifically with reference to it ¢ 

Mr. Rowan. Yes, sir. 

Mr. Hesevron. Well, that is encouraging. 

That is all. 

The CuairMan. But the resolution was unanimously adopted, was 
it not; opposing it ? 

Mr. Rowan. That is right. 

The Cuarrman. Is that what you said this morning? 

Mr. Rowan. Yes, sir. It was unanimously adopted. 

The Cuarrman. Incidentally, I think the record ought to reflect 
somewhere along in this discussion, and I know Mr. Heselton’s mod- 
esty has prevented him from mentioning it, but I think it ought to be 
fairly stated in his behalf that it was his bill in the last Congress. 

Mr. Rowan. Well, in explanation of what has happened, I could 
say this for the record: Possibly a little association like this does not 
keep up too closely with what goes on in the National Capital; and 
the reason, I presume, that we considered Mr. Macdonald’s bill this 
year and it did not maybe consider it 2 years ago, was because I hap- 
pened to come = here with Mr. Herman, and I heard the question- 
ing of Mr. Macdonald on his bill and heard some of the witnesses 
testify about it, and in my statement to the membership I tried to 
explain to them all of the bills that were pending before your com- 
mittee, and I stated to the membership that it was my understanding 
that all of the gas bills that had been introduced were pending before 
the committee and were being considered, and such of those as | 
could remember to explain to them, I talked to them about it, in the 
gas committee and in the membership, and they took some action on 
some of them, and some of them they did not. 

The Cuarrman. Well, the point I wanted to make at that point, in 
fairness to Mr. Heselton, is that Mr. Heselton had the same bill in the 
84th Congress that Mr. Macdonald has credit for having in this Con- 
gress. 

Mr. Rowan. I see, sir. 

The Cuarrman. Mr. Hale? 

Mr. Hesevron. I do not know whether I have lost the floor or 
whether you asked me to yield, or just what the situation was, but in 
fairness to me, will you just let me ask Mr. Rowan 1 or 2 short ques- 
tions to clarify the record ? 

The CHarrMan. Yes. 

Mr. Rowan. Yes, sir. 

Mr. Heserton. Mr. A. P. King, Jr., was an officer of, president of 
the Texas Independent Producers & Royalty Owners in 1955; was 
he not? 

Mr. Rowan. I believe that is correct; yes, sir, he was president. 

Mr. Hesevron. He testified before the Senate? 

Mr. Rowan. I do not know, sir. I do not believe so. 

Mr. Heseuron. He presented a statement to the Senate. 

Mr. Rowan. A statement I believe, was presented. 

Mr. Hesevron. And I assume he followed the proceedings in the 
Senate with some care. 

Mr. Rowan. He should have, if he was—— 

Mr. Hesewron. And discussed it with you: did he? 








Mr. Rowan. He did not discuss it with me; no, sir. 

Mr. Hesetron. Did you ever hear of an amendment which was 
offered in the Senate by Senator Douglas? 

Mr. Rowan. I may have at one time when I was up here. I am | 

a member of the National Petroleum Council. I sat in the Senate 
and listened to the Senator from Illinois. He may have been talking 
about his own amendment. I do not know what he was talking about, 
| to be frank with you. 

Mr. Hxsevron. My own point is, if 2 years ago you did not give 
serious consideration, the association did not give serious considera- 
| tion, to that proposal, this year they have given serious consideration ? 

Mr. Rowan. This year we gave it serious consideration; we sure 
did. 

| Mr. Macpvonaup. Mr. Chairman, just to clear up the record, Mr. 
Heselton and I both cosponsored that bill last year. 

Mr. Hesevron. That is true. 

The Cuatrman. Yes; that is correct. 

Mr. Hale? 

Mr. Hate. No questions. 

The CHarrman. Mr. Macdonald, you are recognized. 

Mr. Macponatp. Thank you, Mr. Chairman. 

Mr. Rowan, would like to say I have never talked to you outside 
this room, and I do not want to have it misconstrued, but I want 
to state that your approach and your feeling in the entire matter 
coincides with my own. I cannot believe that you really are very: 
enthusiastic about the Harris-O’Hara bill, even though you are here 
testifying for it. and I think you are not and could not be enthusiastic 
for it, for the reasons that I am not enthusiastic for it, because I think 
the very fact that you point out that it has four very serious defects 
from your point of view, which may or may not be taken care of by 
amendment, would show that you really could not be happy about it, 
and the reason you cannot be happy about it is because it is really 
a pipeline-beneficial bill; is that part not correct? Is it not actually 
for the benefit of the pipelines more than any other segment of the 
industry ? 

Mr. Rowan. I would say it benefits the pipelines; yes, sir. 

Mr. Macponatp. And would you not go a step further and say it 
benefits the pipelines more than it does the producer ? 

Mr. Rowan. Considering the fact we are in more trouble than he 
is, I would say, yes; and that stems from this thinking, of course, he 
is a public utility, and always has been, and should be regulated and 
has been regulated all along; and we never did think we were a public 
utility, and we are not a public utility, notwithstanding what the 
Supreme Court of the United States says. 

When I take my money that I have worked hard for all my life and 

take it out here and drill a dry hole in the ground without any hope 
of anybody getting that money back to me anyway, the customers up 
north or anybody else— 

Mr. Macponaxp. [ agree with you. 

Mr. Rowan. I risked that; 1 am not a public utility. I did not 
exercise the right of eminent domain. 

Mr. Macponatp. I agree with you. 
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Mr. Rowan. So he is getting more out of it, because we are only 
getting part of our rights back, and he is getting a considerable 
quantity of his restored. 

Mr. Macponaxp. I agree with you that you are not a public utility, 
and I do not see how you can be regulated exactly as a public utility. 

Mr. Rowan. That is correct, sir. 

Mr. Macponaxp. But on the other hand, the pipeline companies 
that produce get even a special benefit within that classified bill; do 
they not ? 

Mr. Rowan. Yes, sir. 

The CuarMan. The committee will recess for 15 minutes. 

(Short recess. ) 

The Cuatmrman. The committee will come to order. 

Mr. Macdonald, you had virtually just started when you were 
interrupted. 

Mr. Macponarp. About 5 minutes; yes, sir. 

The CHatrMan. You may proceed. 

Mr. Macponaxp. I think we just agreed this bill favored the pipe- 
line companies over the other segments, and within the pipelines a 
special segment that had their own producing unit that had re- 
serves 

Mr. Rowaw. Yes, sir. 

Mr. Macponatp (continuing). They seem to be the chief bene- 
ficiaries under this bill. 

Mr. Rowan. I would say they are benefiting substantially by that 
provision. 

Mr. Macpona pn. Right, sir. 

That, I take it from reading your amendments you put in this 
morning, was the reason for the antidiscrimination clause; is that 
correct ? 

Mr. Rowan. That is correct, sir. 

Mr. Macponavb. If this bill is going to parcel out benefits, you would 
just as well have your piece, as well ? 

Mr. Rowan. No; I would not want to express it like that. 

Mr. Macponatp. For which I do not blame you. 

Mr. Rowan. I would want to express it like this: that we believe 
in equal rights for all and special privileges for none, which is an old 
democratic principle. 

Mr. Macpona.p. Yes, sir. 

Mr. Rowan. We do not think the pipelines ought to pay themselves 
10 cents and pay a producer in the same field 5 cents or 6 cents. We do 
not think this country was founded on that kind of principles. 

Mr. Macpvonatp. Right; and I quite agree with you on that score. 

Because they have an unfair advantage—they have got you as a 
monopoly, and at the other end of the line they have got the distribut- 
ing companies as a monopoly—they have got it coming and going, 
literally and figuratively, and also as far as the consumer's point of 
view is concerned, this is very dangerous to us, in my opinion—and 
T will ask your opinion if you agree with me—why it is not for the 
pipeline’s benefit to pay themselves a higher price and thereby, which 
is passed on to the distributing companies and the consumer, thereby 
raising the value of their own reserves. Do you not think this is a 
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dangerous situation from the point of view of raising the price of gas 
to the consumer ? 

Mr. Rowan. Well, I would say this, sir, that I think that they will, 
of course, pay themselves what they think they can get out of it, and 
get approved by the Federal Power Commission. 

They, of course, are not going to be able to bargain at arm’s length. 
The right hand has got to tell the left hand what it is doing. 

Mr. Macponatp. Yes, sir. 

Mr. Rowan. So they will probably take a price that has been paid 
in the field or in the area, or in another area, if there is nobody but 
themsélves operating in there, and use that as a basis for determining 
the fair market price that they can charge for their own gas, pro- 
duced by themselves or their afliliate. 

Mr. Macponatp. Right, sir. 

Mr. Rowan. We say if that condition exists, that we ought to be 
protected to the extent that we get the same price. 

Mr. Macponacp. Right, sir, and for which, I repeat 

Mr. Rowan. We hope there is nothing unfair in that thinking. 

Mr. Macponaxp. I agree. 

With that summation, it is not your experience that the fair market 
price, so-called, or reasonable market price, whatever the words are 
you want to use, tends to be the last price paid in the field ? 

Mr. Rowan. I would not think so, not always. 

Mr. Macpvonacp. I am now speaking of to a small producer who has 
no reserves. 

Mr. Rowan. I would not think necessarily that that would be the 
case, no, sir. I think there would be other factors that would be 
taken into consideration. 

Mr. Macponatp. Which would be what ? 

Mr. Rowan. Well, the deliverability, the amount of the reserves, 
how much you get, how long you have to go to get them, and how 
much line you have to lay to get them, and things like that. 

Mr. Macponarp. Actually, the truth of the matter is, in my opin- 
tion—but has not the situation in the industry gotten to be now that 
the cheap price of gas is not the important thing, but it is tying up 
reserves, that reserves have gotten to be the big single item in the 
minds of the big producers? 

Mr. Rowan. I do not know about in the minds of the big producers. 
I think the pipeline companies, of course, are extremely anxious to tie 
up big reserves for future use, and that they will make concessions 
in prices to the people that have got large reserves; whereas people 
with small reserves are more or less left to fend for themselves. 

Mr. Macponatp. And the reason that reserves have become so 
important is because the pipeline companies can just pass on the costs 
in any event, can they not, under the utility-type regulation ? 

Mr. Rowan. They used to beable to. Can they still do it ? 

Mr. Macvonarp. I do not see anything that stops them. 

Mr. Rowan. I guess that is right. If it is part of their cost of 
operation, they can pass it on. 

Our association, of course, feels this way : that a certificated pipeline, 
a public utility, if you please, should not take public-utility money and 
engage in competition with free-enterprise money. That is our posi- 
tion. 
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Mr. Macpnonanp. Their growing power in the industry works to 
the detriment of the independent producer; is that not true? 

Mr. Rowan. Well, I think so; yes, sir. They can drill a lot of dry 
holes and maybe get it back some way; whereas we cannot get it back 
any way. We just have got one place to get it back. That is when 
we drill a well that has some oil or gas in it. 

Wetry to get it back that way. 

Mr. Macponatp. I say this with complete sincerity, because it is the 
fact : I truly do not understand why people who purport to represent 
small, ietopeesdens producers, those producers who cannot adversely 
affect the public interest for which the Natural Gas Act was passed 
in the ‘first place, say that they do not want to have these poor, rela- 
tively poor, independent producers taken out from under Federal 
control. 

I just cannot understand it, for the life of me. 

Mr. Rowan. We have not said that, and we do not say it now. We 
want to be taken out from under Federal control. 

Mr. Macponaxp. Sir, my bill 

Mr. Rowan. But we want everybody to be taken out from under 
Federal control. We do not come here asking for any special favors, 
and we do not think that we ought to be given any special favors, and 
we think the law ought to apply to the rich and poor alike. 

Mr. Macpona.p. I understand that. But the law is not applying 
to the rich and poor alike, as outlined by you in the two paragraphs 
included statement, which I have referred to , and I am trying to 
see what I can do to try to help the people who seem to need help most. 

I do not say that the consumer is the only one to be concerned about 
in this entire matter, but certainly the big fellows are in such a position 
they take care of themselves, pretty well, too. 

This bill I proposed takes out from under all Federal regulation 
people who do not produce, as you know, 2 billion cubic feet a year 
Now, there is nothing sacrosanct about 2 billion. 

In my mind, I think you are a true independent, and I just picked 
2 billion as a figure, because in the Federal Power Commission figures, 
by the figures they furnished, there is a tremendous dropoff at that 
point in number of producers. 

We have been through the figures, and I am not going to clutter up 
the record again. There is a tremendous dropoff, and that is why that 
figure was arrived at. 

And, I repeat, I just do not understand why people—I can see as to 
the royalty owners, who do not necessarily—the royalty owners that 
you have as members in your association—I can see them not being 
a hundred percent for it. Perhaps they own interests in companies 
who will not be exempt under the Macdonald bill. 

But the true independent producer, who hates Federal regulation, 
is screaming about it, is harassed, in my opinion, by the Federal 
Power Commission. And I introduce a bill to take them out from 
under Federal regulation, and people who purport to represent them 
say they do not want to come out. 

I repeat, sir, I just do not get it. 

Mr. Rowan. We have never said that. We want to come out from 
under Federal regulation 100 percent. 

Mr. Macponatp. But you do not want my bill. 













| 
| 








NATURAL GAS ACT 1263 


Mr. Rowan. Let me tell you something, Congressman. There is no 
question in my mind that you are genuinely sincere in your desire to 
help the little, small, independent gas producer. 

But, nm my humble judgment, the effect of your bill would be 
exactly the opposite, and the reverse. 

Mr. MacponaLp. Well, sir, are the reasons based on the reasons that 
you advanced, or were : advanced, in the resolution ? 

Mr. Rowan. Those are some of them. 

Mr. Macponap. Well, sir, the first one says: 


The above— 
meaning the chief consideration— 


however, is the fundamental fact that it is unsound to promote this type of class 
legislation, even if those urging our support were in position to offer reasonable 


assurance of its passage. 

Now, as to the first one, that is really two main objections. As to 
the first one, I do not see that it is class legislation any more than 
Eisenhower’s proposed permissive authority to the Federal Power 
Commission would not be class legislation. 

You know that if in your case he looked at costs, and in X’s case 
they did not, and in Y’s case they did, you would say you were dis- 
criminated against, that is choosing between classes; 1s it not? And 


as far as that goes, in this very field, the Federal Power Commission, 
in regulating electrical production 


Mr. Rowan. Well, they are not interested 
electric 

Mr. Macponavp. Just let me finish, sir. 

Under the Electric Power Act, as a concrete example, in section 10, 
as amended August 26, 1939, in section (1), it says in issuing licenses 
for a minor part only’ of a company, of a complete project or for a 
complete project of not more than 100 horsepower installed capacity, 
“the Commission may, in its discretion, waive such conditions, pro- 
visions, and requirements of this part except the license period of 50 
years, as it may be deemed to be in the public interest to waive under 
the circumstances,” and so forth. 

So that there is already in this field of power regulation a precedent 
for my bill. Actually, it has been taken up with our legislative 
people, and they say, in their opinion, it is perfectly constitutional, it 
is not class legislation. And, therefore, I think that “class legisla- 
tion” thing is no real reason at all. 

Now, as to the second main objection, that “even if those urging 
our support were able to offer reasonable assurance of its passage,’ 
I think I can give some reasonable assurance that if you jomed with 
us, if it did not pass, it would come mighty close to passing. 

Mr. Rowan. Well, Mr. Harris said he would take it as an amend- 
ment to his bill, and you could try it out then and see how the thing 
works. 

Mr. Macponatp. As an amendment to his bill, it just would noi 
make any sense. You say I am trymg to help you, and I am. 

My main point, for I am not trying to be a hypocrite, i is trying to 
protect my consumers in Massachusetts. There aren’t any oil wells 
in Massachusetts. 

I am trying to protect the consumers. With all due deference to 
Mr. Harris and Mr. O’Hara, with reasonable difference of opinion, 
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I do not think our consumers are protected under their bill. So 
obviously I am not going to offer it as an amendment to their bill. 
But if those are the two main objections, they both sort of seem 
specious to me, they just do not seem to be true objections to the bill. 

Mr. Rowan. I am not the author of that resolution. 

_ Mr. Macponatp. I am well aware that probably no one person did 
it, and perhaps in some respects it is my fault for not being able to 
get there to present my bill and discuss it. 

But, as I have said several times, an unexpected witness was called 
that I thought was very important to me, and I could not be in two 
places. 

But the other reason, up above that you say that from a practical 
standpoint, you hold that should utility control succeed in keeping 
gas prices of the larger companies down, the effect would be to put 
an artificial limit on the prices paid to smaller independent producers 
as well. 

I just think from a practical approach, that is just all wrong. You 
know that a man with no reserves is paid about as much attention 
to by those transmission companies as—they get very little attention 
paid to them. 

Mr. Rowan. That is where you and I differ, Congressman. In this 
respect, I have been in this business a long time, and I have seen these 
pipelines work, and if you study that same report there, that Federal 
Power Commission report, you will see how much of this gas is pro- 
duced by the major companies, by the major producing companies, 
and how little of it is produced by the little companies, and you will 
see there is also a differential right now, the major companies are 
getting more money than the little companies. 

It reflects itself in the Federal Power Commission records. I am 
going to tell you something that I know for sure—— 

Mr. Macvonatp. You are telling me, sir, are you not, that the major 
companies get a higher price for their gas than you do? 

Mr. Rowan. Yes, sir. 

Mr. Macponatp. That is what I am saying, too. 

Mr. Rowan. Yes, sir, I am telling you that. That is the reason I 
am asking for these antidiscrimination amendments. 

Mr. Macponap. Right, sir. 

_Mr. Rowan. I want to say one other thing, if you will permit me, 
sir. 

If you pass your bill and take out from under the control of the 
Federal Power Commission the small segment of this industry, and 
leave the major portion of it, those who produce 97 percent of the 
gas in volume, under the Federal Power Commission regulation, I 
assume, thinking of the customer interest only, which you just men- 
tioned to me, that you think that would have the effect of keeping 
the price of gas down. 

Mr. Macponap. No, I do not, sir. IT agree with you that the price 
of gas is going to go up, no matter what happens. 

Mr. Rowan. If the effect of that is to keep the price of gas down, 
then they are not going to pay the little independent any more for his 
gas than they do the major companies, who have the major supplies 
of it. 

Mr. Macpona.p. I agree with that. 
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Mr. Roman. We are going to be leveled off. 

Mr. Macponatp. I agree with you. I am not saying my bill is 
going to get you better prices for your gas. What I am saying is 
that the least’ that my bill can do is to keep you in the same com- 
petitive position you are now, and relieve you of all the burden of 
getting certificates of conv enience and necessity, filing financial re- 
ports, and doing all the things that seem to me would harass a small 
company. 

That is the very least. And it would seem to me it would take an 
administrative burden off the Federal Power Commission as well. 

Mr. Rowan. We have grown 

Mr. Macponaup. It would take a burden off the small companies, 
and for the life of me, when that is the very least this thing would do, 
how could that possibly be harmful to you to such an ‘extent that 
you would not want it? 

Mr. Rowan. We have gone through all of that. We have seen it 
in the State of Texas. 

Mr. Macvonaup. You say “we.” Who do you mean by “we”? 

Mr. Rowan. I am talking about the independent producers of 
Texas that I am here speaking for. We have seen the major oil com- 
panies engage in the purchase of oil with selective buying, where they 
would buy their own products and would not buy ours. 

Mr. Macvonap. Right. 

Mr. Rowan. We have seen it where they would pay a price higher 
for their own products than they would pay for the independents’, 
and to get around that we passed legislation in Texas that, what is 
known as our market demand statutes and our ratable taking statutes, 
see where a major oil company has to share the market with the inde- 
pendents ratably and fairly and equitably, and the railroad commis- 
sion is administering those laws on a fair and equitable basis. 

And when you do that and give him a fair shake, he is going to stay 
in business, in competition with the guia oil companies. And the 
same identical set of rules applies to gas 

We want to get our ratable share of “the market, and we want our 
ratable share of the market at the market price; whatever he is paying 
himself, we want him to pay us. 

Mr. Macponatp. Right, sir. I agree with you. 

Mr. Rowan. Now then, I do not see how your bill, freeing us from 
the controls, would do mt except keep us from filing a lot of 
reports up there that we do not “have the personnel to file. “Tt would 
do that, yes, sir. It would take a burden off my back and off the backs 
of some other people. 

Mr. Macponautp. Would you not 

Mr. Rowan. But the net effect of it would be, I would say, I do 
not have the personnel, and I am not going out to hire them and file 
these reports, I will take my little bit of gas and put it in intrastate. 

Mr. Macponap. All right, sir. 

But what you are saying is that you do not even want a small favor 
if you cannot get a big one; is that what you are saying? 

Mr. Rowan. No, T am not saying that, Mr. Macdonald. 

Mr. Macpona.p. Because it seems to me 

Mr. Rowan. I am thankful for small favors; I am that little. 
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Mr. Macponatp. That is what most people are, and I cannot under- 
stand—perhaps my favor will turn out bigger than you think. 

But at least you agree it would be a small favor? 

Mr. Rowan. I kind of feel about your bill like the story they tell 
down there in Texas about the Negro boy that had the catfish in his 
hand, and he was wriggling around and wriggling around, and he was 
slippery, and trying to get away from him. And the Negro boy says, 
“Hold still. I ain’t going to hurt you, big boy. I’m just going to 
cut your throat.” 

I feel like your bill would — cut my throat, and I do not mean 
by that anything disrespectful. I know you are trying to help me. 
I know you are trying to help me, but I think the effects of it would 
be the opposite on us. 

Mr. Macponatp. You do not want that kind of help? 

Mr. Rowan. I think it in fact would be the opposite. 

Mr. Macponatp. We just disagree that I am trying to cut your 
throat. 

Mr. Rowan. I do not mean you are trying to do it intentionally. 
Please don’t misunderstand my story. I think the effect of it would 
be that, and you think otherwise. 

Mr. Macponarp. I saw in today’s paper, in the New York Journal 
of Commerce, an article in which Joseph J. Hedrick, representing 
most of the country’s gas pipeline companies, said that the bill that I 
introduced is seen by your association as not being a good bill because 
“they see it as a wedge to divide and conquer the industry.” 

Do you feel that is why I have introduced such a bill ? 

Mr. Rowan. No, sir: T do not. 

Mr. Macponatp. Because, you can take my word for it, it is not so. 

Mr. Rowan. No, sir. 

Mr. Macponarp, It seemed to me clear that the consumer needs 
more protection than he is going to get if costs are not looked at; and 
I feel sorry for you, I think the pipelines have encompassed this area, 
and you are partially victims as well. Let me ask you this, sir: 

Could you tell me why you think this bill, which you just illustrated 
with the catfish story, would cut your throat? T have not heard that 
vet. 

* Mr. Rowan. Well, I tried to make that plain. 

I think that—— 

Mr. Macponaxp. Well, certainly none of the reasons you have put 
in this resolution, as we have just gone through it, are very sound 
arguments against my bill. 

Mr. Rowan. I think if you took the independents, or that small 
segment of the independents, large in number but small in volume, out 
from control of the Federal Power Commission and left 97 percent of 
the gas that is produced in interstate commerce under the control of 
the Federal Power Commission on a cost basis, which is your 114-cent 
price, the actual effect of it would be this: that the pipelines would pay 
us, the independent producers, not regulated by the Federal Power 
Commission, the same price that they were getting themselves. 

Mr. Macponarp. Right, sir. 

Mr. Rowan. And if we did not sell to them at that price, they would 
say, “All right, we are going to buy where we can get the cheapest gas, 
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because we can get the cheapest gas from these big people who are 
regulated.” 

Consequently, we would not only be regulated down in price, but we 
would lose our volume. And we have got to have both price and 
volume to stay in business. 

Mr. Macpona.p. Actually, I disagree. I think you are much too 

cautious about that, that the price of gas is going to be kept to that 
low figure. 

The price of gas has gone up each year under regulation. The price 
of gas has hit a new high under this regulation. You are getting more 
for gas by, the figures ; that some gentleman gave me 2 2 days ago, they 
paid 3 cents to produce the gas in the Panhandle—are you in the 
Panhandle? 

Mr. Rowan. I sold out. I was one of those early-day boys who 
went up there and drilled me some gas wells, and did not have any 

market, and let them stay shut in for 10 years, and then they came 
along and bought me out after I had to have the money to go some- 
where else and operate. 

Mr. Macpvonap. This gentleman represented holdings in one of the 
big companies, I forget who he was now, but in any event this part 
is factual, although his name escapes me: 

They produc ed the gas for 3 cents, which was passed. on to the con- 
sumer under the utility rate basis. ‘They were piping it into Denver, 
Colo. It was the Colorado Interstate Co. 

They are piping it into Denver, Colo., now, and they are asking 20 
cents for it. 

Mr. Rowan. In Denver? 

Mr. Macponaxp. In Denver. 

Now, do you think under regulation that that is a particularly low 
price for gas? 

Mr. Rowan. In Denver? 

Mr. Macponap. Yes. 

Mr. Rowan. If he is paying 3 cents in Panhandle, I think the pipe- 
line is making a pretty good profit, is it not, at a cent and a half a 
hundred miles ? 

Mr. Macvonatp. This particular company has its own reserves in 
the Panhandle. They are selling their own gas up there. 

Mr. Rowan. He is getting a pretty good price for his gas in Denver. 

Mr. Macnonatp. They sure are, and what I am saying is, this is 
happening under regul: ation. 

So why are you so cautious about the low price of gas under regu- 
lation ? 

Mr. Rowan. What you want to do, Mr. Macdonald, is regulate the 
pipeline companies. The pipeline companies are the ones who are 
making that profit. He is making an awfully nice profit. 

You want to regulate that pipeline company. He isa public utility. 

Mr. Macponatp. Theoretically, he is regulated. 

Mr. Rowan. Well, then, you ought to go down to the Federal Power 
Commission. I can tell you another instance where somebody is lax. 
They go to Mexico and pay 14 cents for gas. It is an unregulated gas. 
It is owned by the Mexican Government, probably confiscated from 
some American, and they bring it to the border of Tex: is, and then 
they transport it all the way across Texas. 
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Now, the average for gas we are getting in Texas is about 10 cents, 
as you know. Now, for every 100 miles, Joe Hedrick has testified it 
costs a cent and a half to2 cents. But let’s use a cent and a half. 

You bring that Mexican gas up to the Rowan field, 250 miles from 
the border, and that is 3.75 cents added onto it for transportation. 
That makes that gas sell for 17.75 cents. 

And, up until just a few months ago, last October, we were getting 
9 cents for our gas. 

Mr. Macponaxp. Is that not the 

Mr. Rowan. Why did they do that?) Why didn’t somebody say, 
“Tf there is all this available supply of gas, plentiful supply here in 
the United States of America available, w vhy would the Federal Power 
Commission let them buy that gas at 14 cents over there and transport 
it clear across Texas at a cent and a half a hundred miles, when they 
could get their gas right there in Texas for 10 cents, and would not 
have to tr ansport it two or three hundred miles ?” 

Mr. MacDonatp. Does it not go back to what you and I discussed 
a few minutes earlier, they are not interested in cheap gas but in 
building up tremendous reserves? Is that not the answer? 

Mr. Rowan. They are not building up any tremendous reserves 
down in Mexico, because any time—— 

Mr. Macponatp. Is that not what they think they are doing, getting 
a new source to build up their reserv es? 

Mr. Rowan. Any time the Mexican Government wants to cut that 
Fipeline in two, they will cut it in two, just like they confiscated the 
oilmen’s property down there. 

Mr. Macponatp. Anyway, from the pipeline company’ point of 
view, the only reason they are doing it is to build up their reserves, 
whether or not they are correct in their estimate ? 

Mr. Rowan. I cannot figure out how they are building up their gas. 
They are saving the reserves, what they have got in this country. 

Mr. Macponatp. Does it matter to them? They are passing it on 
to the consumer, anyway. It is no money out of their pocket. 

Mr. Rowan. Somebody ought to get to the Federal Power Commis: 
sion to lay off the poor producers. 

Mr. Macponap. Somebody ought to, but we need a change before 
we can. 

Mr. Rowan. We are not the cause of the troubles. 

Mr. Macponap. Sir, I never said so. I have tried to get you out 
from under regulation. 

Mr. Rowan. We are not the cause of any troubles. 

Mr. Macponavp. But in any event, I was interested in your testi- 
mony to Mr. Bush, I think it was, about costs, and you were saying 
that oil and gas came out of the same well, and you could not divide 
the costs between the gas and the oil; is that right? 

Is that the gist of what you were saying to Mr. Bush? 

Mr. Rowan. Yes, sir; that is correct. 

Mr. Macponaxp. And then I asked about the Phillips decision, and 
vou said you were not paying too much attention to it yet. 

Actually, what I was going to ask you about is: Do you keep the 
nil costs? Do you keep costs of producing oil? 

Mr. Rowan. Over a long period of time, yes, sir: we keep it. 

Mr. Macponarn. Do vou see any reason Ww ‘hy it is not as easy to keep 
costs of the oil as it is of the gas? 
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Mr. Rowan. Well, now, you might be able to make a record here; 
you might be able to pass a law where you could say what the cost of 
gas is over a long period of time. 

But you would also, in order to do that, you would have to do two 
or three things: 

In the first place, you would have to take a long period of time to 
go back to; and in the second place, you would have to take some arbi- 
trary figure and say the oil costs so much and the gas costs so much, 
and it would be ourely a calculating machine figure. 

It would not e anything that you or I are smart enough to figure 
out. In the first lite, in order to know exactly what your costs are, 
you have got to know how much reserves you have got under the 
ground, and that is susceptible to some error. 

I will say these engineers do a pretty good job of telling us what 
we have underground, but don’t ever think they don’t make some 
mistakes. 

Just to illustrate the point 

Mr. Macponaxp. I do not mean to cut you off, but you are a little 
off my point, and I have just a limited time. 

I want to ask you this: You probably know that during the Suez 
so-called crisis, that the price of oil went up, and there was some un- 
favorable publicity for the oil people. 

Mr. Rowan. Quite a bit. 

Mr. Macponatp. So they came up here, and when asked why the 
rice of oil went up, they said, “Weill, it is like everything else. This 
Seadlenie is just like any other business. The cost of production has 
gone up. Therefore, we need more, we need an increase in price to 
meet the increase in costs of production.” 

Do you find anything illogical about the fact here is gas and oil 
coming out of the same “well, “and when it is about oil the people say, 
“Well, . the cost of production of oil has gone up; therefore, we need a 
price increase. But, no, no, by law you shall not look at how much 
our natural gas production costs are.” Do you find anything illogical 
about that position ? 

Mr. Rowan. Mr. Macdonald, I would say anybody would be silly, 
he ought to be in ™~ bughouse, that would say that you could continue 
to lose money year after year, either as an oil producer or gas pro- 
ducer, and stay in » businens, unless the Treasury wants to start print- 
ing this money and giving it away like they do over in Europe. 

Mr. Macponatp. I never heard anybody say that. 

Mr. Rowan. But you cannot determine, here is the point I am say- 
ing. Iam not saying that you should not take it into consider ation ; 
if you could determine what the cost is, maybe you should take it into 
consideration. 

But you cannot determine what the cost is. 

Mr. Macponaxp. Then the oil people appearing before us claiming 
& price increase on the basis of cost of production, were telling us an 
untruth ? 

Mr. Rowan. They were not telling you an untruth when they said 
the cost was going up; no, sir. 

Mr. Macponarp. Well, how did they know the cost has gone up? 

Mr. Rowan. The cost has gone up, because you have raised ‘the price 
of wages, since 1933 you have raised the price of wages every year. 
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Since 1933, you have raised the price of wages in the steel industry, 
and in the coal industry, and the price of coal. 

I mean, the price of steel has gone wp, which is a major item in any- 
thing we do in the oil industry. 

Mr. Macpona.p. All right, sir. 

Mr. Rowan. You have raised the price of automobiles tremen- 
dously, you see, and all of those things we buy. You have raised the 
price of tires. 

Mr. Macnonaxp. I agree to that. 

Mr. Rowan. Why don’t we freeze the price of tires? Why don’t 
you go look at the cost on them ¢ 

Mr. Macponaup. Well, we do. 

Mr. Rowan. They are a commodity just like ours is. 

Mr. Macvonarp. We do. 

T am driving a car, and I looked around, I get a deal on purchase of 
@ car. 

T cannot get any deal from that Melrose Gas & Light Co. that comes 
into my kitchen. 

Mr. Rowan. We will deal with you on oil and gas, too, favorably. 

Mr. Macponarp. The consumer, unfortunately, cannot, sir. 

But in any event, do you disagree with the oil people, that were 
telling an untruth when they were saying that costs of production 
should be looked at as a justification for a price increase ? 

Mr. Rowan. I do not believe they said that. If I understood them 
correctly, I believe they said this: that the cost of finding and pro- 
ducing oil had gone up enormously since 1933, and the price increase 
was justified on that basis alone. 

Mr. Macponap. Well, is that not cost of production ? 

Mr. Rowan. Yes, it is cost of production. 

Mr. Macpvonatp. Is it not illogical for one-half of this industry to 
say, “Look at costs”; and the other half to be up here saying it is 
mandatory to prohibit looking at his costs? 

Mr. Rowan. I do not thmk there is anything illogical about it. 
T am sorry, I cannot agree with you. 

Mr. Macponap. You are consistent in your inconsistency. 

Mr. Rowan. I hope I am not inconsistent. 

Mr. Macponatp. All right. 

Sir, this resolution, how was the resolution passed? And then 
1 will pass you, too, sir. 

Mr. Rowan. Mr. Macdonald, as chairman of the gas committee, 
I explained to the gas committee on Sunday what had happened up 
here, what bills were pending up here. 

Mr. Macponatp. Was this an open meeting ? 

Mr. Rowan. Yes, sir, an open meeting, anybody could come there. 
It was an open gas committee meeting. 

Mr. Macponatp. Just who was there? 

Mr. Rowan. Let me finish this, and I will answer your question. 

At that meeting, I said “Mr. Macdonald has agreed to come here 
and explain his bill to us, and I do not think the gas committee ought 
to take any position on his bill until after we have heard his side, 
after he has explained it.” 

T said “it would be, to me, highly discourteous to him to ask him here 
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and take a position prior to hearing his arguments.” And the gas 
committee did not take any position on Sunday. 

On Monday, we had the panel discussion; and on Tuesday morning, 
after you had wired that you could not come, why, we passed our 
resolution and our report of our gas committee. 

Then a member of the association, a past president of the associa- 
tion, Mr. Guy Warren, got up and spoke on your bill, and offered a 
resolution. 

Mr. Macponaup. What did he say about my bill ? 

Mr. Rowan. That is it, right there. That is all he said. 

Mr. Macpvonatp. He said, “It is the judgment of this association 
that such legislation is fundamentally unsound and economically 
undesirable” ? 

Mr. Rowan. That is right. He said it was class legislation. He 
may have said “divide and conquer”; I do not remember, but I expect 
he did. 

Mr. Macponaip. Did anybody ask him why he was saying this, why 
it was fundamentally unsound and economically undesirable ? 

Mr. Rowan. No. But 2 or 3 people got up ‘and spoke just like he 
did, and said they did not think the association ought to go for that 
kind of legislation. They thought it was bad. 

Mr. Macponatp. You mean none of those independent producers, 
there was not a single independent producer 

Mr. Rowan. There was not a soul got up and spoke in favor of 
your bill. [Laughter.] I really—there were about eight votes against 
my report of the gas committee, but there wasn’t anybody that was on 
your side. 

Mr. Macponaup. Maybe it is just as well I missed that meeting. 

Mr. Rowan. No, sir. 

Mr. Macponatp. As a matter of fact, I feel certain that, had I been 
able to go and explain my position, perhaps you would have had more 
voices raised, because, while I am sure technically the bill has been 
considered, I think it gets about as much consideration as some of 
the bills that go on our Consent Calendar over on the floor of the 
House. 

Mr. Rowan. I would like to see your bill put as an amendment to the 
Harris-O’Hara bill, and see how it works out. 

Mr. Macponatp. You do not understand; if it was an amendment to 
this bill, it would be of no effect to the consumer. 

Mr. Rowan. Yes; it would, because it would relieve all this 97 
percent of having to go before the Federal Power Commission and get 
their contracts approved, you see, 

Mr. Macponaup. Well, would it not do that anyway ? 

Mr. Rowan. Then the other 3 percent, well, they would have to 
vo up there and wrangle about whether this was a fair market price. 
We would not have to worry about that. 

Mr. Macponap. I quite agree. That is why I do not understand 
why you are not a hundred percent for the bill, anyway. You could 
not. possibly lose anything, and you might come up with something. 

Mr. Rowan. Well, I sure am sorry I cannot agree with you, sir. 

Mr. Macponatp. As you have said, at some length. Do you happen 
to know a Mr. Majew ski, president of the Great American Oil Co. 2 

Mr. Rowan. Barney? Yes; I know him well. 
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Mr. Macvonarp. Do you agree with the statement he made in 
Boston, Mass., last Friday in which he urged the men and women in 
the oil and gas industry, investors, workers, and others, “to promptly 
organize and become a political force to keep their industry from 
improper Government interference and stifling regulatory controls” ¢ 

Mr. Rowan. No, sir; I do not agree to that. 

Mr. Macponap. He was not speaking for the industry ? 

Mr. Rowan. I do not think so. 

Mr. Macponaup. But, as the headline says in the Boston paper, 
“Oil Men Told To Fight Foes in Politics.” 

Mr. Rowan. No, sir. We do not, as an association, take any inter- 
est in politics at all, except on some particular legislation like, this, 
that vitally affects our business. 

In other words, about half of them will vote for Martin Dies over 
there, and half of them for Yarborough. 

Mr. Macponarp. That is what is known as voting a split ticket? 

Mr. Rowan. And many of them vote the Republican ticket, although 
the men over there in Dallas support Mr. Alger. 

Mr. Macponarp. Thank you, Mr. Chairman. 

Mr. Rowan. Thank you, Mr. Macdonald. I appreciate your courte- 
ous treatment. 

The Cuarrman. I think Mr. Macdonald is thoroughly satisfied that 
you are not for his bill. 

Mr. Macponarp. That Iam. [Laughter.] 

The Cuarrman. Mr. Dingell, would you let me just ask this one 
question on Mr. Macdonald’s bill? 

Mr. Dtncetu. More than pleased to. 

The CHarrman. Since he has been on that line. He used a word 
I do not think was appropriate. Is it a fact that every one of these 
producers of natural gas producing 2 billion cubic feet a year or 
less are hoping and working and praying that they will be producing 
more than 2 billion cubic feet the next year? 

Mr. Rowan. Yes, sir. I know a friend of mine who has five wells 
on a lease, and he is producing a million cubic feet a day out of those 
wells, and he has got some undeveloped reserves there. And if he 
drilled another well and produced another million feet off of that lease, 
automatically his contract would be subject to Federal Power Com- 
mission regulation, and he would have to either shut down and quit 
developing his property right at that point and cut it off, or else he 
would have to spend the additional money to drill additional wells 
and then cut his overall production back to where he would not get 
any more money out of 6 wells than he would out of 5. 

The Cuarman. But the fact remains, there is an urge and incentive 
in the oil business, when the people have a free and open opportunity, 
to get out and push and take a chance and then risk their capital and 
all, to get more and find more and have more available to the con- 
suming public? 

Mr. Rowan. That is correct, sir. 

Mr. Macponatp. Would you yield, sir? 

The Cuarrman. I took this out of his time. 

Mr. Macponarp. Would you yield for one question? And it won’t 
be about the 27.5 being incentive enough, Mr. Chairman. We have 
been through that so many times, I would not get into that again; but I 
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just repeat my position that 27.5 depletion allowance seemed to have 
en more than enough to keep people going and adding to the number 
of people who are looking for gas ol oil since the Phillips decision. 

But would you be for my bill, if the reason you are not for it is that 
it stifles incentive, would you be for my bill if I amended it to read: 
“Anybody, as of the effective date of this bill, producing less than 
2 billion cubic feet a year would not be subject”? Say you are on the 
borderline, as you said this morning that perhaps you were, just above 
or just below, would you be willing to accept that amendment ? 

Mr. Rowan. No, sir; I would not. 

The Cuatrman. Mr. Dingell ? 

Mr. Dineetx. Thank you, Mr. Chairman. 

Mr. Rowan, I was very interested in your opinion, if the Eisenhower 
amendments, so-called, three amendments, are included in the bill, 
you will oppose it. Is that correct? 

Mr. Rowan. Was it three, Mr. Dingell ? 

Mr. Dineety. Three. 

Mr. Rowan. I did not hear but two of them. 

Mr. Dinceti. One had to do with the Commission may consider 
costs; another one outlaws, I believe, definite price increases; and I 
forget what the third one is, myself. 

Mr. Rowan. Well, the two I understood, so I will be answering on 
what I heard Mr. Kendall talk about, he wanted to take out that 
prohibition against considering costs; and the other one was, he 
wanted to give the Federal Power Commission the right to review 
fixed price escalation clauses. Those are the only two that I remember. 

Mr. Dincetu. That is my understanding. 

Mr. Rowan. We are against those. ‘And if those amendments were 
put in by the committee, the TIPRO Association would certainly 
oppose the passage of the bill. 

Mr. Drvxcex. Let me ask you this question: Assuming that you 
are in this business, and you happen to hit a certain percentage of 
dry holes; that percentage of dry holes that you hit are included in 
your cost basis on your gas; are they not? 

Mr. Rowan. They are; yes, sir. 

Mr. Dineeiy. And to that extent, by the existing practices, you are 
actually protected and insured by the consumer against loss on dry 
holes; am I correct? 

Mr. Rowan. Well, you may be, like one of the boys down there 
at Galveston that went over to the gambling joint. He lost $2,500 the 
first night 

The CHatrMAn. May I respectfully ask each of you to talk just a 
little louder. Mr. Hale and I both have trouble hearing you. Maybe 
we should move down there. 

Mr. Dincexi. I am anxious to reach the time when I can arrive at 
the point where I sit on the upper row, but I think I would be much 
more comfortable down here, sir. I will try to speak louder. 

Mr. Rowan. Here is the thing that disturbs me about it. 

The Cuatrman. Please speak a little louder, Mr. Rowan. 

Mr. Rowan. Yes, sir. 

Here is the thing that disturbs me about the cost angle. Here is the 
thing I do not think this committee understands, including Mr. Mac- 
donald and Mr. Dingell. 
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You all think that this business of finding gas, so far as the inde- 
pendent is concerned, is a day-to-day and year-to-year process so far 
as the independent producer is concerned. ‘That is not so. 

In other words, I have got a friend in Fort Worth who drilled a 
hundred dry holes in 20 years’ time. 

Now, when he got his first production at all, those hundred wells 
and all that 20 years’ of effort is going to be taken into consideration 
in fixing the fair price of that oil or that gas? 

Mr. Dineett. I do not think so. 

Mr. Rowan. I do not think so either; and is he going to be able 
to go back and adjust his tax picture over those 20 years? You 
would have to adjust your tax laws and all those things. 

Mr. Drnceti. Let me ask you this: Under the bill presently before 
this committee will he be able to do that? 

Mr. Rowan. Go back and adjust those? 

Mr. Drncetu. That is right. 

Mr. Rowan. No; he will not be. 

Mr. Dince.u. So he is not any better off if this bill is passed than 
if the bill is not passed ; is he? 

Mr. Rowan. Yes; he is better off. He is better off to this extent, 
that when he makes a contract with a purchaser who is ready, will- 
ing, and able to purchase it, if he can get the Federal Power Com- 
mission to approve it in the first instance, he knows he is going to 
get his money, and he knows he is going to get an income from that 
well. 

Mr. Drncexv. Is there any question in your mind that he is going 
to get any income from the well under the existing law ? 

Mr. Rowan. No; he is not. 

Mr. Drncetn. He is not going to have an income? 

Mr. Rowan. No; he does not know what it is going to be. It is 
going to be subject to whatever the Power Commission, in its judg- 
ment and in its wisdom, decides his cost is. 

Mr. Dinceti. Well now what about it, is he not at the mercy of 
reasonable market price under the existing bill or under the bill before 
the committee ? 

Mr. Rowan. Yes; but if they say his contract is going to be nego- 
tiated and at arm’s length, and is above the reasonable price, they 
turn him loose and he goes back home. What can he do? He can 
sit there and pay his shut-in gas royalty or say, “All right, I will 
sell it to Podunkville down here and let them use it,” or maybe sell 
it to a chemical company that comes down there or something like 
that. He is free to negotiate another contract at arm’s length. 

Mr. Drincety. Let us go a little bit further here. Let us take 
a situation where you drill a well and the cost exceeds the reasonable 
market price. 

What are you going to say to the Federal Power Commission then 
under this particular bill ? 

Mr. Rowan. Under this bill ? 

Mr. Dincety. Yes, sir. 

Mr. Rowan. Under the Harris-O’Hara bills? 

Mr. Drnce.y. Yes. 

Mr. Rowan. I have drilled a lot of them that way. Yes, sir; I 
have drilled a lot of them that way. 
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I have got one right now in south Louisiana. I do not think I 
will ever get my money out of it, and in the same area Phillips spent 
$4 million and somebody else spent six or seven hundred thousand 
dollars, and finally got disgusted with it, and turned it over to me. 

I spent $600,000 to drill a little well. Maybe I will get it back. 
I am going to sell that oil and gas at what the market price is. That 
is what a purchaser is ready, willing, and able to pay me for it. 

Mr. Dineett. What are you going to say about the constitution- 
ality of a bill though that forbids you to consider costs of your gas 
under a situation like that ? 

Mr. Rowan. Well, I think—listen, I think in this country of ours 
we ought to be free to do whatever we want to do. 

If I want to give my money away I ought to be permitted to give 
it away, and if I want to make a bad trade or bargain in the sale of 
my gas, I do not think the Government of the United States ought 
to be paternalistic enough to hold an umbrella over my head and say, 
“You cannot do that.” 

Mr. Drneeii. Under this bill the Federal Government will be say- 
ing, “We will not and cannot consider the costs of your gas, and if 
the cost of your gas is more than the reasonable market price, you 
are just plain out of luck on that.” 

What do you say about that?) What do you think about that? 

Mr. Rowan. I think that they ought not to have any right, as a 
matter of fact, to have anything to do with what I get for my gas. 

I think it ought to be regulated by the law of supply and demand. 

Mr. Dincett. But what do you think about a regulation of the sort 
I am discussing now ? 

Mr. Rowan. I think it is wrong. 

Mr. Drnceii. You think it is wrong? 

Mr. Rowan. Yes. 

Mr. Dinceii. Don’t you think, as a matter of fact, that you would 
rush off to the nearest court and say, “Here they are taking my prop- 
erty without compensation.” 

Mr. Rowan. No: I would not. 

Mr. Dinee.x. Here they are saying—let me finish what I am say- 
ing—— 

Mr. Rowan. Excuse me, sir. 

Mr. Dineeti. They would say, or rather you would rush off and 
say, “This is a terrible situation that I cannot get my money back 
and that these people are not going to let me get my money back; in 
effect, they are taking my money without due process.” 

Is that not what you would say ¢ 

Mr. Rowan. No, I would not, because I entered into a contract at 
arm’s length negotiations, freely, and all the Federal Power Com- 
mission did, they did not say that, “You can get this or you cannot.” 
All they did was say that this price exceeded the fair market price, 
and they said, “We are not going to approve it and, consequently, you 
cannot move it in interstate commerce.” But I am free to sell that 
gas to anybody I want to. 

Mr. Dinceit. All right. Let me ask you this question then. You 
are talking about section 13 (F), and you said originally it was ap- 
proved by the gas committee; am I right ? 

Mr. Rowan. Originally it was disapproved by the gas committee. 
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Mr. Dincetx. Originally it was disapproved ? 
Mr. Rowan. Yes, sir; we asked for an amendment. 

Mr. Drncett. With some rather strong language, as a matter of 
fact ? 

Mr. Rowan. Yes, sir. 

Mr. Drvcetu. Tell me this: Assuming you do not get this anti- 
discrimination amendment to protect you, are you going to want 
13 (F) out then? 

Mr. Rowan. I would have to ask the committee or you would have 
to ask me my own personal opinion. 

Mr. Drvcet. Then I would appreciate receiving your personal 
opinion. 

Mr. Rowan. I would say if we could not get 1 of the 2 amend- 
ments in there, that is the antidiscrimination amendment or the fav- 
ored-nation clause, if you have the favored-nation clause, why then, 
the affiliate, the pipeline cannot buy from his affiliate at a price higher 
than he pays you because you are protected. 

I would say if you did not get either one of those, that 13 (F) 
ought. to be amended. 

Mr. Drneext. All right. Then let me ask you this question. 

Mr. Rowan. Maybe not struck out, but amended. 

Mr. Drxcew. Let me ask you this questione: Do you know Mr. 
Hedrick ? 

Mr. Rowan. Yes, sir; I know him. 

Mr. Dincety. Do you think he knows what he is talking about when 
he talks about. pipelines? 

Mr. Rowan. I expect that he is one of the smartest pipeline men in 
the United States. 

Mr. Dinceww. Mr. Hedrick told us yesterday that, based on the 
conditions prior to the passage of this bill, independent of the passage 
of this bill, that the pipelines were preparing to spend $8 billion, over 
twice the amount of their existing investment in facilities, for the 
transportation of gas in interstate commerce, interstate transporta- 
tion. 

Do you think that those people would spend $8 billion if they did 
not expect to have a reasonable supply of gas? 

Mr. Rowan. No. 

Mr. Dincewt. A supply sufficient to amortize their capital in- 
vestment by the money they derived from carrying this gas? 

Mr. Rowan. No; they are not going to spend $8 billion. 

They have not got the $8 billion, and they are not going to get the 
$8 billion from the public unless they come up here, T mean go up to 
New York, and show them they have got these reserves contracted for 
so that they can justify the expenditure of that money. 

Mr. Drngett. Then you are telling me that Mr. Hedrick is all wet, 
is that right? 

Mr. Rowan. Yes; he is wet to that extent, and he knows that, too, 
and every investor knows it. 

Mr. Dinceii. I am not giving you this as my figure or my quota- 
tion; I am just telling you ‘what Mr. Hedrick said. 

Mr. Rowan. He is trying to say to you gentlemen here on this 
committee that there is a market for additional gas, and “If we can 
get this additional gas we can get the money, and then we can build 
this facility and then we can make this great natural resource available 
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to alot of people in the United States who want it today at a fair and 
reasonable price.” 

In order to build that line he has got to get his reserves contracted 
for, and bring them up here to the Federal Power Commission and 
get a certificate of public convenience and necessity, and then he has 
got to go up to New York and say to those bankers up there, and those 
investors up there, “Here we have got a money-making proposition. 
If you will lend us the money we will build this line.” 

Mr. Diner. Excepting that that is not what Mr. Hedrick said 
yesterday. 

Mr. Rowan. I do not care what Mr. Hedrick said. I am just 
giving you some of the facts of life that I know. 

Mr. Macponatp. You would not suggest, sir, that all the facts 
were not brought out at the hearing? 

Mr. Rowan. Well, there have been a lot of facts brought out here. 
I have had a general education. 

Mr. Dinerit. Tell me, what is the reasonable market price of gas? 

Mr. Rowan. Well, I have answered that three times, and I am 
going to answer that once more now. 

In my opinion, and this is just my own opinion, it is what a pur- 
chaser ready, willing, and able to pay and transport the gas—— 

Mr. Dincetxi. Are you willing to stand on your statement here? 
I know you ran out on it at one time—are you willing to stand on 
the rest of it? 

Mr. Rowan. What is that now? What did I run out on, please? 

Mr. Dineriu. This is what you say: “We feel strongly that the 
two-party favored nation clause should not be outlawed by statute. 
It simply is not fair to do so. Is not my neighbor’s gas in the same 
field of equal value to mine?” 

Are you willing to stand on that? 

Mr. Rowan. I stand on that; yes, sir. 

Mr. Divert. Do you think all gas then in the same field ought to 
be priced at the same figure; is that right? 

Mr. Rowan. Yes, sir. 

Mr. Dinocety. Is that what the reasonable market price of gas is 
then, the price of gas all through the field ? 

Mr. Rowan. Yes, sir. 

Mr. Drincett. That is what the reasonable market price is? 

Mr. Rowan. That is what they are willing to pay for; yes, sir. 

Mr. Dinceit. You say what they are willing to pay for it? 

Mr. Rowan. Yes, sir. 

Mr. Dincety. Well now, is it the average across the field or is it 
what the buyer is willing to pay ? 

Mr. Roway. It is what the buyer is willing to pay. This does not 
contemplate the average. 

Mr. Dincett. Well, you say or you said now, I did not say this, 
“We feel strongly that the two-party favored-nation clause should 
not. be outlawed by statute. It simply is not fair to do so. Is not 
my neighbor’s gas in the same field of equal value to mine?” 

Mr. Rowan. It is, and I stand on that question, on that statement. 

Mr. Drincety. All right, Mr. Rowan. 

Which is reasonable market price; is it the average across the field 
or is it the same across the field, or is it some other figure? 
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Mr. Rowan. Well, I would say it is the same across the field. It 
ought to be the same across the field. 

Mr. Drxcewu. Is that what the reasonable market price is going to 
be under this bill? 

Mr. Rowan. In other words, whatever price they pay, whether 
it is reasonable or unreasonable, it ought to be the same to everybody. 

Mr. Drnextt. Then, would it be whatever the traffic would bear? 
Would that be a fair statement ? 

Mr. Rowan. No. 

Mr. Drncett. Whatever you can get from a buyer? 

Mr. Rowan. Whatever you can get from a buyer. 

Mr. Drncett. In other words, whatever the traffic will bear, why, 
that is reasonable market price. 

Mr. Rowan. That is what they do on automobiles, and that is what 
they do on corn and everything else. 

Mr. Drncexx. I happen to come from an automobile-producing 
area, and I deny that statement. But we are talking about gas now. 
I want to know, is it whatever you can pry a buyer ‘loose from? 

Mr. Rowan. Yes. 

Mr. Dincett. That is what it is? 

Mr. Rowan. If you want an answer to it, yes; it is whatever a 
purchaser, ready, willing, and able to buy the gas and transport it, 
will pay for it. 

Mr. Drncety. And the buyer is being generous then with some- 
body else’s money because he is really being generous with the dis- 
tributor’s money, and, of course, the distributor’s money is really 
the consumer’s money; am I right in that? 

Mr. Rowan. They never have been generous with anybody’s money, 
just to be perfectly frank and honest with you. 

Mr. Drncety. They are guaranteed a fair rate of return on their 
investment. 

Mr. Rowan. They are guaranteed a fair rate of return, and they 

ought to get it on gas. 

if you want to help the people up in Massachusetts or Michigan, 
why don’t you make them do like they do with common-carrier 

railroads, and let me go up there and negotiate a sale with them? 

Mr. Dincetu. There “might be some merit in that proposal. 

Mr. Rowan. May I illustrate a case? You have got the railroad, 
and Mr. Connole 

Mr. Dinceiy. Let us get back to the point that I was going on. We 
will go into this later if you want to, Mr. Rowan. 

The point I want to stress with you, then, is under this bill actually 
the pipeline company and distributor are guaranteed a fair rate of 
return no matter how much they spend on gas. They are guaranteed 
a fair rate of return; are they not ? 

Mr. Rowan. Arethey? I did not think so. 

Mr. Dincetx. Am I wrong in that ? 

Mr. Rowan. They do not guarantee them a fair rate of return. 

What they say is, “If you are not making a profit at the price you 
are charging at the gate, with all the fair and necessary expenses in- 
volved here, you make an application for a rate increase, and we are 
bound under the law to give it to you.” That does not mean a fair 
rate of return. 
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Mr. Dineety. Doesn’t that mean one and the same thing / 
Mr. Rowan, No; it does not mean a fair rate of return. 
Suppose they price themselves out of business, as they have done? 

I am in the cattle business, and when the price of beef gets so high 

that the housewife will not buy it, why, they quit buying it, and they 

go to buying fish and chicken, and then the price of beef goes down 
because the demand falls off. 

Now, you price this gas so high that these housewives will not buy 
it in Michigan and New York and Massachusetts, and the price of gas 
is going to go down. Their business is going to fall off, their volume 
is going fo fall off. 

Mr. Drncett. You have made a very interesting statement to this 
effect, a little further on, but before I go into that I want to ask you 
this question : Do you say, then, that the reasonable market price of gas 
is whatever will compete with other fuels, for example, oil and coal; is 
that. a reasonable market price ? 

Mr. Rowan. No. 

Mr. Dincetu. Because that is the price at which people will begin 
switching to other competitive fuels? 

Mr. Rowan. I think that affects the price very definitely, yes, sir; 
if we are in a competitive market. 

Mr, Macponarp. Would you yield for a question on your point? 

Mr. Dinceut. I will be glad to yield. 

Mr. Macponavp. Sir, from perhaps one point of view your theory 
is a good one; I do not know, ae supply and demand. If you accept 
the fact that there is no monopoly down in the production field, maybe 
it would. But is not your theory dangerous to the consumer—where 
the pipelines are owning the gas, they own the gas that they are trans- 
mitting to the consumer—that everybody in the field ought to get the 
same price? Is that not the great danger, that these pipelines who 
own these gas reserves so—as you have said earlier—they can pay 
themselves any kind of price they want to; won’t that automatically 
raise the price, if we follow your theory, and, thereafter, won’t the 
consumer, Who does not have the freedom of choice that you think we 
have, because we have got a big investment, and I do not want to get 
diverted by my own rhetoric, but we have got more of an investment 
in the natural-gas business, and I ean prove that by figures, double all 
the money invested by people who are engaged in producing it by way 
of equipment and everything else—but at any event, is not the great 
danger the fact that these pipelines have grown so that they are paying 
thetnselves, and if you go along with your theory, the whole price 
rises and the consumer is cold in New England and Michigan? 

Mr. Rowan. My theory has been expressed here very clearly, and 
that is that a certificated pipeline, a public utility, should not be 
allowed by law to engage in competition with free competitive 
enterprise. 

Mr. Macponaxp. But the hard cold fact is that they are. 

Mr. Rowan. Well, you ought to stop it. 

Mr. MacponaLp. You can only do one thing at a time. We are 
trying to start. We cannot have the finished product without start- 
ing to try to build it. That is what we are trying to do. 

Mr. Rowan. This committee and this Congress or any other Con- 
gress could pass a law divorcing from the pipelines all business not 
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related to the purchase, processing, transportation, and sale of natural 
gas, and you would not have that problem and they would be strictly a 
public utility. 

Mr. Macponavp. All right, sir. But won’t you please answer my 
question—you can do it by saying “Yes” or “No”: Is not the danger in 
your theory the hard cold fact that the pipelines are buying their 
own gas, which would set the field price for everybody in that market, 
and they do not care what they charge themselves? 

Mr. Rowan. | would not think so. If the Federal Power Commis- 
sion were on their toes, and disapproved of a price that was contrary 
to the reasonable market price, 1 would not think so; no, sir. 

Mr. Macponap. Thank you. 

Mr. Dincett. Mr. Rowan, let me get back to this thing. 

Are you going to tell us, then, that the price of competitive fuels 
will not be a factor in computing of reasonable market price? 

Mr. Rowan. I do not think so, for some time to come, but it could 
very easily be; yes, sir. 

Mr. Drneeti. Well now, is it not a fact that—and this not my 
statistic; this is somebody else’s figure—that it is about 25 cents a 
thousand cubic feet, which makes gas competitive with oil and coal; 
is that not a fair statement ? 

Mr. Rowan. I believe the price is higher than that. I believe it 
would have to go up to about 30 cents; maybe I am wrong about that. 

Mr. Drncetu. Let us take 30 cents. 

Mr. Rowan. Figure a thousand B. t. u.’s to a thousand cubic feet 
of gas; I believe it would have to go up maybe to 30 cents at the well. 

Mr. Drineetu. Thirty cents. Would it not be fair to say that ulti- 
mately that will be the roof under which this whole operation will 
come to exist? In other words, it will not go any higher than that? 

Mr. Rowan. Well, I had a brother in the coal business in Philadel- 
phia, and he put in gas, and he was not concerned with the cost at all. 
He was concerned with the convenience. 

Mr. Drneetx. Then you want to tell me—— 

Mr. Rowan. Some of them are going to pay a little bit more than 
they would pay for gas competitive with coal, but I think you are 
going to reach that point some day; yes, sir. 

Mr. Dineeti. That was the point I was coming around to, then. 
Then it would be fair to say that competitive prices with other fuels 
are not really the big consideration, but ultimately it is a figure some- 
where over and above that, based on convenience and desirability. 

Mr. Rowan. We will accept an amendment to the bill, TIPRO 
will, and I will speak for them right now, that if you want to write 
a provision in there that the producer can contract but his contract 
price shall not be, you see, at a higher price than the competitive 
price of other fuels in the area in which it is sold, then your Federal 
Power Commission has got something to take and deal with, they can 
deal with something tangible there, and they will not have to be 
guessing what the fair market is. 

The Cuarrman. Would you state that over again ? 

Mr. Rowan. The Federal Power Commission 





The Cuatrman. You would accept an amendment to do what? 
Mr. Rowan. The Federal Power Commission cannot interfere 
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with the contract price until it reaches a point where it exceeds the 
competitive fuel in the area in which it is sold. 

The Cuarrman. Well, would the gentleman permit this observa- 
tion? The hearings already deal here with the B. t. u. content; the 
price of natural gas would have to go to 55 cents. 

Mr. Rowan. Well, I said 30 

The Cuatrman. I thought that was a little high myself, but it may 
be right. 

Mr. Rowan. I thought 30 cents would get it. 

The Cuarrman. I thought your 30 cents was a little low. 

Mr. Dincext. I believe my recollection is 25. 

The Cuarrman. The hearings 2 years ago and this year both feel 
it is way up above that. 

Mr. Drncex. Let us goa little further. You think then the ultimate 
point at which this will come to rest, this reasonable market price, 
will be somewhere where the gas that is delivered to the pipeline, to 
the burner tip at a figure somewhere slightly in excess or in excess of 
the price of competitive fuel ; is that ri ght ! 

Mr. Rowan. I do not necessarily think that. It depends upon how 
much supply we get. I think the law of supply and demand is 
going to govern the price, like it has done in the past. 

I have lived long enough to see it not worth anything. You had to 
blow it in the air. It has gone up to 10 cents. 

Mr. Drncetx. The point I am trying to come back to is the point 
I want to find out as to what constitutes this reasonable market 
price. You say supply and demand. 

Also in your statement you mention a great deal of trouble that 
you have had with the monopolies, and you referred to the troubles 
that the independent producer has with the big giants of the industry. 

1 want to assure you that the consumer has at least as much trouble 
with the giants of the industry and with monopolistic situations in 
this particular industry. 

Mr. Rowan. Yes, sir. 

Mr. Dincetx. But in view of that I am trying to see at what figure 
this is going to be reached, whether it is going to stop ata competitiv e 
price, whether it is going to rise above competitive prices, just where 
it is going to go to. 

Mr. Rowan. Well, unregulated I think the industry will find a lot 
of gas, and I think that the law of supply and demand will keep 
your price of gas down to where it is reasonable and fair, probably 
‘cabled ‘ably below what it would be if you put it on the basis of com- 
peting fuels on a B. t. u. content basis. 

Mr. Dinceti. That is the point, then, that it will rise, too? 

Mr. Rowan. Yes, sir. 

Mr. Dinceti. Up to the price of competing fuels? 

Mr. Rowan. And if you get a scarcity of gas, a great scarcity of 
gas, then I think that the law of supply and demand will also fune- 
tion to a point where the price will go up to where it competes with 
competing fuels, and when that time 

Mr. Drnceti. You already have told me that it would ultimately go 
up to this point where it would compete with other fuels. 

Mr. Rowan. I told you it would go up to that point, based on the 
law of supply and demand. If you 
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Mr. Dincei.. Of course, is not reasonable market price the price 
that can be reasonably gotten in the field, based on competition with 
other similar fuels? 

Mr. Rowan. Sure. It is what somebody is ready to come down 
there and buy your gas for and pay you for it. 

Mr. Dinceti. Well, are they not willing to ultimately come down 
there and pay for that gas the amount that they could expect to get 
on the market up North when they consider their carrying charges ? 

Mr. Rowan. I do not think so. 

Mr. Dineen. You do not think so? 

Mr. Rowan. No; I do not think so at all. 

Mr. Dineewt. Isn’t that a fair assumption, because, after all, they 
are going to be guaranteed a fair rate of return on the carriage? 

Mr. Rowan. Are they or not now? 

Mr. Dineett. Well, are they not? 

Mr. Rowan. No. 

Mr. Dineen. Under the existing law, is that not what the utility- 
cost theory is? 

Mr. Roway. Is that they get a fair return on their investment or 
do they get a fair return on the volume of business they do? 

Mr. Drnce.y. They get a fair return on their investment. 

Mr. Rowan. Then it does not make any difference. Their profit is 
on the transportation of gas. They are going to buy it as cheaply 
as they can and get as many customers as they can so as to transport 
as much gas as they can. In other words, the railroads would rather 
have a hundred thousand carloadings a day at present tariff rates than 
they would 50,000, and this gas pipeline would rather run at its 

‘apacity because they are making money on the transportation of 
thousands of cubic feet of gas every day rather than on the purchase 
of the gas. 

Mr. Dinceii. Well, now, that may very well be true. But at the 
present time gas is in short supply, is it not? 

Mr. Rowan. I do not know whether it is or not. 

Mr. Dincetx. You are telling me it is. 

Mr. Rowan. It must be or they would not go down to Mexico and 
buy it at a higher price. 

Mr. Dineen. That is one factor that throws this whole equasion you 
have given me out of kilter. 

Mr. Rowan. When it is in short supply ? 

Mr. Drncetu. Because you have pipeline and other buyers compet- 
ing for gas sources. 

Mr. Rowan. You have buyers competing; yes, sir. 

Mr. Drncetx. You also have another factor that throws this equa- 
sion of yours out of kilter and that is this factor of pipelines’ owning 
their own reserves, and by raising prices that they pay you, being con- 
tinuously able to raise prices, and to raise the value and to raise the 
profit, not ordinary profit but capital-gains profit, that they make 
on their own reserves; am I correct ? 

Mr. Rowan. I would say if they raise their prices they ought to 
make more money on their own reserves; yes, sir. 

Mr. Drncextzt. Which is precisely why they are going to have a big 
incentive to raising their prices. 

Mr. Rowan. Raise mine or at least 
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Mr. Dineett. Yours and theirs. Am I right or wrong? 

Mr. Rowan. I do not think it is going to give them an incentive 
to raise mine. 

Mr. Dincewt. Is it not human nature for them to want to make as 
much from their reserves as they can ¢ 

Mr. Rowan. I think so; yes. 

Mr. Dincety. And to do'so they have got to raise your prices? 

Mr. Rowan. Not necessarily. I hope you put provisions in this bill 
to make them raise mine if they raise theirs. 

Mr. Dincet. I notice you offered an amendment to that effect. 

Mr. Rowan, I have no further questions. Thank you very much. 

Mr. Rowan. I want to thank you, Mr. Dingell. 

The CHarrman. Mr. Hale? 

Mr. Hate. I have just one other thing in mind, Mr. Rowan. 

There was something said about a program of expansion on the part 
of the pipeline companies. 


Is there any pipeline company that is so financed today that it could 
spend either $1 billion on expansion or 

Mr. Rowan. Not that I know of, and I have looked at several of their 
statements, sir, from an investment standpoint. 

I do not know any of them that have got that much surplus cash 
to do anything like that. 

Mr. Hate. “Any expansion program on the part of a pipeline com- 
pany would involve either having borrowings on the part of the pipe- 
line company or the issuance of new securities; is that not correct? 

Mr. Rowan. That is correct, sir. 

Mr. Hare. New securities, I mean, in the form of stock ? 

Mr. Rowan. That is correct, sir. 

Mr. Hare. And, of course, they could not borrow a large amount 
of money without some collateral or some evidence that satisfied the 
banks they were going to pay it back. 

Mr. Rowan. That 1s correct, sir. 

They would have to have gas reserves on one end of the line, and 
have to have customers at the other end of the line or they could not 
borrow the money or sell the stock. 

Mr. Hare. And presumably they could not issue, get out a new 
stock issue, without satisfying the Sec urities and Exe hange Commis- 
sion, and probably various bank commissioners that the ‘people who 
purchased the stock would not get gypped; is that not right? 

Mr. Rowan. That is correct, sir; yes, sir. 

Mr. Hare. I think that is all. 

The Cuatrman. Mr. Rogers? 

Mr. Rogers. Mr. Chairman, I do not have any further questions. 

I think Mr. Rowan has answ hin about every question that could be 
thought of, but I do want to say this: That I think he has made a 
very able presentation of the independents’ position, and I know of 
no one who could have done a better job of presenting the situation to 
this committee and in answering the questions that were directed to 
him, in a clear and precise manner. 

I think he has done an outstanding job. 

Mr. Rowan. Thank you. 

The Cuarrman. Thank you. 

I am sure that other members of this committee share the feeling 
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expressed by your own very fine and able Member of Congress from 
the great State of Texas, and a member of this committee. 

I want to compliment you in your efforts in trying to get my good 
colleague and friend, Mr. Macdonald, to accept his bill as an amend- 
ment to this bill. I believe you very nearly persuaded him before 
it was over. 

Mr. Rowan, I want to ask you, for my own benefit, just a few ques- 
tions pertaining mostly to your proposed amendments. 

Now, in the first place, you say the States under the proposed bill 
are denied all economic control over natural gas. You mean by that 
natural gas in interstate commerce or do you mean the entire natural- 
gas industr y! 

Mr. Rowan. Well, some lawyers—and I am not a lawyer, sir 
there are some lawyers who feel that maybe the Federal Government, 
in passing, using this language in this bill, might preempt the whole 
field of economic controls. That is what we are apprehensive about. 

The Cuatreman. I am sure you are apprehensive but, after all, we 
have got the Constitution to protect us, and the Federal Government 

“annot inject itself into purely intrastate matters. 

Mr. Rowan. Well, we have some provisions in the Constitution 
about the impairment of contracts and retroactive laws and one kind 
or another. But it seems like when we get into the Supreme Court 
they seem to pass judgment on things like 

The Cuarrman. I am sure your view of that is the same as mine, 
with one exception. I am sure you recognize the fact that every 
contract that has been entered into since 1938, under the decisions 
of the Supreme Court, has got to be declared a valid contract by the 
Federal Power Commission. 

Mr. Rowan. Yes, sir; that is right. 

The Crarrman. So, therefore, that situation seems to be rather 
moot until something else can be done, not that I like it, but it is a 
fact. 

Mr. Rowan. Our thinking on it, Congressman, was this: That ac- 
tually if these producer contracts—if this law passes without this 
language in there, these producer contracts—would be, I think would 
be, ‘considered Federal contrac ts, and the gas would be dedicated into 
interstate commerce the minute this contract was signed, and that no 
State regulatory body would have any right to interfere with the 
prices that were agreed upon and paid in under those contracts and 
approved by the Federal Power Commission. 

Maybe I am wrong about that. Like I say, I am not a lawyer. 

The Cuatrman. I do not think you are wrong. But isn’t that the 
law today ? 

Mr. Rowan. I believe that is the law tod: ay, and that is the reason 
I thought the language was kind of surplus in there, and it could be 

taken out and would not cause some of our people any apprehension. 

The Cuairman. The Supreme Court, of course, has also considered 
this particular issue, and it appears to me that under present law 
there simply is not much on the issue here with reference to the rights 
of the States regarding price involved in contracts of gas that go 
into interstate commerce, and that is the important part about: the 
extension of the Federal authority beyond that inferred in the Phil 
lips case. 
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How can you, by any stretch of the imagination whatsoever, confer 
this authority, any Federal authority, beyond what the Phillips deci- 
sion is ¢ 

Mr. Rowan. Well, I hope not. 

The CuarrmMan. That is what you said in the statement. 

Mr. Rowan. Well, maybe our fears on it are unfounded. You 
know we have gone a long way in taking the powers away from the 
States. 

The Cuarrman. I know it, too far. 

Mr. Rowan. And particularly on the commerce clause. In some 
of your labor cases that I am sure you are familiar with, why, a 
Chinese laundryman who washes a traveling salesman’s shirts that 
goes across the State line is in interstate commerce. 

The Cuairman. That is right. 

Mr. Rowan. And we want to have a little bit of control left over 
the things—— 

The Cuamman. But something—I do not know, they may hold 
that because you bring pipe in to drill a well, to put the pipe down 
into that. well to get some gas out of it, it might be in interstate com- 
merce. I do not know; it is a rather strange interpretation. But 
following the line of thought you have just expressed here, if the 
courts finally say that that brings the gas that comes out of those 
pipes into interstate commerce, then I do not know that here is any- 
thing anybody can do about it. 

Mr. Rowan. If you gentlemen in your wisdom do not see fit to 
change th: at, well, I ‘hope | that our fears are ill founded. 

The Ciarrman. Tam sincere about it. 

Mr. Rowan. I know you are. 

The Crtairman. As you know and I know you are, and other mem- 
bers of the committee, but this is an important item, and I want it 
thoroughly understood, and I want the history and the record made 
clear as to what is intended. It seems to me that under present pro- 
cedure and decisions of the Supreme Court, that there is a most 
important item there, and if an interpretation can be placed on this 
so that it would interfere with the conservation laws of the States 
and with the authority that belongs to the States, I want to know it. 

Pe other words, if this is going to interfere with the laws of the 

ate of Te 2 is that provide for ratable taking of the product, I want 
. ce it. Ido not believe it does, 

Mr. Rowan. Well, I hope it does not, and I hope it would not ever 
be construed that way, because it is a fair law and it gives everybody 
an equal opportunity to share in whatever market there is. 

The Cnamrman. Well, now, even under the Phillips decision, which 
I am sure you have read, it was made very clear that their interpreta- 
tion was as to—— 

Mr. Rowan. I think that is right. 

The Carman. And that production and gathering, which were 
excepted in section (b) of section 1, subsection (b) of section 1, that 
the exception of production and gathering meant the physical prop- 
erties, the operation, and these other things involving conservation 
laws; that is the impression I raise. 

Mr. Rowan. I think that is correct. I think the decision does make 
that differentiation. 
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The Cuarrman. Therefore, it seems to me, that under present law, 
under the Phillips decision, that particular point, contrary to what 
say here, extends Federal authority much further than what this 

ill would do. 

I do not know. I may be wrong about it, but I do think that is an 

important item that should be cleared up. 

nother point that is important: Fou share the view that this 
might prevent the States from providing tax measures which they 
ordinarily should have, and is their privilege under present pro- 
cedures. 

Do you think there is any interference with that under this bill ? 

Mr. Rowan. Well, every contract we have provides that any in- 
crease in taxes will be paid for by the purchaser, and, of course, he 
passed it on at the other end of the line to the customers. 

As your interstate sales become greater and greater, why, the legis- 
lature, in its wisdom, may say, “Well, we want more and more taxes.” 
They are doing it down there and they are doing it up here, so that 
is something that I think might happen. 

, the Cuatrman. You do not think that is adequate to protect it 
1ere ¢ 

Mr. Rowan. Well, I do not know. Iam not a lawyer and I cannot 
answer that question. But we put that in there on advice of some 
good counsel. 

The Cuarrman. I appreciate that. 

Mr. Rowan. For the committee to give consideration to it, and if 
the committee does not feel that those points are preempted from the 
State, the power to tax on the gross production basis, and the power 
to regulate ratable take, why then we are not concerned about it. 
Those are the two things we are concerned about. 

The Cuarrman. I assure you I am going to do some research on this 
myself, because I want to be thoroughly satisfied. 

It was never intended that that authority was to be extended to the 
Federal Government. 

Mr. Rowan. To be fair about it, we stated in our statement that we 
did not think the States ought to have the right to interfere with the 
price of gas after it had been contracted for in a sale of the gas. 

The Cuatrman. That is right. I think that is the intention incor- 
porated in this bill. 

Mr. Rowan. I believe that is so, sir. 

The Carman. Yes. 

May I ask you 2 or 3 questions about your amendments ? 

Mr. Rowan. Yes, sir. 

The Cuamman. First, we will skip over No. 1 because we have just 
discussed that. 

No. 2 is the two-party favored-nation clause. There is not any need 
to talk about that, because you know that is part and parcel of these 
great contentions that we were pounded all over the lot with a couple 
of years ago, and that is just a question that is either up or down 
insofar as the membership of this committee and, I assume, the 
Congress is concerned. 

I know there is a great diversion of view within various segments 
of the industry. But that certainly is a matter that is easily under- 
stood by everyone when they get ready to vote on it. 





NATURAL GAS ACT 1287 


Mr. Rowan. Yes, sir. 

The Catan. Now, the burden of proof, that is also a matter 
that is easily understood. 

You say here that the burden of proof should be on those who might 
protest. 

Mr. Rowan. Yes, sir. 

The CuyarrmMan. Under this, when the contract is filed, then the 
burden of proof is either on the pipeline which files the contract or 
the producer or both of them. 

Mr. Rowan. Yes, sir. 

The Cuarrman. That is the procedure. 

That has been discussed here, and the contention has been made 
that those are the people who know what the facts are and that price 
involved in the contract and how the contract was arrived at, and so 
forth, and therefore they are in a better position to support whatever 
that price might be than someone who had nothing to do with the 
negotiations and what was behind it. 

Would you agree with that? 

Mr. Rowan. I agree that is what it says now. I do not think that 
is right. I think when you sit down—— 

The Cuarrman. Would you agree that those who were in the nego- 
tiation of the contract would know more about how to make it stand 
up than those who knew nothing about it and would try to void it 
or defeat it on the basis that they just simply do not like it them- 
selves, without any real basis for it? 

Mr. Rowan. That is correct. 

The Cuarrman. Wouldn’t the mbar sn then and the pipeline then, 
particularly the pipeline, be in a better position to assume the burden 
of proof of showing why this price was arrived at, why it is a fair 
and reasonable market price, than somebody else? 

Mr. Rowan. Well, you are going to get into a question on that of 
letting everybody who is a user of gas, it says who may be affected, 
letting everybody who is a user of gas or everybody who is interested 
in the slightest measure come down here and have not the question 
of whether it is a preponderance of the evidence but whether it has 
got the most people down here to file objections against it. Is that 
what we are getting into? 

The Cuarrman. I do not believe so. I believe they have got to 
show, as a matter of fact, that it will not stand the test under the 
concept here. 

Mr. Rowan. All we say here, they may file any kind of objections 
against the thing that they want to file against it. All we say here 
is that in such proceedings the burden of proof shall be upon the 
objector or protestant or the initiator of the objection or protest to 
prove the ground or grounds of objection or protest. 

The CHatrman. The only thing I have tried to get from you is what 
your thinking would be on who would be in a better position to carry 
the load to the Federal Power Commission and to say to the Federal 
Power Commission, “I know what is behind this. We negotiated it. 
We worked it out, and it was worked out on this basis,” and so forth. 


Those who were involved in it would be in better position to do 
that; would they not? 
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Mr. Rowan. Well, I would think so; yes. I would think they would 
be in a better position. 

Why should that burden be placed upon them? This thing pre- 
supposes that you are going to negoiate a contract for the sale of your 
gas at arm’s-length bargaining, and you 

The Cuaman. That is one of the criteria. 

Mr. Rowan. Yes, sir. 

It is supposed to be arrived at competitively, and it is a negotiation 
between a buyer and a seller of a commodity that ought not to be 

regulated at all. 

‘Now, then, in order to protect the public interest, you are going 
to appoint an arbitrator here to see that collusion does not happen 
between these two people, that there is not a general conspiracy on 
the part of the pipelines and the producers to get together here and 
gouge the consumers. 

Well, don’t think these boys over here at the Federal Power Com- 
mission do not know what the fair market price of gas is or the fair 
market value of gas is and, in my opinion, my humble judgment—— 

The Cuairman. That depends on who down there is making that 
determination at a given time, 

Mr. Rowan. They are fully qualified to pass on that one issue, and 
that is the only issue that they ought to be permitted to pass on under 
this law. 

If you let every objector, every burner-tip user come dow n here and 

say, “I am opposed to this contract because it raises the price of gas 
a half-cent a thousand over what it was last month; that is going to 
cause me to pay more money,” I have got to defend that thing. 

The Cuarrman. I appreciate that. 

Mr. Rowan. And it is going to be a pretty costly defense. 

The CuHairman. I see. 

It may be less costly to go in and take the offensive to show that it 
was justified. 

I might also remind you of the fact that this may not be a question 
of a rate increase. 

Did you know the people up in—I am sorry Mr. Dingell is not 
here—up in the Michigan-Wisconsin area complained so much about 
a certain price of gas that they were having to pay which one com- 
pany was delivering to them when they were getting it at a reasonably 
low or average price, field price, of gas, and that the same company 
itself in Louisi: ana had entered into a contract for the wellhead price 
that was 5, 6, 7, or 8 cents higher than they were getting from the 
other company / 

Mr. Rowan. No, sir; I did not know that. 

The Cuarrman. Those are actual facts that the record shows exist. 

Mr. Rowan. On the basis of what we are used to in this country, 
if 1 am charged with an offense of collusion, violating the antitrust 
laws or anything like that, the burden of pr oof is on the complainant. 

If the Government hauls me before the bar of justice, they have got 
to prove that I am guilty of whatever they charge me with. 

Now they are going to charge me with a lot of things here, and I 
think they ought to come in here prepared to prove their case and 
not make me tn myself as though I am a criminal. 

The Cuarrman. I understand that. 
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Now, is 3 (B) a supplement to 3 (A) or do they go together ? 

Mr. Rowan. Well, they vealiy-in other words, “this “changes the 
language in section (e) of subsection 13 (A), and this changes the 
language in section (d) of 13 (B), that same burden of proof. 

The Cuarrman. In other words, if the language was adopted as 
proposed here in 3 (A), then it would be necessary to adopt 3 (B) 
to make it conform ¢ 

Mr. Rowan. I believe so; yes, sir. That is correct. 

The CHarrMan. I just wanted to get that correct. 

Mr. Rowan. Yes, sir; that is correct. 

The Cuamman. I wish you would explain to me No. 4. 

Mr. Rowan. Well, we think that a natural-gas company, being a 
utility and, in many instances, operating as a monopoly, because they 
are the only purchaser in a field, ought to be required to deal with all 
producers in that field on an equal basis. They should not give any 
advantage or any preference to one as opposed to another. 

In other words, if they would come in and deal with me 1 day on 
1 basis and then 2 weeks later deal with another man in that same 
field on another basis, because of the fact that they were the only 
purchasers in the field or they were the only people whom I could sell 
to, we say that that would be a disadvantage or a prejudice that they 
should not be permitted to carry on. 

The CuHatrMan. You say: 

No natural-gas company shall, with respect to any purchase, transportation, 
or sale of natural gas subject to the jurisdiction of the Commission, (1) make or 
grant any undue preference or advantage to any person or subject any person 
to any undue prejudice or disadvantage, or (2) maintain any unreasonable 
difference in prices paid, rates, charges, services, facilities, or in any other 
respect, either as between producers, localities, or as between classes of service. 

Did it ever occur to you that the very thing we were discussing 
awhile ago that we wanted to avoid would be brought about by the 
adoption « of this amendment / 

Mr. Rowan. What is that, sir? 

The Cuaiman. To avoid the interference of the States with refer- 
ence to conservation and ratable taking and all the other things that 
went with it. 

Mr. Rowan. I hope not. 

The Cuatreman, All right. 

What would be the case then if a pipeline company went into a 
tield—in the Carthage field, for example—and made a contract with 
one producer, and the State conservation commission or your railroad 
commission in Texas, would say to that pipeline on ratable taking 
here, as an example, “You cannot take all that gas out of this. You 
have got to take the gas that somebody else has got over here under 
another kind of a contract,” and so forth. 

They would say, “Wait a minute here, though, but the Federal 
Power Commission says that I have got to abide by this—this Natural 
Gas Act. They say I have -got to come in here and buy from this 
section here. The heck with you in Texas, complying with your regu- 
lations. We have got to comply with this.” 

Can you see any “possibility of that happening? 

Mr. Rowan. No, sir; I sure cannot. 

The Cuatrman. I believe I can, when you make this broad enough 
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to include not only rates but charges, service, facilities, or in any other 
respect. 


Mr. Rowan. Well, do you think a pipeline—I will not ask that 
either, because—— 

The Cuairman. Anyway, just think that over, Mr. Rowan. I may 
be entirely wrong about it. 

Mr. Rowan. Yes, sir; I will. I will think it over. . 

What we are trying to do here is saying that we think they ought 
to treat everybody equally and fairly and alike, and I do not think 
that is contrary to the American way of life, and I know you do not 
feel that way about it either, Chairman Harris. You feel they ought 
to treat everybody alike. 

The Cuammnan. I feel they should, of course. 

So far as possible, we cannot say, however, we want to maintain free 
and competitive open business here and, at the same time, say that I 
go out and bargain with John Jones over here and bring about a cer- 
tain contract, and then I go out and bargain with somebody else over 
here and bring about a little different contract, and then say, “We 
cannot approve either one of these contracts because they are not 
alike,” that is another thing. 

Mr. Rowan. You know one of the great men of Texas was Jim 
Hogg. 

The railroads of Texas were not regulated. The Texas Railroad 
Commission was the first railroad commission to regulate railroads 
in the United States. We used to have a situation before that com- 
mission, and in reading the history of his life, where a farmer would 
bring a bale of cotton there, and they would ship it, if they wanted 
to, and would not if they did not want to. 

They would ship one man’s cotton and give him a rebate on it because 
his only market was the seashore down there at Galveston, and they 
were a monopoly, and operating as such. 

The pipelines are a monopoly operating as such. Suppose they come 
into a field and say that they will make a contract with one man for 
the purchase. They are the only pipeline in that field. Nobody else 
can afford to come in there. There is one man in the field that they 
do not like the color of his eyes. They will say, “We are not going to 
run your oil,” I mean “your gas. We are not going to buy your gas.” 

They sit there and drain that man until his reserve is exhausted, and 
he is a broke man. , 

You do not believe in that, and neither do I, and I do not believe the 
Congress and the people of the United States believe in that. 

There ought to be some provision in there that would force that 
pipeline to treat that man on the same basis and under the same terms 
and conditions they do everybody else in that field if they are the only 
market in the field. 

The Cuatrman. Well, that is what I contend is the authority that 
the States have now, and which the State of Texas has, the State of 
Arkansas has, and I want to protect that right so that you can go down 
there to General Thompson and say, “Look here, this big bear out here 
won't treat me right.” 

He says, “Why ?” 

You say, “Well, he won’t take my product through his pipeline.” 
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He will say, “Well, we will just see about that. Come in here, Mr. 
Bear; we are going to see that you do it.” 

And they dodoit. Do you want the Federal Government to disturb 
that? 

Mr. Rowan. No; they do not regulate pipelines in interstate com- 
merce, and I do not believe the Federal Government would let the State 
Railroad Commission regulate interstate pipelines any more than they 
let the Railroad Commission regulate the railroads in the State of 
Texas. 

The Cuarrman,. Oh, yes; they do, on the ratable take, and that was 
one particular thing that happened in my own State. 

The Arkansas-Louisiana Gas Co. came through there and they were 
coming there and they were trying to take from those producers their 
gas of 2 cents. They would not let them have it. They would not 
take it, and they went and tried to make a sale another way, and the 
Conservation Commission—and that was an interstate pipeline—came 
in and said to the company, “You have got to take this gas,” and they 
are taking it today. 

Mr. Rowan. Don’t we have a Federal case in the Panhandle where 
they tried to make the pipeline company buy from some of the pro- 
ducers in that area and they refused to buy from them, and the Federal 
court held that they could not force them to take that gas if they did 
not want it? 

The Cuarrman. I do not recall that decision. 

Mr. Rowan. Let me get 


The Crarrman. It is entirely possible it may be, but I do not recall 








it. 

Mr. Rowan. Iam nota lawyer. Let me get some law and send it to 
you, if I may, sir. 

The Cuarmman. I would certainly like to have it because this is a 
most important point here, and what I am trying to do is to do what I 
know you want to do, and what I think, in my own mind, we are doing. 

Mr. Rowan. I know that, sir. 

The Cuatmrman. And that is to protect and preserve the rights of 
the States as far as we can, and that is insofar as the operation of 
this business is concerned, except the price that is established in a 
contract for gas that goes into interstate commerce, and that is pre- 
cisely what I intend to do, and what I am going to do. 

But anyway, you have been very helpful and a very fine witness. 

Mr. Hale has a question. 

Mr. Hatz. I just want to clear up one point, Mr. Rowan. 

Mr. Rowan. Yes, Mr. Hale. 

Mr. Hate. I am familiar with the jurisdiction, in a general way, 
which the Texas Railroad Commission exercises over the production, 
allocation, and whatnot of oil. 

Now, has it the same jurisdiction over the production and alloca- 
tion of gas? 

Mr. Rowan. No, sir; it does not. We do not have an identical 
market demand statute on gas or ratable take statute on gas. 

They think they have some broad powers under the law to regulate 

as. Certainly they have broad powers of conservation, and they 
fs ve been doing a magnificent job of conserving gas. 
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But as far as making the pipeline companies buy ratably, that 
question is now in the courts of Texas. It is on appeal from a cir- 
cuit—I mean from a district court decision, and the Supreme Court 
has not finally passed on it. We do not know what the authority is 
on ratable taking. 

Mr. Harr. The question which the court is passing on is the extent 
of 





Mr. Rowan. The extent of the power of the Railroad Commission. 

Mr. Hate. The jurisdiction of the Railroad Commission over nat- 
ural gas? 

Mr. Rowan. So far as ratable take is concerned. 

Mr. Hate. Which, I presume, turns on the construction of the 
Texas statute; is that right? 

Mr. Rowan. That isr right, yes, sir; that is correct. 

I think if the court holds they do not have the power, the legisla- 
ture will give it to them, like they have as to oil and, of course, if 
they have that power, and have the power to make these pipelines 
connect up with these gas wells and take ratably in a field, why then, 
of course, I think that that answers a lot of our problems. 

The Cuarrman. On that particular point, Mr. Rowan, the Arkan- 
sas conservation statute, I believe, was passed in 1938—1937, along 
about that time anyway—and immediately the authority was chal- 
lenged on unitization authority whereby a number of operators were 
brought together. You have heard of the Schuler field, have you 
not ? 

Mr. Rowan. Yes, sir; I have been there. 

The Cuarrman. It was in the Schuler field, and we had a constitu- 
tional question that developed, and under the usual procedure we had 
a three-judge district court proceeding, and that was a long drawn- 
out hearing, on the authority of the conservation laws, because they 
had the very same principle involved. 

That three-judge Federal court upheld the conservation statute of 
Arkansas. It went to the circuit court of appeals, and it was upheld 
in the court of appe: als, I believe, and I am not sure whether they were 
denied certiorari or not. Anyway that was the time that that statute 
was upheld by the Federal court, and today it is operating most satis- 
factorily to those who were challenging it at that time. 

Is there anything else ? 

Well, again, let me thank you for your fine presentation here, and 
the splendid statement that you have made. I know that you and 
your associates have worked long and hard in the preparation of 
your statement and the proposed amendments that you have offered to 
us for committee consideration. 

I will assure you that those suggestion that you have made will 
be given considet ‘ation by this committee. And‘I commend you for 
the fine manner in which you have responded to the questions. It has 
been, of course, a very revealing experi lence to me, and I want to thank 
you for your presentation. 

Mr. Rowan. Chairman Harris, may I express my appreciation for 
the opportunity not only to you but to the other members of the com- 


mittee for this opportunity to appear here, and also on behalf of the 
association. 


The Cuatrman. Thank you. 





NATURAL GAS ACT 1293 


Mr. Rowan. Of course, we are vitally interested in this legislation, 
as you well know. 

The Cuamman. That is right. 

Mr. Rowan. I sincerely hope that some good may come out of it, 
and I believe it will. 

The Cuarman. Thank you, and maybe I can join Mr. Macdonald 
in coming to one of your meetings sometime. 

Mr. Rowan. Lam going to try to get him down there, sir. 

(The following additional material was later received from Mr. 
Rowan :) 


TEXAS INDEPENDENT PRopUCERS & ROYALTY OWNERS ASSOCIATION, 
Fort Worth, Tex., June 3, 1957. 
Congressman OREN HARRIS, 
House of Representatives, Washington, D C. 


DEAR CONGRESSMAN Harris: At the close of my testimony on May 24, I agreed 
to file a supplemental brief dealing with legal aspects of two of the amendments 
TIPRO recommends to the Harris-O’Hara bills (H. R. 6790 and 6791). = This 
brief is attached hereto 

The suggested amendments, both of which we consider absolutely vital, would 
accomplish the following : 

(a) Remove the prohibition in the bill against State or local regulation of 
“the sale price of natural gas either at or before the commencement of the trans- 
portation of such natural gas in interstate commerce,” and 

(b) Broaden the antidiscrimination provision in the original Natural Gas Act 
to prohibit natural gas companies’ discrimination against producers. 

These amendments are numbered 1 and 4 in the list of amendments which I 
submitted with my testimony. Additional amendments suggested by us are con- 
sidered likewise important, but we felt they were sufficiently self-explanatory to 
require no further amplification 

Passage of these bills as originally drawn and introduced would constitute an 
expression of governmental policy going well beyond the Phillips decision which 
the bills ostensibly are designed to correct. 

The passage of the bills without this suggested amendment in our judgment 
well might serve to interfere seriously with State taxing authority and with 
necessary conservation functions such as the requiring of ratable taking by 
State regulatory agencies. With respect to the other suggested amendment here 
treated, we believe this legislation without such amendments would tend to 
promote monopolistic practices and would be seriously contrary to the interest 
of the consuming public no less than independent producers. The original 
Natural Gas Act of 1938 prohibited pipeline companies from practicing dis- 
crimination in their dealings in all areas except at the production level. Now 
that Federal jurisdiction has been extended in some degree to the producer level 
by the Supreme Court in the Phillips decision, and will be extended by the pass- 
age of this bill, we believe the antidiscrimination provision should be broadened 
to assure equitable treatment to producers and royalty owners as well The very 
purpose of regulation is to assure equity, and failure on the part of Congress in 
dealing with this matter in order to treat producers equally with others would 
constitute a serious breach of governmental responsibility. The producer must 
have within the law some protection against monopolistic practices on the part 
of the pipeline companies. 

I have been authorized to advise you that the concern here expressed on these 
matters is shared fully by the associations representing independent producers 
in the five States which account for some 86 percent of the Nation’s gas reserves 
and most of the gas going into interstate commerce. These organizations are: 


Oklahoma Independent Petroleum Association 

Kansas Independent Oil & Gas Association 

Independent Producers & Royalty Owners Association of New Mexico 
Louisiana Independent Producers & Royalty Owners Association 
West Central Texas Oil & Gas Association 

*anhandle Producers & Royalty Owners Association 

North Texas Oil & Gas Association 
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We earnestly urge your most serious consideration of these necessary amend- 
ments. 
Respectfully submitted. 
ARoH H. Rowan, Chairman, Gas Committee. 
BRIEF REGARDING— 


I. CONGRESSIONAL PROHIBITION AGAINST ANY STATE REGULATION OF THE SALE 
Prick oF NATURAL GAS AS A PREEMPTION OF (1) STATE PowWERS TO EFFECT 
CONSERVATION THROUGH PRORATION AND RESTRICTION OF PRODUCTION TO 
MARKET DEMAND, (2) STATE Powers OF TAXATION, AND (3) PRICES FOR 
Gas Set sy STATES AS A CONSERVATION MEASURE. 

II. THe NEED FOR PROHIBITION OF DISCRIMINATION IN PURCHASE BY NATURAL 
GAs PIPELINE CARRIERS, WITH RELATED DISCUSSION OF EXTENSION OF 
FEDERAL CONTROL. 


Submitted by Arch H. Rowan, chairman of the Gas Committee of Texas Inde- 
pendent Producers & Royalty Owners Association with the permission of the 
Chairman, Hon. Oren G. Harris. 


Prepared by John Davenport, general counsel, Texas Independent Producers & 
Royalty Owners Association, Austin, Tex., and Elton M. Hyder, Jr., attorney 
at law, Fort Worth, Tex. 


To the Honorable Chairman and Members of the Committee: 


Arch H. Rowan, chairman of the gas committee of Texas Independent Pro- 
ducers & Royalty Owners Association, with permission first had from the 
honorable chairman of the House Interstate and Foreign Commerce Committee 
now considering amendments to the Natural Gas Act of 1938, as amended, would 
respectfully file this brief presenting a discussion of certain questions raised 
in his testimony before this committee. (See pp. 2581-2602 of transcript 
of hearing.) 

These questions with the points presented by this brief in summary form are 
as follows: 


Question No. 1. Will enactment of the language providing that “No State or 
local authority shall regulate the sale price of natural gas either at or before 
the commencement of the transportation of such natural gas in interstate 
commerce” displace the conservation power and authority of the various 
States to prorate the production of natural gas and compel ratable take? 


Point No. 1.—The limitation of production by a State regulatory agency of 
natural gas to market demand is an established conservation measure that is, 
both directly, and indirectly, a regulation of the sale price of natural gas by a 
State which would be forbidden by the prohibition above referred to. 

Point No. 2.—The compelling of ratable take by a State regulatory agency is 
an established conservation measure that indirectly effects regulation of the 
sale price of natural gas which would be forbidden by the prohibition above 
referred to. 


Question No. 2. Will enactment of the prohibition referred to in question No, 1 
displace the historical right and authority of the States to tar their natural 
gas? 

Point No. 1—The levying of taxes by States on natural gas is, both directly 
and indirectly, a regulation of the sale price of natural gas by a State which 
would be forbidden by the prohibition hereinbefore referred to. 


Question No. 3. Will the prohibition referred to in question No. 1 displace the 
recognized power and authority of a State to set minimum prices for natural 
gas at the well when necessary as a conservation measure? 

Point No, 1—The establishment of a minimum price at the wellhead for nat- 
ural gas by any State as a conservation measure is absolutely prohibited by 
the language referred to, despite recognition by the Supreme Court of the United 
States that the exercise of such power is a valid and necessary conservation 
measure. 


Question No. 4. Will extension of the present antidiscrimination provision of 
the Natural Gas Act of 1938 so as to prohibit discrimination by any pipe- 
line carrier in the purchase of gas as between sellers expand Federal juris- 
diction so as to infringe upon or jeopardize State conservation powers? 


Point No. 1—Inasmuch as the Federal Government has asserted jurisdiction 
over those companies purchasing and transporting natural gas in interstate 
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commerce, the Federal Government should provide protection to these persons 
compelled to sell their natural gas to such companies. The Federal Govern- 
ment protects the transportation company and prohibits discrimination as be- 
tween its customers at the delivery end of the line and should likewise accord 
the same protection against discrimination by such transportation company 
as between those persons from whom it purchases gas, namely the competing 
producers. 
DISCUSSION AND AUTHORITIES 


It is fundamental that the authority of the United States Government is su- 
preme over all subjects which the Constitution has committed to it. There can 
be no conflict of authority between laws of States and the law of the United 
StateS since the former are always subordinate and the latter, paramount. 
A State law which contravenes a valid law of the United States is void. There 
is, however, a field of concurrent power in which a State may legislate until 
the power is actually exercised by Congress. Thus, a State may legislate upon 
matters which are local in character, although embraced within the Federal 
authority, until such time as the Federal authority is exercised by act of Con- 
gress. Likewise, where Congress has legislated upon the subject which is within 
its constitutional control and over which it has the right to assume exclusive 
jurisdiction and has manifested its intention to deal therewith in full the 
authority of the States is necessarily excluded, and any furher legislation on 
the subject is void. Moreover, the State has no right to interfere or, by way 
of complement to the legislation of Congress, to prescribe additional regulations 
and what they deem auxiliary provisions for the same purpose (11 Am, Jr. 
306-308 ) . 

The doctrine of preemption has been most carefully enunciated by the United 
States Supreme Court. Most of its decisions on this point have come from the 
labor relations field. The most recent holdings are Guss v. Utah Labor Rela- 
tions Board (353 U. S. (1957) ), Amalgamated Meat Cutters & Butcher 
Workmen of North America, Local No, 427, AFL v. Fairlawn Meat, Inc. (353 
U. S. —— (1957)), and San Diego Building Trades Council, v. Garman 
(353 U. 8S. —— (1957)). In all three of these cases the Supreme Court 
struck down action of the State courts of Utah, Ohio, and California in en- 
joining certain union picketing activities, holding that the jurisdiction of the 
National Labor Relations Board was exclusive, saying: 

“Congress knew full well that its labor legislation ‘preempts the field that 
the act covers insofar as commerce within the meaning of the act is concerned’ 
and demonstrated its ability to spell out with particularity those areas in which 
it desired State regulations to be operative. 

In all three of these cases Mr. Justice Burton, joined by Mr. Justice Clark, 
dissented, quoting prior dissenting opinions in the Bethlehem case, which 
stated: 

“’*Since Congress can, if it chooses, entirely displace the States to the full 
extent of the far-reaching commerce clause, Congress needs no help from gen- 
erous judicial implications to achieve the supersession of State authority. 
To construe Federal legislation so as not needlessly to forbid preexisting State 
authority is to respect our Federal system. Any indulgence in construction 
should be in favor of the States, because Congress can speak with drastic clar- 
ity whenever it chooses to assure full Federal authority, completely displacing 
the States.’ (330 U.S., at 780.)” 

If the proposed amendment above cited were enacted into law by the 
Congress it would specifically exclude the pricing authority now exercised at 
the wellhead by the States of Oklahoma and Kansas. It would further jeop- 
ardize or exclude the taxing authority of States on natural gas which might 
be ultimately committed to interstate commerce since any tax would affect 
the sale price of the gas. Since the regulation of the price of gas is so inter- 
woven with the conservation powers of the States, this amendment would also 
extend Federal jurisdiction beyond that now exercised under the decision in 
Phillips Petroleum Co. v. State of Wisconsin (347 U. 8S. 672 (1954)). The 
Phillips case held that the sale and transportation of natural gas for resale 
in interstate commerce cannot be regulated by a State but are subject to the 
exclusive regulation of the Federal Power Commission. That decision was 
based on the present Natural Gas Act, without the new language excluding 
the States from the field of regulation. Head-on conflict between State con- 
servation powers and Federal price-fixing powers may be expected, especially 
in the ease of marginal or stripper gas wells where sound conservation prac- 
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tices compel continued production but Federal price controls prevent payment 
of prices sufficient to produce the gas. 


Question No. 1. Will enactment of the language providing that “no State or 
local authority shall regulate the sale price of natural gas either at or 
before the commencement of the transportation of such natural gas in inter- 
state commerce” displace the conservation power and authority of the vari- 
ous States to prorate the production of natural gas and compelling ratable 
take? 

In exercising regulation over the sale of natural gas prior to the completion 
of production and gathering, the States invariably place such regulation on the 
basis of conservation. Without adequate price, marginal wells are abandoned 
and waste occurs. Utilization of natural gas for inferior and wasteful purposes, 
such as the manufacture of carbon black, results when gas cannot be sold for 
its ordinary beneficial uses or when its price is so depressed as to discourage 
ordinary marketing. 

The extreme, all-inclusive preemption of regulation embodied in the prohibi- 
tion that “no State or local authority shall regulate the sale price of natural 
gas either at or before the commencement of the transportation of such natural 
gas in interstate commerce” is a direct threat to the exercise of powers of con- 
servation by our States. Our States have long restricted the production of gas 
to market demand so as to prevent the waste of such gas and protect the cor- 
relative rights of the producers. Our States have long enforced what are known 
as ratable take orders, as a corollary thereto so as to prevent favoritism or 
selective purchases of such gas, likewise preventing waste and protecting the 
correlative rights of the producers. Both measures have been recognized 4n- 
numerable times over the years by the Supreme Court of the United States as 
necessary exercises of the police power of the State to protect and conserve an 
irreplaceable natural resource. 

In Cities Service v. Peerless (340 U. 8. 179 (1950)), the Court had before it 
two orders of the Oklahoma Corporation Commission, one fixing the minimum 
wellhead price on all gas in a field, and the second directing a producer in this 
field, who operated an interstate gas pipeline system, to take gas ratably from 
another producer in the same field at the same price. The Court held that the 
orders of the Commission were valid, saying: 

“* * * Tn 1915, Oklahoma strengthened its gas-conservation laws by author- 
izing regulation of production of gas from a common source when production is 
in excess of market demand * * *” 

“The Oklahoma Supreme Court construed the 1915 act to permit the general 
order setting a minimum price in the field. It further ruled that the economic 
waste was within the contemplation of the statute. Finally, with regard to 
State questions, it held that the orders did not violate the Oklahoma con- 
stitution. 

“The Oklahoma court also concluded that the statutes so construed and the 
orders made thereunder do not violate the Federal Constitution on the grounds 
relied on by Cities Service. We agree” (340 U. S. at 185). 

Our courts have likewise recognized that such limitation of supply to market 
demand necessarily affects the price of gas, the same as is true for oil and as 
would be true for any other commodity if supply were restricted to demand. 
Recognition of this effect on price came as early as Wilcox Oil & Gas Co, v. 
Walker, Com’r, et al. (168 Okla. 335, 32 P. 2d 1044 (1934)), in which the court 
said: 

“We point out that the public, as well as the petitioner and other producers 
of oil, are interested in such proceedings. The buyers of oil have a right to 
appear and present evidence relating to the market demand, and the producers 
have the right to require that the buyers and consumers of oil, and the public 
at large, who may be interested, have reasonable notice of the intention of the 
corporation commission to make an order which may be far-reaching in its 
effect, in that should the market demand be determined at an amount greatly 
less than the real demands of the consumers and purchasers of oil, the delicate 
balance of the price of said commodity may be seriously affected. A false or 
improvident finding of the market demand can result in grave consequences not 


only to the industry itself, but to the consuming public. Such consequences were 


within the contemplation of the legislature in providing the notice by publica- 
tion.” [Emphasis supplied.] 
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These conservation measures are, therefore, regulations of the sale price 
of natural gas either at or before the commencement of the transportation of 
such natural gas in interstate commerce and thereby forbidden by the proposed 
language of the bills. Such orders are as much a regulation of the sale price 
of such natural gas, as a conservation order by a State regulatory measure 
setting a minimum price for gas is necessary to prevent waste or protect correla- 
tive rights. As such, the language of the bills would preempt the historical con- 
servatory powers of the State and place the power of proration and ratable take 
in the hands of a Federal regulatory agency. The cumulative power that would 
then reside in the Federal regulatory agency as a result of the displacement of 
the conservatory powers of each of the producing States would not only be 
gigantic but disastrous. The States would have some powers, such as spacing, 
secondary recovery, well completion requirements, ete., remaining. But without 
the powers of proration and restriction to market demand and the compelling 
of ratable take, neither the Federal agency nor the State agencies, each having 
its own sphere of jurisdiction could efficiently effect conservation. The industry 
would be in chaos. 

Strange results would flow from this divided jurisdiction. A good example 
of the potential conflict inherent in extention of Federal Power Commission 
jurisdiction and exclusion of State conservation power prior to the entrance of 
natural gas into interstate transmission lines may be illustrated by a case now 
pending appeal to the Supreme Court of Texas. This case, Railroad Commission 
of Texas Gnd the Atlantic Refining Company v. Permian Basin Pipe Line Com- 
pany and Railroad Commission of Texas and Atlantic Refining Company v. 
Phillips Petroleum Company (——— SW 2d —— (1957)) is a case in which the 
pipeline company contends that is facilities are filled to capacity by the gas 
of one major producer. Acting under its statutory authority, the Railroad Com- 
mission of Texas issued orders compelling the pipeline to take ratably the gas 
from other producers in the field. These orders were based on the Texas statutes 
relating to common Carriers and common purehasers and were upheld by the 
Texas Court of Appeals. Conceivably, if the Federal Power Commission exer- 
cised authority at this stage of natural gas production it could overrule ihe deci- 
sion of the Railroad Commission and require the pipeline to take only the pro- 
duction of the major producer which held prior FPC certificates calling for 
delivery of enough gas to fill the line. Such action would destroy the recog- 
nized States statutes on this subject and basic principles, such as ratable taking, 
which have governed sound State conservation methods for decades. 


Question No. 2. Will enactment of the prohibition referred to in question No. 1 
displace the historical right and authority of the States to tax their natural 
gas? 

In Hope Natural Gas Company v. Hall (274 U. S. 284 (1927)) the Court up- 
held a tax by West Virginia upon the production of natural gus based on the 
value of that commodity at the well. This decision was, of course, prior to the 
enactment of the Natural Gas Act and the Phillips decision. 

In its most recent decision, Panhandle Hastern Pipe Line Company vy. Calvert 
(347 U. S. 157 (1954) ), decided just prior to the Phillips decision, the Court held 
the Texas gas gathering statute invalid as a burden on interstate commerce. 
The Court said: 

“Appellants’ business is the interstate transportation and sale of natural gas. 
Under the commerce clause interstate commerce and its instrumentalities are not 
totally immune from State taxation, absent action by Congress. Frequently it 
has been said that interstate business must pay its way (Postal Tel. Cable Co. 
v. Richmond, 249 U. S. 242, 259, 68 L. ed. 590, 594, 39 S. Ct. 265 (1919), Western 
Live Stock v. Bureau of Revenue, 308 U. 8S. 250, 254, 82 L. ed. 823, 826, 58 S. Ct. 
546, 115 ALR 944 (1938)) and the Court has done more than pay lipservice to 
this idea. Numerous cases have upheld State levies where it is thought that 
the tax does not operate to discriminate against commerce or unduly burden 
it either directly or by the possibility of multiple taxation resulting from other 
taxes of the same sort being imposed by other States. The recurring problem 
is to resolve a conflict between the Constitution's mandate that trade between the 
States be permitted to flow freely without unnecessary obstruction from ny 
source, and the State’s rightful desire to require that interstate business bear 
its proper share of the costs of local government in return for benefits received. 
Some have thought that the wisest course would be for this Court to uphold all 
State taxes not patently discriminatory, and wait for Congress to adjust conflicts 
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when and as it wished. But this view has not prevailed, and the Court has 
therefore been forced to decided in many varied factual situations whether the 
application of a given State tax to a given aspect of interstate activity violates 
the commerce clause. * * *” [Emphasis added.] 

The contemplated exclusion of State regulation over the sale of natural gas 
“at or before the commencement of transportation in interstate commerce” 
would obviously extend to any attempt by the State to levy additional taxes on 
such gas. Imposition of additional taxes at any point, even including under- 
ground reserves, would have immediate effect upon the sale price of the gas and 
as such might be construed by the Court as an invalid attempt by the State to 
regulate the sale price of such gas. In other words, the Court would have two 
firm grounds on which to invalidate present or future production, severence, 0oc- 
cupation, dedication, or similar taxes: (1) The invalid burden on interstate 
commerce previously used, and (2) the new language proposed to be inserted in 
the Natural Gas Act. 

The Phillips case is typical of the Supreme Court’s tendency to construe the 
action by the Congress beyond that intended by that legislative body, and its 
eagerness to construe additional authority on the Federal Power Commission. 
Once the Congress has acted, the doctrine of preemption excludes State action. 
The language suggested here in the proposed amendment goes even further than 
the Phillips decision and would overrule the cases still recognized by the courts 
as authorizing State action and regulation prior to the completion of produc- 
tion and gathering. 

The Court’s readiness to embroider congressional language is illustrated by 
Justice Frankfurter’s concurring opinion in the Phillips case, in which he said: 

“While I join the opinion of the Court, one consideration leading to the 
Court’s conclusion is for me so decisive that I deem it appropriate to give it 
emphasis. 

“Section 1 (b) is not to be construed on its face. It comes to us with an au- 
thoritative gloss. We must construe it as though Congress had, in words, added 
to the present text of Section 1 (b) some such language as the following: 

‘However, since sales for resale, or so-called wholesale sales in inter- 
state commerce are not local in character and are constitutionally not sub- 
ject to State regulation (see Missouri v Kansas Gas Co., 265 U. S. 298, and 
Public Utilities Commission v. Attleboro Steam & Electric Co., 273 U. S. 83) 
the basic purpose of the legislation is to occupy this field in which the 
States may not act.’ 

“The section must be read with an interpolation because the committees of 
Congress which were responsible for the legislation said specifically that the 
Natural Gas Act was designed to cover the situations which the two cited 
eases held to be outside the competence of State regulation (H. Rept. No. 709, 
75th Cong., 1st sess., pp. 1-2; S. Rept. No. 1162, 75th Cong., 1st sess., pp. 1-2). 

“To be sure, the Kansas Gas case excluded the business of piping gas by a 
supply company in one State to distributing companies in another: and the At- 
tleboro case involved the transmission of electric current by a producing com- 
pany which took it from one State to the boundary of another State and there 
sold it to a distributing company for resale in the other State. In this case, 
the sale by Phillips was made in Texas to interstate pipeline transmission com- 
panies which transported the gas for resale to distributing companies and con- 
sumers in other States. But this fact—that Philipps itself did not pipe the gas 
to the State boundary or directly into another State—does not in the slightest 
alter the constitutional applicability of the Attleboro doctrine to the situation 
before us. The fact that the continuous transmission is not by facilities of 
Phillips but by the facilities of Phillips connecting with pipelines transmitting 
gas into other States does not change the interstate character of the transaction. 
For that reason, the decision in Attleboro (273 U. S. at 86), relying on Peoples 
Natural Gas Co., v. Public Service Com. (270 U. S. 550, 70 L. ed. 726, 46 S. Ct. 
371), barred State regulation. 

“Tt may well be that if the problem in the Attleboro case came before the 
Court today, the constitutional doctrine there laid down would not be found 
compelling. This is immaterial. Congress did net leave it to the determination 
of this Court whether.an Attleboro situation is subject to State regulation. It 
wrote the doctrine of the Attleboro case into the Natural Gas Act and said in 
effect that an Attleboro situation was to be taken over by Federal regulation and 
was not to be left to the fluctuation of adjudications under the commerce clause.” 
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The question ultimately resolves itself to the proposal either the States can 
now regulate the price of natural gas prior to the completion of production and 
gathering as the Panoma case implied by distinguishing its situation from that 
in the Peerless case, and by the levying of appropriate taxes on such gas prior 
to its entrance into interstate commerce even in view of Wisconsin v. Calvert, 
or they cannot take any action in price regulation and taxation of such natural 
gas which may be ultimately transported interstate since to do so would be a 
burden on interstate commerce and an invalid attempt by the State to exercise 
authority preempted by the Federal Government under the Natural Gas Act. 

In the event the States do have such price regulation and taxation powers, the 
suggested language of the new amendments would be construed as ending that 
power, and thus this amendment is an abridgement of traditional States rights 
and authorities and States powers so long exercised with sanction of the United 
States Supreme Court itself. 

If the States do not have such powers and the proposed amendment is but a 
restatement of ruling case law, it is superfluous and unneeded. 


Question No. 3. Will the prohibition referred to in question No. 1 displace the 
recognized power and authority of a State to set minimum prices for nat- 
ural gas at the well when necessary as a conservation measure? 


In tracing the relative growth of State and Federal pricing authority, it is 
significant that any extension by the Congress of the scope of Federal action has 
resulted in preempting the fields of action covered by the legislation. 

In recent cases on State price-fixing authority the Supreme Court held that 
Oklahoma could not fix a minimum price to be paid for natural gas after its pro- 
duction and gathering had ended (Natural Gas Pipeline Company v. Panoma 
Corporation, et al., 349 U. S. 44 (1955), Michigan-Wisconsin Pipe Line Company 
v. Corporation Commission, et al., and Panhandle Eastern Pipe Line Company 
v. Corporation Commission, 349 U. 8S. 908 (1955)). The Court distinguished two 
previous cases which upheld the authority of the State to fix a minimum gas 
price in the absence of Federal action, Cities Service Gas Company v. Peerless 
Oil € Gas Company, supra and Phillips Petroleum v. Okahoma (340 U.S. (1950) ). 
The Panoma and companion cases, therefore, represent the farthest extension 
of Federal price fixing beyond which State power may not be exercised; that is, 
after production and gathering have ended. The question of Federal Power 
Commission jurisdiction over sales made in interstate commerce before pro- 
duction and gathering has ended has thus not been decided by the United States 
Supreme Court. In the absence of congressional action, and in view of the 
Peerless and Phillips v. Oklahoma cases above cited, the States would appear to- 
have continued price fixing power over natural gas prior to the cessation of the 
functions of the production and gathering. 

Since the Supreme Court’s decision in Panoma, Cities Service Gas Company v. 
State Corporation Commission of Kansas (304 P. 2d 528 (1956) ) has been decided 
by the Kansas Supreme Court. This case is now pending on appeal in the United 
States Supreme Court. The sole question presented for review was that the 
Kansas commission was without jurisdiction to issue the minimum-price order 
in question because “the sole and exclusive jurisdiction to make such order is 
vested in the Federal Power Commission.” The Court held that the Kansas 
commission has power to regulate the field production and gathering of natural 
gas in the interests of conservation, “including the protection of correlative 
rights and the prevention of waste”; and that the order involved “falls squarely 
within” the production and gathering exemption of section 1 (b) of the Natural 
Gas Act. 

To the contention that the decisions of the United States Supreme Court in 
the Panoma case, supra, and National Gas Pipeline Company of America v. 
Corporation Commission of Oklahoma, supra, placed an interpretation upon the 
Natural Gas Act contrary to the Court’s decision referred to above, the Supreme 
Court of Kansas in Cities Service Gas Company v. State Corporation Commission 
of Kansas, supra, said that, after analyzing the decisions referred to, it had 
reached the conclusion that the per curiam opinion in Panoma and Natural Gas 
Pipeline “shows on its face that their conclusion of such decisions is unwar- 
ranted” and stated: 

“Here, as we have indicated, the Kansas Commission has fixed a minimum 
price to be paid before cessation of production. This fact in itself is sufficient 
to distinguish the decisions upon which appellants rely and warrants our con- 
clusion that they are not to be regarded as controlling precedents.” 
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As previously stated, this decision is now pending on appeal to the Supreme 
Court of the United States. 

The traditional authority of the States to regulate the conservation of their 
natural resources as a necessary police power was recognized in the Peerless 
ease cited above. In that case the Supreme Court of the United States was 
admittedly primarily occupied with constitutional questions and the principal 
holding of the case involved the doctrine of abstention, but the Supreme Court 
in that case approved the orders issued by the corporation commission of Okla- 
homa that the gas pipeline should connect to a new well, -buy a commission- 
determined volume of gas and pay a minimum price set by the commission. 

The Supreme Court expressly rejected the contention that the State com- 
mission’s orders containing the above requirements constituted an unreasonable 
burden on interstate commerce, saying (340 U.S. at 186) : 

“The commerce clause gives to the Congress a power over interstate commerce 
which is both paramount and broad in scope. But due regard for State legisla- 
tive functions has long required that this power be treated as not exclusive. 
Cooley v. Board of Wardens of Port of Philadelphia (12 How. 299 (1851)). It 
is now well settled that a State may regulate matters of local concern over 
which Federal authority has not been exercised, even though the regulation has 
some impact on interstate commerce. Parker vy. Brown (317 U. S. 341 (1943) ); 
Milk Control Board of Pennsylvania v. Bisenberg Farm Products (306 U. S. 346 
(1939) ) ; South Carolina State Highway Dept. v. Barnwell Bros. (303 U. 8. 177, 
(1938)). The only requirements consistently recognized have been that the 
regulation not discriminate against or place an embargo on interstate commerce, 
that it safeguard an obvious State interest, and that the local interest at stake 
outweigh whatever national interest there might be in the prevention of State 
restrictions. Nor should we lightly translate the quiescence of Federal power into 
an affirmation that the national interest lies in complete freedom from regula- 
tion. South Carolina State Highway Dept. v. Barnwell Bros., supra. Compare 
Leisy v. Hardin (135 U. 8S. 100 (1890)), decided prior to the Wilson Act, (26 
Stat. 313), with In re Rahrer (140 U. 8S. 545 (1891) ), decided thereafter.” [Em- 
phasis supplied. ] 

There is grave danger that our courts will differ in the future as to the out- 
weighing of the State powers of proration, taxing, ratable take, etc. over the 
mandate provided and here discussed, i. e., that “no State or local authority 
shall regulate the sale price of natural gas.” This question of outweighing is a 
question of fact and the courts will differ. The latter quoted language obviously 
excludes State or local action directly or indirectly regulating or affecting the 
sale price of natural gas. Proration of gas by State authority although it be 
to prevent waste and protect correlative rights and prevent discrimination in 
purchase necessarily indirectly “‘regulate(s) the sale price of natural gas.” 

One of the earliest cases, Public Utilities Commission of Rhode Island vy, Attle- 
boro Steam & Electric Co. (273 U. S. 88 (1927)), held that the Rhode Island 
Public Utilities Commission could not regulate the rates for electricity moving 
interstate, since the business was essentially national in character, saying: 

“* * * Plainly, however, the paramount interest in the interstate business car- 
ried on between the two companies is not local to either State, but is essentially 
national in character. The rate is therefore not subject to regulation by either 
of the two States in the guise of protection to their respective local interests ; but, 
if such regulation is required it can only be attained by the exercise of the power 
vested in Congress. See Covington & C. Bridge Co. v. Kentucky (154 U. 8. 204, 
220, 38 L. ed. 962, 969, 4 Inters. Com. Rep. 649, 14 S. Ct. Rep. 1087; Hanley vy. 
Kansas City Southern R. Co. (187 U. 8. 617, 620, 47 L. ed. 333, 335, 23 Sup. Ct. 
Rep. 214).” [Emphasis added. ] 

In the Attleboro case the Court discussed its prior holdings in Pennsylvania Gas 
Co. v. Public Service Commission (252 U. 8S. 28 (1920)), which upheld State 
regulations of retail sales of gas and Missouri Ea rel. Barrett v. Kansas Natural 
Gas Co, (265 U. S. 298 (1924)), which held that the rates charged by the Inter- 
state Kansas Natural Gas Co. for gas sold to distributing companies was not sub- 
ject to regulation by the Missouri Public Utility Commission. In distinguish- 
ing the Kansas and Pennsylvania cases, the Attleboro case states : 

“In the Pennsylvania Gas Co. case, the Company transmitted natural gas 
by a main pipeline from the source of supply in Pennsylvania to a point of dis- 
tribution in a city in New York, which it there subdivided and sold at retail to 
local consumers supplied from the main by pipes laid through the streets of the 
city. In holding that the New York Public Service Commission might regulate 
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the rate charged to these consumers, the court said that while a State nay not 
‘directiv’ regulate or burden interstate commerce, it may in some instances, until 
the subject matter is regulated by Congress, pass laws ‘indirectly affecting such 
commerce, hen needed to protect or regulate matters of local interest; that the 
thing which the New York Commission had undertaken to regulate, while part 
of an interstate transmission was ‘local in its nature, pertaining to the furnish- 
ing of gas to local consumers, and the service rendered to them was ‘essentially 
local,’ being similar to that of a local plant furnishing gas to consumers in a city ; 
and that such ‘local service’ was not of the character which required general and 
uniform regulation of rates by congressional action, even if the local rates might 
‘affect’ the interstate business of the company. 

“In the Kansas Natural Gas Co, case the company, whose business was prin- 
cipally interstate, transported natural gas by continuous pipelines from wells in 
Oklahoma and Kansas into Missouri, and there sold and delivered it to dis- 
tributing companies, which then sold and delivered it to local consumers. In 
holding that the rate which the company charged for the gas sold to the dis- 
tributing companies—those at which these companies sold to the local consumers 
not being involved—was not subject to regulation by the Public Utilities Commis- 
sion of Missouri, the court said that, while in the absence of congressional action 
a State may generally enact laws of internal policy, although they have an in- 
direct effect upon interstate commerce, ‘the commerce clause of the Constitution, 
of its own force, restrains the States from imposing direct burdens upon interstate 
commerce,’ and a State enactment imposing such a ‘direct burden’ must fall, being 
a direct restraint of that which in the absence of Federal regulation should be 
free.” [Emphasis added. ] 

Gen. Ernest O. Thompson, a recognized world authority on oil and gas con- 
servation and for 25 years a member of the Texas Railroad Commission, has em- 
phasized the close correlation between price and conservation. He has said 
“Let the wellhead price be free and competitive and we will have adequate gas. 
The greatest conservation agent is price. The better the price for oil or gas the 
more stringent can be the rules of conservation.” 


Question No. 4. Will eetension of the present antidiscrimination provision of the 
Natural Gas Act of 1938 so as to prohibit discrimination by any pipeline car- 
rieer in the purchase of gas as between sellers expand Federal jurisdiction 
so as to infringe upon or jeopardize State conservation powers? 

The amendment proposed by the Texas Independent Producers & Royalty 
Owners Association reads as follows: 

“Sec. 7. Subsection (b) of section 4 of the Natural Gas Act, as amended, is 
amended by substituting the following therefor : 

“(b) No natural-gas company shall, with respect to any purchase, transporta- 
tion or sale of natural gas subject to the jurisdiction of the Commission, (1) 
inake or grant any undue preference or advantage to any person or subject any 
person to any undue p ejudice or disadvantage, or (2) maintain any unreason- 
able difference in prices paid, rates, charges, service, facilities, or in any other 
respect, either as between producers, localities, or as between classes of service.” 

It should be emphasized that the antidiscrimination provision is not new in 
the Natural Gas Act. Subsection B of section 4 of the Natural Gas Act already 
contains provisions for protection of every person mentioned in the proposed 
amendment except producers. The only words which would be added by the 
amendment are “price paid” and “as between producers.” 

In construing the language of this section as presently written. the Sixth 
Circuit Court of Appeals in Michigan Consolidated Gas Co. y. Panhandle Eastern 
Pipe Line Co, (173 F. 2d 784 (1949) ) stated: 

“Whatever may be the limits placed by the act upon the authority of the 
Commission in other respects it is clear that under section 717¢ (b) the authority 
of the Commission, in respect to undue preferences or advantages, is without 
limitation.” 

The court also held that since Consolidated was a utility affected with the 
public interest the Federal Power Commission had authority to control its 
services, saying that the power to prevent preferences and discrimination as 
between individuals and classes carries with it by necessary and inescapable 
implication the authority to regulate service. 

The enactment of the proposed amendment quoted above would not jeopardize 
State proration and conservation powers since no reference is made to the 
performance of such powers or no prohibition of their use by the States is made. 
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In the absence of specific language it would raise no question of conflict between 
State and Federal law. The courts would not be inclined to view this amendment 
as abrogating traditional State powers. 

In the case of Federal Power Commission vy. Panhandle Eastern Pipe Line 
Company (337 U.S. 498 (1949) ) the court affirmed lower court judgments which 
held that the Federal Power Commission could not require approval before a 
natural gas company could sell gas leases. The court discussed the powers of 
the States of conservation and the powers given the Federal Power Commission 
under the Natural Gas Act and said: 

“* * * The legislative history of this act is replete with evidence of the care 
taken by Congress to keep the power over the production and gathering of gas 
within the States. This probably occurred because the State legislatures, in the 
interests of conservation, had delegated broad and elaborate power to their 
regulatory bodies over all aspects of producing gas. The Natural Gas Act was 
designed to supplement State power and to produce a harmonious and compre- 
hensive regulation of the industry. Neither State nor Federal regulatory body 
was to encroach upon the jurisdiction of the other. Congress enacted this act 
after full consideration of the problems of production and distribution. It con- 
sidered the State interests as well as the national interest. It had both producers 
and consumers in mind. Legislative adjustments were made to reconcile the 
conflicting views” (337 U. 8. 509-513). 

This amendment would, it is true, directly express a power of the Commission, 
but this is a power over the pipelines to compel them to treat producers equitably. 
It is a power to control the very monopoly mentioned by multiple Supreme Court 
decisions as the aim and objective of the original Natural Gas Act. It is hard 
to comprehend how this action by Congress intended to provide a beneficial 
power to protect producers could be construed as diluting or ending State powers 
by preemption. 

It cannot be denied that the two bills pending before the Congress at this time 
envision an enlargement of Federal jurisdiction to delineate Federal control of 
independent producers, at least to a limited extent. Since the courts have 
repeatedly emphasized that the purpose of the original Natural Gas Act was 
protection against the monopoly of the pipelines, the control of independent pro- 
ducers sought by the proposed amendments should carry with it some measure 
of protection for the independents against monopolistic practice of the pipelines. 
The extension of that protection as embodied in the proposed amendment to the 
antidiscrimination section could not extend Federal encroachment beyond the 
point already contemplated by the Harris and O’Hara bills. 


CONCLUSION 


The continuing extension of the doctrine of preemption to labor relations sub- 
versive control, the regulation and conservation of natural resources and to other 
traditional fields of State power can, unless checked and zealously guarded 
against by Congress, result in the ultimate centralization of all government on 
the Potomac, The present tendency is to take the expressions of Congress and to 
extend and enlarge them to strip from the States the regulation functions which 
they have over the years conscientiously performed. The proposed amendment 
which would take from the States any authority to regulate the sale of natural 
gas at or before its entrance into interstate commerce would open a Pandora's 
box of new preemption evils. State regulatory commissions familiar with the 
local situation and charged with the responsibility of local control have seen 
their duties decimated by the new march of federalism. The National Congress, 
in its wisdom the guardian of our American system of government, should not 
be a party in the march against States rights. The proposed amendment pro 
hibiting State regulation of natural gas prices should be eliminated from the 
Harris and O'Hara bills and the amendment protecting producers from discrim- 
ination inserted. 


The Cuarrman. We have a request from the city clerk of St. Paul. 
Minn., for insertion of a resolution in the record. It will be received. 
It was submitted on behalf of our colleague, Mr. Dingell, and there is 
a request that it be inserted in the record. 

(The document referred to follows :) 
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Crtry or St. PAu, MINN., 
OFFIce or Ciry CLERK, 
BUREAU OF RECORDS, 
St. Paul, Minn., May 10, 1957. 
Hon. JoHn D. DINGELL, Jr., 
Representative in Congress, House Office Building, 
Washington, D. C. 

Deak Sir: We respectfully call to your attention the enclosed copy of a resolu- 
tion adopted by the City Council of St. Paul, Minn., on May 10, opposing the 
passage of H. R. 6790 by Congressman Harris, and any other legislation of a 
similar nature, or as more fully set out in the resolution. 

Your assistance in this matter will be greatly appreciated. 

Respectfully yours, 
JOSEPH R,. OKONESKI, City Clerk. 


Whereas the council is informed that the Interstate and Foreign Commerce 
Committee of the House of Representatives has begun hearings on a bill in- 
troduced in Congress on April 10, 1957, by Congressman Harris, said bill being 
designated as H. R. 6790, and which bill, among other things, proposes to change 
the basis for determination of the production cost of gas paid or charged by 
interstate pipeline companies through the elimination of the present method 
of determining cost by the use of the public-utility, rate-base, cost-of-service 
formula and procedure, and substituting in lieu thereof the reasonable market 
price, to be determined by the Federal Power Commission ; and 

Whereas the Council of the City of St. Paul is of the opinion that the bill 
provides no clear and adequate standards for determining the reasonable market 
price for gas and which, if the bill becomes law, could result in a determination 
of a price for gas in excess of that necessary for the adequate compensation to 
the producers of natural gas, contrary to the best interests of the ultimate con- 
sumers of gas; and 

Whereas the council is informed and believes that a majority of the natural- 
gas reserves are owned and controlled by a few large corporations, and there is 
no true competitive market in the sale, transportation, and resale of natural gas 
in interstate commerce; and 

Whereas the price of natural gas to the ultimate consumer in St. Paul is a 
matter of vital concern for all the citizens in this city, made especially more 
so by reason of the cold weather which this city has in the winter season, and 
further by reason of the large number of ultimate consumers which are now 
using natural gas for domestic purposes in this city ; and 

Whereas it is the opinion of the city council that, if this new Harris bill should 
become law, it could very well result in substantial increases in the cost of 
gas allowed to the pipeline carriers serving this city and to the ultimate con- 
sumers in this city ; and 

Whereas the council is firmly convinced that, by reason of the facts recited 
above, this legislation is contrary to the public interest : Now, therefore, be it 

Resolved, That the City Council of the City of St. Paul hereby opposes the 
passage of the new Harris bill or any other legislation of a similar nature, or 
any legislation which seeks to eliminate or restrict in any manner the present, 
legally recognized control by the Federal Government through the Federal 
Power Commission of the production and sale of natural gas in the field; and be 
it further 

ResoWwed, That the council requests the Members of Congress from the State 
of Minnesota to do their utmost to defeat this bill and any legislation of a 
similar type which might be introduced in Congress ; and be it further 

Resolved, That the mayor of the city of St. Paul is hereby directed to file a 
written statement of the opposition of this council to the bill and is hereby 
directed to present this resolution to the Home Interstate and Foreign Commerce 
Committee on May 13, 1957, and to join with the other mayors of the large gas- 
consuming cities to present an argument in protest against the so-termed 
“Harris bill”; and be it further 

Resolved, That the city clerk is directed to send forthwith a copy of this 
resolution to the President and Vice President of the United States, to the 
Speaker of the House of Representatives, to each Member of the United States 
Congress from the State of Minnesota, and to each member of the Interstate 
and Foreign Commerce Committee of the House of Representatives. 
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The Cuamman. We have a request from the mayor of the city of 
Columbus, Ohio, for a statement to be inserted in the record, which 
will be received. 

(The document referred to follows :) 


STATEMENT OF M. E. SENSENBRENNER, MAyor, ON BEHALF OF THE CITY OF 
CoLUMBUS, OHIO 


To the Honorable Oren Harris, Chairman, and the Honorable Members of the 
Committee on Interstate and Foreign Commerce, House of Representatives, 
Washington, D. C.: 


During the week of May 13, 1957, Mr. Ferd M. Pickens, director of the Depart- 
ment of Public Utilities of the City of Columbus, Ohio, was authorized and 
directed to represent our city before your committee in opposition to H. R. 6790 
and H. R. 6791. He was instructed and prepared to briefly express the serious- 
ness of these proposed amendments to the Natural Gas Act of 1938 (as amended), 
but was not afforded an opportunity to speak. Through the efforts of the 
Honorable John M. Vorys, Congressman from the 12th district of Ohio, leave 
was obtained to make this statement. 

It is specifically called to the attention of this honorable committee that the 
Ohio Municipal League, an organization comprised of 486 member public officials 
from Ohio municipalities, opposes H. R. 6790 and H. R. 6791. My duty as mayor 
of the city of Columbus, Ohio, is to represent all of its citizens, and my motive 
to protect their interests, and, in the present matter, to champion the cause of 
the consumers of natural gas whose interests require effective regulation of the 
interstate commerce of natural gas. 

Columbus, Ohio, is one of the fastest growing cities in this great Nation today. 
Areawise it is the largest city in Ohio, embracing approximately 78 square miles. 
As of May 1, 1957, the population of the city of Columbus proper was 460,164 
and the population of Metropolitan Columbus 637,023. Of great import to this 
issue are the 113,979 residential consumers (excluding industrial and com- 
mercial) in Columbus proper and the 152,377 residential consumers (excluding 
industrial and commercial) in Metropolitan Columbus, who are dependent upon 
the use of natural gas for cooking, heating of their homes, etc. To estimate the 
total investment by gas consumers in their appliances would be in the fantastic 
millions. For the year 1956 the natural gas used by the 113,979 residential 
consumers (excluding industrial and commercial) of the city of Columbus, 
Ohio, amounted to 25,624,405 M ec. f., and for Metropolitan Columbus, 37,119,728 
Me.f. This information must be multiplied a thousandfold in order to arrive 
at the proportions affecting the Nation and should impress this honorable com- 
mittee of its obligation to the people. Previous witnesses having furnished you 
with facts and figures of national scope, I shall therefore refrain from being 
repetitious. 

The Ohio Fuel Gas Co., a subsidiary of Columbia Gas System, Inc., serves the 
consumers of the city of Columbus, Ohio. It obtains its supply of natural gas 
from (1) United Fuel Gas Co., (2) Texas Eastern Transmission Corp., (3) Texas 
Gas Transmission Corp., (4) Panhandle Eastern Pipe Line Co., and (5) Manu- 
facturers Light & Heat Co. The largest supplier to Ohio Fuel for the year 1956 
was United Fuel Gas. 

Permit me to make a comparison between the years 1951 and 1957. Natural 
gas supplied to the Ohio Fuel Gas Co. by the 5 suppliers mentioned totaled 
154,013,314 M ec. f. at a cost of $36,130,395.05 for a 12-month period ending 
December 31, 1951, predicated on a base price per 1,000 cubie feet of 23.46 cents. 
Using the same 5 suppliers, the Ohio Fuel Gas Co. purchased 239,587,729 M ec. f. 
at a total cost of $70,840,286.31 for the 12-month period ending March 31, 1957, 
predicated on a base fuel cost per 1,000 cubic feet of 29.57 cents, which reflects an 
increased fuel cost by the suppliers to Ohio Fuel Gas of 6.11 cents. 

Three regulatory bodies protect the gas-consuming users in the city of Colum- 
bus, Ohio. Gas sold in interstate commerce by the Federal Power Commission. 
Gas sold in Ohio by the Public Utilities Commission of Ohio, and gas sold in 
Columbus by our city council. Certainly it cannot be your intention to remove 
or even weaken the authority vested in the greatest of all three. 

During the year 1956 there were conducted long and expensive negotiations 
with the Ohio Fuel Gas Co. resulting in a new 4-year contract being awarded 
to Ohio Fuel by city council for the furnishing of natural gas to the people of 
Columbus during the period commencing on November 11, 1956, and ending on 
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November 10, 1960. This grant was predicated upon a base fuel cost of 29.62 
cents. Without going into detail, this agreement contains 2 escalator provisions, 
1 applying to the gas purchased by the Ohio Fuel Gas Co., from each supplier 
whose rates are subject to the jurisdiction of the Federal Power Commission. 
Second, an escalator provision for labor costs whereby one-half of any increase 
or decrease in average labor rates made to over 90 percent of employees of the 
Columbus distribution district from the June 1956 average shall be escalated by 
formula. Gas rates shall be adjusted accordingly in conjunction with the fuel 
cost escalation. It can readily be understood that the cost of natural gas to the 
Columbus, Ohio, consumers is directly dependent upon the price which Ohio 
Fuel pays for its purchases from the pipeline companies. In turn, the cost of 
natural gas to the pipeline companies or suppliers to Ohio Fuel are directly 
dependent upon the price which the pipeline companies or suppliers pay for gas 
purchased from the independent producers who supply the interstate pipelines. 
I implore that in good conscience this honorable committee consider all the 
factors of this serious problem in its deliberations. 

It has been said that unless controls are removed or weakened by divesting 
the Federal Power Commission of its regulatory authority over the price of 
natural gas charged by independent producers at the wellhead for sale in inter- 
state commerce, it would stifle incentive and curtail the discovery of natural 
gas, resulting in a tremendous decrease of supply. I cannot conceive this ar- 
gument. Nationally recognized authorities have this to say (Gas Facts, 1955, 
p. 24): 

“Data relating to well-drilling activity have not been, and cannot be, 
segregated between oil and gas. When drilling is undertaken, there is 
generally no way of knowing whether the resultant well will yield gas or 
oil, or will be dry.” 

Quoting further from Public Utilities Fortnightly 7 (p. 445, vol. 58, Sept. 27, 
1956): 

“It is well known that practically every exploratory (wildcat) well 
is drilled for oil and if it produces some gas or gas only, the gas production 
is only an incident or byproduct in the search and production of oil.” 

Approximately 60 percent of the natural gas sold to transmission companies 
(pipelines) is obtained from wells which were explored and developed primarily 
for the discovery of additional petroleum supply. It therefore follows, that 
untapped natural gas resources will continue to be discovered so long as the 
petroleum industry continues its search for oil. 

The Nation’s proven gas reserves reached an all-time high of 237.77 trillion 
cubie feet as of December 31, 1956. This is an increase of 26.06 trillion cubic 
feet over the 1954 volume. Discoveries in 1955 and 1956 were much larger than 
previous years; in fact the 1956 discovery was the largest ever recorded. Ex- 
ploratory drilling has increased during each of the years 1955 and 1956. Over 
500 more gas wells were completed in 1956 than in 1955. This advancement was 
accomplished subsequent to the Phillips decision by the Supreme Court of the 
United States in June 1954 and under the protecting control of the Federal 
Power Commission. Certainly, this dispells the proponents arguments on this 
subject. 

The officials of the city of Columbus, Ohio, have intervened in several pro- 
ceedings before the Federal Power Commission wherein increases for the price 
of natural gas were requested by various suppliers. If the Harris bill, H. R. 
6790, were enacted, it would for all practical purposes validate the pending 
producer rate increase requests. It would also yalidate a number of pipeline 
company rate cases which are based upon the pending increases in producer 
rates. In addition, a number of pipeline rate increases aggregating approxi- 
mately $35 million are presently pending before the Federal Power Commission 
which involve claimed allowances for the commodity value of the gas which 
they produce from their own reserves. The use of the “reasonable market price” 
formula will assure the granting of these increases since the “reasonable mar- 
ket price’ will exceed the “average weighted field prices’ claimed by the 
pipeline companies. 

In conclusion I wish to observe that the language in the present Harris bill, 
H. R. 6790, has been changed from the wording of the Harris-Fulbright bill 
considered by the last session of Congress, but the resultant effect upon the 
natural gas consuming public remains the same. 

I strongly urge you in the interests of the many millions of people who 
must rely upon you for adequate protection to defeat this measure. 
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The Cuamman. We have a telegram from Mr. E. Bruce Street, 
president of the West Central Texas Oil & Gas Association, which will 
be included in the record at this point. 

(The telegram is as follows :) 

; ABILENE, TeEx., May 9, 1957. 
Re: Your bill, H. R. 6790. 
Hon. OREN HARRIS, 
House Office Building, Washington, D. C.: 


Members West Central Texas Oil & Gas Association amazed and concerned 
over administration’s suggested amendments. Such amendments worse than no 
bill at all. We favor your bill, but with certain revisions. Will appreciate your 
favorable consideration these amendments : 

(1) Revise section 2 (b) to stop encroachment on traditional State’s rights. 

(2) Section 13A (a): Allow the two-party favored-nation clause to remain 
effective. 

(3) Section 138A (e): Require protestants to bear burden of proof when ob- 
jecting to a contract. 

(4) Section 13A (e) : Provide a definite time limit for setting of hearings and 
the institution of contract provisions, hearing to be within 30 days after appli- 
eation filed, with conclusions to be reached within 90 days thereafter. 

(5) Section 13B (c) : Responsibility of notification persons affected by escala- 
tion clauses should rest with pipeline or FPC. 

(6) Section 183B (d): Burden of proof should be borne by protestants in 
escalation clause cases. 

(7) Section 13D: Producer should be allowed exercise of right of cancellation 
because of Federal intervention within 90 days after passage of this act, but not 
thereafter. 

(8) It should be made clear that expiration of a contract will positively end 
the necessity for delivery of gas. 

(9) Section 138F: Pipeline companies and affiliates should be limited to the 
payment for gas to themselves of price not in excess of lowest price being paid 
independent producer that field. 

(10) Antidiscrimination provision be enlarged to protect independent pro- 
ducer by including prices paid producers for gas and prevention of discrimina- 
tions as between localities and persons. 

Your efforts in behalf of oil and natural gas industry greatly appreciated. We 
hope for passage of a bill in line with suggestions enumerated above. 


E. Bruce STREET, 
President, West Central Teras Oil € Gas Association. 

The Cuarrman. This concludes the hearing on behalf of the pro- 
ponents of this proposed legislation. 

The committee will adjourn until Monday morning next, at which 
time the opponents again will be given an opportunity to express their 
further views. 

(The following additional material was submitted for the record :) 


SUPPLEMENTAL BRIEF REGARDING I. CONGRESSIONAL PROHIBITION AGAINST ANY 
STATE REGULATION OF THE SALE PRICE OF NATURAL GAS AS A PREEMPTION OF (1) 
STATE POWERS TO EFFECT CONSERVATION THROUGH PRORATION AND RESTRICTION 
OF PRODUCTION TO MARKET DEMAND, (2) STATE POWERS OF TAXATION, AND (3) 
PRICES ror GAS Ser ry STATES AS A CONSERVATION MEASURE 


(Prepared and submitted by W. A. Delaney, Jr., of Ada, Okla., independent pro- 
ducer and president of Louisiana-Nevada Transit Co., an interstate natural 
gas company) 


As a result of reading the colloquy between Chairman Oren G. Harris of the 
committee and Mr. Arch H. Rowan, chairman of the gas committee of Texas 
Independent Producers and Royalty Owners Association (pp. 2581-2602 of the 
records of the hearing) in reference to the provisions of H. R. 6790, I felt that 
it was necessary to file this supplemental statement and brief with the com- 
mittee. 
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My original statement was directed to the amendment of seetion 1, subsection 
(b) of the Natural Gas Act, as amended, which provides: 

“* * * no State or local authority shall regulate the field price of natural 
gas either at or before the commencement of the transportation of such natural 
gas in interstate commerce.” 

My concern in reference to the language of the amendment derived from 
the question of whether or not this amendment would have the effect to displace 
the conservation power and authority of the various States, as well as the power 
and authority of the several States in reference to taxes measured by gross 
production or severance of natural gas from its habitat in a state of nature. 

It is the purpose of further clarifying my original statement in reference to the 
quoted amendment that this supplemental statement is filed. 

Congressman Harris has wholly failed to realize the import of the amendment 
of subsection (b) of section 1 of the Natural Gas Act, as amended, which pro- 
hibits State and local authorities from fixing the price for natural gas at or 
before the time it enters interstate commerce. 

H. R. 6790 has for its ostensible purpose the freeing of wellhead sales of natural 
gas from regulation by Federal Power Commission, but it does no such thing. 
The act, in its entirety and as presently written, can benefit only two classes 
of concerns engaged in the natural gas industry—the long lines engaged in 
interstate transportation of natural gas and those producers whose reserves are 
of sufficient magnitude as to give them a trading position stronger than that 
of purchasers of natural gas for resale in interstate commerce. All others, in- 
eluding ultimate consumers and independent producers, will be irreparably 
injured by its adoption and passage. 

Wellhead sales are not relieved from control of Federal regulatory authorities 
by the bill. It merely offers an alternative basis for more effective control. 
It will have the effect to establish a ceiling price on all wellhead sales of natural 
gas and at the same time deprive the States of authority to place a floor under its 
sale price to prevent the waste of natural gas and its use for inferior purposes. 

The prohibition of the bill is an expression of governmental policy, and this is 
the thing the Congressman fails to understand. He considers this issue moot by 
reason of decisions of the Supreme Court of the United States. This is not the 
case. 

The constitutional question involved has been before the courts on many occa- 
sions. In no instance has the Supreme Court of the United States failed to point 
out the dual jurisdiction involved, and in no case has it thus far failed to keep 
each jurisdiction in its proper perspective. 

Absent the Natural Gas Act in its entirety, there have long been recognized 
areas of legislation in which the States are not competent to act. This is pointed 
out by Mr. Chief Justice Vinson in Jnterstate Natural Gas Company v. Federal 
Power Commission, et al. (331 U. 8S. 682-93; 91 L. Ed. 1742). In the body of the 
opinion, the Chief Justice said: 

“In a series of decisions announced prior to the passage of the act (Natural 
Gas Act), this Court has held that although Congress has not acted, the regula- 
tion of wholesale rates of gas and electrical energy moving in interstate com- 
merce is beyond the constitutional powers of the States.” 

Citing: Missouri ex rel. Barrett v. Kansas Natural Gas Company. (265 U. S. 298, 
68 L. Ed. 1027; 44 S. Ct. 544 (1924)); Public Utilities Commission vy. Attleboro 
Steam & Electric Co. (273 U. S. 838, 71 L. Ed. 549; 47 S. Ct. 294 (1927) ):; State 
Corp. Commission vy. Wichita Gas Co. (290 U. 8S. 561, 78 L. Ed. 500, 54 S. Ct. 
321 (1934) ). 

In reference to the provisions of the Natural Gas Act under consideration, sec- 
tion 1, subsection (b) contains the following language: 

“The provisions of this act shall apply to the transportation of natural gas in 
interstate commerce, to the sale in interstate commerce of natural gas for ulti- 
mate public consumption for domestic, commercial, industrial, or any other use, 
and to natural gas companies engaged in such transportation or sale, but shall 
not apply to any other transportation or sale of natural gas or to local distribu- 
tion of natural gas or to the facilities used for such distribution or to the pro- 
duction or gathering of natural gas.” 

This is and has been the law of the land since the passage and approval of 
the Natural Gas Act. Under its terms just what is the legislative field the 
Jongress sought to occupy exclusively? What is the governmental policy in- 
volved? These questions are carefully considered and definitely answered in the 
Interstate case, supra. 
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The area of exclusive occupation is stated in the syllabus in the following 
language : 

“Gas § 11—rate regulation—exception of gathering of natural gas from regu- 
lation by Federal Power Commission—applicability. 

“2. Sales made by a natural gas producing company in the field to pipeline 
‘companies which transport the purchased natural gas to markets in other 
States are not within the provision of § 1 (b) of the Natural Gas Act of June 
21, 1938 (52 Stat. 821, ch. 556, 15 U. S. C. § 717 et seq.), excepting from the 
jurisdiction of Federal Power Commission, the regulation of the gathering of 
natural gas, where by the time the sales are consummated nothing further in the 
gathering process remains to be done.” 

In the body of the opinion, Mr. Chief Justice Vinson, speaking for the Court, 
said : 

“In a series of decisions announced prior to the passage of the act, this Court 
had held that, although Congress had not acted, the regulation of wholesale 
rates of gas and electrical energy moving in interstate commerce is beyond the 
constitutional powers of the States. Petitioners relying in part upon the prin- 
ciples established in those cases, has successfully avoided regulation by the 
Louisiana Public Service Commission. As was stated in the House committee 
report the ‘basic purpose’ of Congress in passing the Natural Gas Act was 
‘to occupy this field in which the Supreme Court has held the States may not 
act.’ (Note: That was the declaration of the public policy by the Congress. [In- 
terpolation is mine.] In denying the Federal Power Commission jurisdiction to 
regulate the production or gathering of natural gas, it was not the purpose of 
Congress to free companies such as petitioner from effective public control. 
The purpose of the restriction was, rather, to preserve in the States powers of 
regulation in areas in which the States are constitutionally competent to act. 
{Emphasis mine.| Thus the House committee report states: ‘The bill takes 
no authority from State commissions, and is so drawn as to complement and 
in no manner usurp State regulatory authority” [Emphasis mine. ]” 

Here we have the clear and unmistakable definition of the intent of Congress. 
There were no dissents to this opinion. 

In Phillips vy. State of Wisconsin (347 U.S. 672; 74 S. Ct. 794), Mr. Justice 
Minton, delivering the majority opinion of the Court, referred to the intent of 
Congress and pointed to the cases of Cities Service Gas Co. v. Pecrless Oil & Gas 
Co. (340 U. 8. 179; 71 Ct. 215), and Phillips Petroleum Company vy. State of 
Oklahoma (340 U. S. 190: 71 S. Ct. 221), and said: 

“Petitioners cite our recent decisions in (the cases cited above) as authority 
for the proposition that the States may regulate the sales in question here and, 
hence, that such sales are not within the gap which the National Gas Act was 
intended to fill. [Emphasis mine.] Those cases upheld as constitutional State 
minimum price orders, justified as conservation measures applying to sales of 
natural gas in interstate commerce. But it is well settled that the gap referred 
to is that thought to exist at the time the Natural Gas Act was passed, and the 
jurisdiction of the Commission is not affected by subsequent decisions of this 
Court which ‘have somewhat lessened the constitutional restrictions on State 
activities affecting interstate commerce, in the absence of conflicting Federal 
regulation, [Emphasis mine.]” 

It will be seen that Mr. Justice Minton saw fit to distinguish and separate 
the recognized authority of State regulatory agencies to establish minimum 
prices as an adjunct to conservation, from the gap Congress referred to in the 
committee report. 

H. R. 6790 would recognize no such distinction. It announces the considered 
policy of the Federal Government to strike down every element of State regu- 
latory authority which would have the effect to increase or fix the price of natural 
gas at or before the time it enters interstate commerce. 

I would like to point out at this time that the most recent case involving the 
authority of the State to fix the price for gas is that of Natural Gas Pipe Line 
Company of America vy. Panama Corporation and its companion case of Natural 
Gas Pipe Line Company v. Corporation Commission of Oklahoma (349 U.S. 44, 99 
L. Ed. 866; 75 8S. Ct. 576). These casses have had to do with wholesale sales of 
natural gas in interstate: commerce and the Court makes the same distinction as 
that set forth in Phillips vy. Wisconsin, et al. supra. The Court holding: 

“We disagree with the contention of the appellees that Cities Service Gas 
Co. Vv. Peerless Oil &€ Gas Co. (340 U. 8S. 179 ete.) and Phillips Petroleum Co. v. 
Oklahoma (340 U. S. 190 ete.) are applicable here. Jn those cases we 


were 
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dealing with constitutional questions and not the construction of the Natural 
Gas Act.” [Emphasis mine. | 

The Harris-O’Hara bill is one of the most inconsistent legislative proposals 
it has ever been my privilege to read. 

In the amendment to section 1, subsection (b), it strikes down the power of 
the States to fix the price of natural gas. On the other hand, it provides in 
section 5, subsection (b), of the bill, as follows: 

“With respect to natural gas sold and delivered, or to be delivered under 
existing producer contracts, except, such producer contracts as are subject to the 
provisions of section 6 of this act— 

(i) all prices which were being paid for such natural gas on June 7, 1954, by 
reason of an order of a regulatory agency of any State, * * * are hereby declared 
to be valid prices and such prices shall continue in force and effect until they are 
changed in accordance with the provisions of the act * * *.” 

Here we have the ridiculous situation of the Congress perpetuating prices 
tixed by State regulatory authorities as valid and subsisting field prices for 
natural gas by congressional enactment in the same bill that strikes down the 
authority of the States to act in the first place. 





CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., June 6, 1957. 
Hon. OREN Harris, 
Chairman, House Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN Harris: My area has considerable quantities of natural 
gas and it seems that the landowner and producer is getting very little of the 
share of the cost to the consumer. In fact, if it hadn’t been for the Southwest 
Kansas Royalty Owners Association we would still be getting 5 cents a thousand 
eubie feet or less. Today we are getting 11 cents, which is still a horse-and- 
buggy price. We are hopeful that some legislation can be worked out to benefit 
the landowners as well as the producers. I offer my support of H. R. 6790 as 
orginally drawn, without any crippling amendments. 

Enclosed is testimony from members of the Southwest Kansas Royalty Owners 
Association. I would appreciate your inclusion of their testimony, and my 
covering letter herewith, in the proceedings of the hearings on the natural-gas 
legislation. 

With best wishes. 

Sincerely yours, 
J. Froyp BREEDING, 
Member of Congress. 


LIBERAL, KaAns., June 5, 1957. 
Hon. J. FLoyp BREEDING, 


Wember of Congress, House of Representatives, 
Washington, D. C.: 

On behalf of the 15,000 royalty owners who own and lease for natural-gas 
production the largest gas area in the Nation, consisting of the vast Hugoton 
gas field of Kansas, and other smaller fields adjoining, we would urge that no 
attempt be made to impose Federal Power Commission jurisdiction over well- 
head operation in the field. We call your attention to a fact that you already 
well know, and that is that the wellhead price which now ranges from 11 to 15 
cents in this area has little to do with the price to the ultimate consumer. 
Actually we could give the pipeline companies the gas and have little effect on 
the burner tip price. The producer and landowner now have too small a share 
of the ultimate sale price of gas. Average royalty received by our members 
covering 3,718 wells, which cure over 2,300,000 acres in the Kansas portion of 
the Hugoton field in 1956, was only $2.25 per acre for the entire year. As you 
also know, the conservation order to Kansas Corporation Commission, now in 
effect in the Hugoton field, fixing a minimum value at the wellhead of 11 cents 
per thousand cubic feet, has eliminated many wasteful field uses, including 
carbon black plants and has made more gas available for domestic consump- 
tion. We have already stated our opposition to suggested amendments to the 
Harris-O’Hara bill, and our willingness to accept the bill as originally written. 
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We feel that a fair field price is equally important to the long-range interest of 
the landowner, producer, and consuming public and is in no sense contrary to 
the interest of the pipeline companies. We urge your support of this position. 


Oxtver S. Brown, President, 
A. E. Kramer, Secretary, 
Southwest Kansas Royalty Owners Association. 


SouTHWEST KANSAS ROYALTY OWNERS ASSOCIATION, 
Hugoton, Kans., May 21, 1957. 
Re Harris-O’Hara bill (H. R. 6790) 
To the Members of the Congressional Delegation From the State of Kansas: 


Dear Sie: The directors of the association have asked me as president to 
write to each of the members of our Kansas congressional delegation restating 
our position as to the pending legislation affecting oil and gas in this area, and 
particularly with the bill above mentioned, and which is usually referred to as 
the Harris-O’Hara bill. 

Previously our association had gone on-record by resolution as favoring the 
passage of the Ikard bill (H. R. 237) and we still favor that legislation as being 
fair to the oil- and gas-producing areas, and being clarifying of the position of 
the States in controlling production and gathering in those areas without inter- 
ference from the Federal Power Commission. We are at this time advised that 
there is no great support for any legislation other than the Harris-O’Hara bill 
and if any bill is successful in passage it will be this particular bill. 

We would like to say that we feel that the Harris bill as presented has advan- 
tages to this area but it also has some very definite disadvantages and in our 
thinking does not clarify the position of the States and the producers and royalty 
owners within it as was originally intended by the Natural Gas Act of 1938. It 
is our thinking that the courts have gone off on a tangent on these matters and 
that the only thing the present bill is attempting to do is to clarify the situation 
giving validity to the Phillips and other decisions and at the same time being as 
protective of the producers’ right as can be under the circumstances. We feel 
it is destructive of State rights in the main and in that respect do not likeit. We 
feel, however, that if this bill can be passed in its present form without addi- 
tional or more restrictive amendments that it is acceptable to that portion of 
the oil and gas industry which our royalty owners represent. 

In saying that we do wish to stress, however, that the amendments and sug- 
gestion made by representatives of the administration in testimony before the 
Interstate and Foreign Commerce Committee under no circumstances would be 
in our interest and we feel that the bill should not be tampered with and if it 
cannot be passed in its present form should be abandoned. Actually, we would 
be better off without further legislation than to accept anything more adverse 
than is represented by the present bill. 

We wish to say that we appreciate the support your office has given us in the 
past and to realize the difficulty of getting the true kind of legislation which we 
desire, and to which we feel we are genuinely entitled. It is our hope that you 
can keep further amendments from affecting this bill and we want to advise you 
that we will be satisfied with this legislation as presently set up. 

Again thanking you for your continued courtesies and with best personal 
regards, I am, 

Very truly yours, 
OLIVER 8S. Brown, President. 


OFFICE OF THE MAYOR, 
Cirry HALL, 
Los Angeles, Calif., June 6, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


DeaR Mr. CHAIRMAN: AS mayor of the city of Los Angeles I have a great 
deal of interest in the consuming public living in our city in southern California 
and for this reason I urge your committee’s support of H. R. 6790 and H. R. 6791 
to amend the Natural Gas Act of 1938, without the 2 amendments that were 
proposed by Charles H. Kendall. 
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Although California is the second largest producer of petroleum products in 
the United States, it is not generally realized that we import more than half 
of the natural gas that we use. 

Therefore, I would like to make it crystal clear to you and your honorable 
committee the following statement is made to you as a representative of a large 
consuming public in the area which I represent. 

I should like to call your attention to the following facts: 

1. The population of the State of California continues to increase at a volume 
far in excess of that of any other State, and this ratio of increase in population 
is even more marked in southern California and in the city of Los Angeles. 

2. Such continued growth cannot be maintained, and the existing population 
sustained, without a like increase in the availability within reasonable cost of 
basie energy resources, such as natural gas, which is one of the principal sources 
of energy for the people of Los Angeles. 

3. The supply of natural gas produced in California has declined at an alarm- 
ing rate. Bureau of Mines statistics show that marketed production from Cali- 
fornia wells decreased from 504 billion cubic feet in 1947 to 497 billion cubic feet 
in 1955 (this being the latest date for which figures are available). During 
this same 10 years, the total consumption of natural gas in California increased 
from 544 billion cubic feet to 1,010 billion cubic feet in 1955. 

4. The known reserves of natural gas declined from 1946 to 1955 by more 
than 2.3 trillion cubic feet. 

5. Current reliable estimates are that the State of California now imports more 
than 1.5 billion cubic feet daily of natural gas which represents more than one- 
half of the State’s total consumption. 

6. It is the studied estimate of reliable experts that the out-of-State supply 
of natural gas available to the State of California must be trebled to meet the 
anticipated demands within the next 15 years. 

I testified before the Senate Committee on Interstate and Foreign Commerce 
on March 24, 1955, in support of S. 1853, which was similar to H. R. 6645 of the 
84th Congress and which passed that Congress in 1955 and 1956. I supported 
those bills because I felt that they would assure an adequate supply of natural 
gas in interstate commerce, thus making it possible for California to continue 
to import natural gas in the amounts and at the rate which we feel is necessary 
for the continued well-being of our citizens and the expansion of our industry. 

I am aware that the President of the United States in his message to the 
Congress on January 16, 1957, said he believed the principles (of the bill) are 
those of which he approved. He pointed out that the consumers of natural gas 
must be protected in their right to an assured supply of fuel at a fair price and 
that the President further declared this could best be accomplished by passage 
of legislation which would “free gas producers from public-utility-type regula- 
tion” and that such legislation would be “essential if the incentives to find and 
develop new supplies of gas are to be preserved and sales to interstate markets 
are not to be discouraged to the detriment of both consumers and producers, as 
well as the national interest.” 

I feel that the words of the President sum up completely both the correct 
objectives and the proper methods which should be part of any amendments 
to the Natural Gas Act that would properly protect the consumers. 

I must say that, in my opinion, and speaking as a proponent of freedom 
of regulation in those areas in which monopoly and/or franchise does not exist, 
I feel that the consumer was adequately protected by H. R. 6645. Since it is 
my earnest conviction that the imposition of any unnecessary regulation is 
always one more step toward a government whose people are bound unneces- 
sarily by regulation which hampers their ability to produce freely and in proper 
relation to demand, I was disappointed when that legislation was unfortunately 
vetoed for reasons entirely apart from its merits. 

The present proposed legislation imposes even more direct Government con- 
trols. However, it is always incumbent upon representatives of one section of 
our Nation to think in terms of the whole Nation. Since this legislation ap- 
parently is acceptable to the large segment of legislative and executive branches 
and seems to be acceptable to representatives of other consuming areas, I feel 
that it would be in the interests of the country for the legislation to be passed 
by the Congress. Furthermore, it is apparent to most of us that the Federal 
Power Commission is severely handicapped to reach decisions under the present 


interpretation of the law which requires them to use the utility basis concept in 
arriving at costs and prices. 
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The present bills would not change in any way the fact that the price the 
interstate pipeline Company pays for its natural gas is regulated, the charges that 
the pipeline company makes are regulated, and each State will still regulate 
the prices charged by the distribution companies within the States. 

As a citizen of a petroleum-producing State, I have a very clear knowledge of 
the problems of the producers. As mayor of the third largest city in the United 
States, I have a very clear idea of the problems of the consumers and I have a 
very clear idea of the problems of the consumers and I have a primary interest 
in the rights of those consumers. 

Therefore, I feel that I am in a peculiarly fortunate position in that I can 
speak from two points of view. From this double point of view, it is my con- 
viction that passage of H. R. 6790 and H. R. 6791 is necessary in order to main- 
tain supply of natural gas to consuming areas and that the passage of this legis- 
lation will provide without question adequate price protection for the consumer. 

I therefore urge your honorable committee to recommend this legislation fa- 
vorably to the Congress. 

Very truly yours, 
Norris Poutson, Mayor. 





STATEMENT OF THE CHAMBER OF COMMERCE OF THE UNITED States WitH Respect 
ro H. R. 6790 ann H. R. 6791 To AMEND THE NATURAT GAs AcT 


The Chamber of Commerce of the United States urges your committee to ap- 
prove H. R. 6790 or H. R. 6791, identical bills to amend the Natural Gas Act. 

The National Chamber of Commerce testified in the 84th Congress in favor of 
the Harris-Fulbright bills to amend the Natural Gas Act of 1938 to exempt the 
gathering of natural gas and the sale by the producer in the field from regula- 
tion by the Federal Power Commission as a part of interstate commerce. 

The chamber supported this legislation for the following reasons: 

1. Because the gas-producing industry is competitive and is not a monopoly; 
nor does it have the characteristics of a public utility which is subject to regula- 
tion. 

2. To prevent the establishment of a dangerous precedent of the Federal Gov- 
ernment regulating a hjghly competitive industry. 

3. To provide necessary incentives to make more gas available for consumers. 

4. To provide lower average prices to the consumer as a result of increased 
supplies. 

5. To relieve the Commission from the impossible task of fairly and equitably 
determining proper prices for gas to be paid to the producer. 

6. To relieve the taxpayers, including the gas consumers, from the cost of 
regulation. 

The chamber, with members in both gas-consuming and gas-producing States, 
still believes as it did in 1955 when it favored the former Harris-Fulbright 
bills. We believe that there is no more reason for the Federal Government to 
regulate the price of natural gas sold by independent producers for ultimate 
transmission in interstate commerce than for the Federal Government to 
regulate the prices of other fuels or any other commodity which enters into 
interstate commerce. 

Since 1955, the conditions of utility-type price regulation of natural gas 
producers, forced on the Federal Power Commission by the Supreme Court de- 
cision in the Phillips Petroleum case, have become so intolerable that rep- 
resentatives of the producers, the pipeline companies, and the gas distributing 
companies have been hopeful that some compromise solution might be found. 

Such a compromise solution is before this committee in H. R. 6790 and H. R. 
6791. Perhaps, like any compromise, the result is not wholly acceptable to any 
branch of the natural gas industry, but we believe that all concerned will agree 
that the pending bills are desirable. 

Just last week members of the Chamber of Commerce of the United States, 
assembled here in their annual meeting, unanimously passed a resolution urging 
prompt congressional action to eliminate the present utility-type rate controls 
and price regulation of producers of natural gas by the Federal Power 
Commission. 

H. R. 6790 and H. R. 6791 would accomplish these objectives, since they 
would amend the Natural Gas Act toe: (1) Declare it “to be in the public interest 
that the transportation and the sale of natural gas in or within the vicinity of 
the field or fields where produced, and persons engaged therein, be exempt from 
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regulation under this Act” except as otherwise provided, and (2) provide that, 
under certain conditions, the Commission may examine new and amended con- 
tracts between producers and pipeline companies, and if it determines that 
the pricing clause in the contracts results in a price which exceeds the “reasonable 
market price,” the Commission may void the contract. Another feature of the 
bill would forbid certain indefinite pricing clauses, including the so-called spiral 
escalation clause. 

The National Chamber of Commerce believes that these bills, while they would 
result in a Federal regulatory agency maintaining a veto power over prices, 
are far preferable than the utility-type regulation now imposed on the natural 
gas producing industry. 


PRODUCTION AND GATHERING OF NATURAL GAS NOT A MONOPOLY 


The production and gathering of natural gas is, in no sense, a monopoly; in 
fact it is highly competitive. There are several thousand companies—some esti- 
mate over 8,000—engaged in the business, ranging from large to very small. 
No single company produces over 5 percent of the natural gas marketed. One 
pipeline may get its gas from hundreds of producers. 

The interstate pipelines are not the only market for natural gas. These 
pipeline companies must compete with each other for supplies of gas, with 
companies transporting and distributing gas within the State of production, 
and with large industries using natural gas as a fuel or as a raw material for the 
production of many chemical products. Nearly one-half of the gas marketed 
in the United States is being consumed in the intrastate markets of Texas, Louisi- 
ana, Oklahoma, New Mexico, Mississippi, and Kansas. 

According to the Natural Gas Act, as now interpreted by the Supreme Court 
in the Phillips Petroleum case, a natural gas producer selling gas into interstate 
commerce is classified as a public utility. That tag does not fit. A utility, under 
common legal interpretation, has certain definite characteristics. First, its 
service must be necessary to the public welfare. Natural gas in the field is a 
commodity, not a service. Second, a utility must serve all “comers” equally, to 
the limit of its capacity. This is not true of gas producers, Like any private 
enterprise, they can pick and choose their market. Third, a utility is so natur- 
ally a monopoly that competition will not work in the public interest. This is 
not true of natural gas production. There are literally thousands of competing 
producers in the Nation, often scores of them in each field. Field prices reflect 
this market rivalry. The natural gas producer has no monopoly over his natural 
resources, 

DANGEROUS PRECEDENT ESTABLISHED 


On the principle of the law, as now applied to natural gas producers, any 
industry that sells its products in interstate commerce could also be called a 
utility. If natural gas prices at the wellhead are to be regulated on a utility 
basis, would not this establish a precedent for regulation of other fuels? There 
are no more facts or circumstances calling for the utility-type regulation of the 
prices of natural gas by the Federal Government than for the Government to 
regulate the prices of other competing fuels entering into interstate commerce. 

The Chamber of Commerce of the United States, therefore, believes that this 
dangerous precedent of utility-type regulation of a competitive energy industry 
should be ended. The only assurance for a continued supply of natural gas is 
the economic freedom to search for and develop new underground reserves, under 
our traditional system of competitive enterprise, based on the natural law of 
supply and demand. Natural gas must be free to compete on equal terms 
with other energy sources in the open market. 


INCENTIVES FOR DISCOVERY OF NEW RESERVES 


Natural gas is an exhaustible and irreplaceable resource. Gas producers must 
constantly spend large sums of money in exploring for and developing new re- 
serves to replace those that have been produced. It is a business of high 
risks, where the average chance of drilling a well which produces any quantity 
of oil or gas is about 1 in 9. The risks are getting greater every day and the 
cost of exploration is steadily increasing. 

Prior to the decision in the Phillips case, the prices in interstate gas-sales con- 
tracts were firm throughout the life of the agreement. The contract constituted 
sound collateral for financing producers’ operations. However, under the present 
system of regulation, there is no stability in the prices stipulated in an interstate 
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gas-sales contract. These prices, even though initially acceptable to the Com- 
mission, are subject to a so-called section 5 (a) (Natural Gas Act) proceeding at 
any time during the life of the agreement to determine whether the prices con- 
stitute “just and reasonable rates.” Officials of several banks that loan money 
to producers of oil and gas have testified before the Federal Power Commission 
that, under such conditions, their banks must refuse to loan money for the 
financing of the producers’ operations. The amendment now before the commit- 
tee restores stability to the pricing provisions of new contracts. After the Com- 
mission initially approves a new contract, the definite prices therein become 
effective for the life of the agreement. 

With respect to existing contracts, the Commission will have no jurisdiction 
over the definite prices and such prices become effective as provided for in the 
eontract. Thus, it should be possible for producers again to finance their opera- 
tions through the banks and other lending agencies. 

The end effect, therefore, of utility-type regulation of natural-gas sales into 
interstate commerce can only mean a slowing down in exploration and develop- 
ment of additional gas reserves and productive capacity. This will ultimately 
mean less gas and higher prices in the consuming States at the end of the 
pipelines. 

IMPOSSIBLE TO ADMINISTER 


The Federal Power Commission has been given an impossible task in apply- 
ing utility-type regulation to natural-gas producers and gatherers. In the more 
than 2 years in which such regulation has been in effect, the Commission has 
not been able to arrive at any fixed formula or yardstick. The natural condi- 
tions under which gas has been found, and the enormous variety of condi- 
tions under which it must of necessity be produced, make the application of any 
yardstick impossible. 

The Commission has attempted to decide each case on its merits, but it has 
had neither the staff nor the time to make the thorough study necessary to apply 
the utility-type yardstick. The result has been confusion in the industry and a 
firm determination to avoid such regulation if possible by finding markets for 
natural gas other than interstate commerce. 

H. R. 6790 and H. R. 6791, although not the ideal solution, would end this 
confusion. Natural-gas producers and pipeline operators would be free to enter 
into new contracts, or amend old ones, through the usual competitive bargaining 
process. All such contracts would be filed with the Federal Power Commission. 
The Commission, on its own motion or at the request of the distributing company, 
State, or municipality at the other end of the pipeline, could then determine if 
the pricing clause of the contract would result in a reasonable market price, 
and if not, it could declare that the contract is null and void. The chamber 
believes that this, together with the outlawing of indefinite pricing clauses gives 
ample protection to general public against unfair pricing of natural gas. 


SUMMARY 


To sum up, the Chamber of Commerce of the United States is opposed to Fed- 
eral utility-type regulation of the production, gathering, and sale of natural gas 
because it will establish the dangerous precedent of Federal regulation of a 
highly competitive enterprise, which in no respect is a monopoly ; because it will 
eventually result in less gas and higher prices for the consumer; and because it 
will result in depriving a large potential market throughout the country of a 
valuable fuel. 

The chamber, therefore, strongly urges your committee to approve H. R. 6790 
or H. R. 6791. 


AMLING AND SLATER, 
Pana, Ill., May 29, 1957. 
Re House bill 6790, natural-gas legislation 
Hon. OREN Harris, 
United States Representatives, 
House Office Building, Washington, D. C. 


Dear Str: The mayor and the city council of the city of Pana has instructed 
me as city attorney to write you concerning House bill 6790 introduced by you. 
It is the feeling of the city council and the mayor that this bill would prove 
beneficial to communities such as ours located near natural-gas supplies. We 
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have had difficulty locating new industries since we have been unable to obtain 
and maintain a constant supply of fuel, namely, natural gas. 
Sincerely yours, 


WILLIAM H. Amine, City Attorney. 


CHAMBER OF COMMERCE, 
Charleston, Ill., May 10, 1957. 
Hon. OreEN Harris, 
Chairman, Interstate and Foreign Commerce Committee, 
New Congressional Building, Washington, D. C. 


DEAR CONGRESSMAN Harris: Members of the power and transportation com- 
mittee of our chamber of commerce haye been studying H. R. 6790 regarding 
natural-gas legislation. This bill has been studied in terms of the current and 
future needs of our community, and our committee has come to the conclusion 
that H. R. 6790 will greatly enhance the supply of gas for this area and lead 
to lower consumer rates over the long term. Our committee is particularly in 
favor of the provision for price determination. 

As a typical American community looking forward to more and lasting pros- 
perity through the development of industry and commerce, we feel H. R. 6790 
offers a climate for such economic growth. We hope this bill gets the endorse- 
ment from your committee to get favorable reception from Congress. 

Very truly yours, 
JOSEPH FENDER, President. 


TEXARKANA, ARK., May 16, 1957. 
Hon. OrEN D. Harris, 


House of Representatives, 
Washington, D. C. 


DEAR Mr. Harris: As you are well aware, I do not write many letters to Con- 
gressmen to try to influence them in legislation. When we have a good Con- 
gressman, such as you have proven to be, I think they are capable of acting to 
the best interests of their constituents without so much high pressuring from 
citizens in their district. 

Reading in this morning’s papers and in the Oil Daily, about the progress of 
the hearing on the Harris gas bill, it riles me to the point where I have to let off 
a little steam when I see the attitude of the members of the committee of FPC 
and that of others in opposition to your bill, and their influence on the admin- 
istration, who have undertaken to impose amendments to your bill that will be 
very detrimental and unacceptable to the producers of natural gas. 

We are constantly striving for free enterprise in our country, and the actions 
of our Government and the opposers to this bill of yours, and the tactics that 
they are engaging in, are anything else but free enterprise. Also, it is nothing 
more than price control, and if the Government is going to undertake to regulate 
the price of natural gas, why should they not do it on every other commodity? 

I happen to be one of the producers of natural gas, but fortunately so far I 
have been able to find a market for my gas that does not enter into pipelines of 
interstate commerce. I just yesterday agreed to a sacrifice to make a contract 
for the sale of gas from a new well which I have just completed, to use the gas 
locally in the State in which it is located, rather than go through the complica- 
tions of complying with the FPC rules and regulations. 

I am also in the process of developing another area which has the potentialities 
of a very large gas field. My feeling is that if your bill is defeated by these 
various opponents, including the administration, ete., that I, as a producer, had 
rather leave the gas in the ground, and advocate that the States counteract 
this Government and other opposition by passing laws that the gas cannot be 
transported out of the States under the rules and regulations of the FPC, and 
for the said various States that produce gas to endeavor to find and persuade 
industry to move to these gas producing States and give them a favorable tax 
situation as an inducement, and try to create enough demand in the State from 
these industries to absorb the output of gas. 

Certainly the producers should not be subject to the regulations of the FPC 
and are entitled to a fair and reasonable price for the production. 

This attempt to try to regulate the price of any commodity by the Govern- 
ment is contrary to the laws of supply and demand, and it is a crazy and absolute- 
ly ridiculous solution, as has definitely been proven by all of the Government 
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subsidies in any and every enterprise, including the foreign situation, as well, 
and the taxpayers are having to pay for the results of this attempt to ignore 
the laws of supply and demand. It is almost like trying to overcome the laws 
of gravity. There are certain basic fundamental laws that cannot be overcome 
by subterfuges. 

I am glad to see that the independent producers have taken the stand opposing 
any amendments, and if your bill cannot be passed, I think we should not sur- 
render to the opposition by passing such a bill as they are trying to put over. 

With best regards, I am ; 

Yours sincerely, 
J. K. Waniey. 


P. S.—I have a very potential gas area up in northern Arkansas, consisting 
of around 25,000 acres and have received a substantial offer from a major 
company to purchase this property from me. This company has already de- 
veloped very substantial reserves in Arkansas, being the Carter Oil Co., and 
their operations extend from Fort Smith over to White County, around the 
town of Searcy. My leases are located in White County. 

Winthrop Rockefeller is, I understand, a very substantial holder in the Carter 
Oil Co. 

There are other companies engaged in this same activity. It is contemplated 
that Mr. Rockefeller will secure sufficient industries to move to Arkansas when 
an abundant supply of gas is assured, that will absorb this vast gas reserve. 
This pleases me very much. I am sure that the same is true with you. 

The attitude of the Congressmen and officials, as well as the consumers and 
the distributors of gas in the Eastern States in opposition to your bill prompts 
me to have a happy feeling over the possibilities of Arkansas being able to 
acquire these industries to utilize this big gas reserve. 

I am in favor of our Independent Petroleum Association, and other independ- 
ent associations throughout the South sponsoring legislation in the other 
States to bring about the same situation, and prohibiting the transporting of 
gas out of the States, particularly if the Federal Government is going to try 
to exercise control of same and subject the producer of gas to Federal regula- 
tions such as the amendments proposed to your bill, and the restrictions already 
imposed under the existing interpretation of the FPC control. This would be 
in retaliation for the unreasonable attitude of the opposition to your bill. 

With best regards, 
J. K. W. 


TEXARKANA, ARK., May 20, 1957. 
Mr. Russet B. Brown, 
General Counsel, Independent Petroleum Association of America, 
Washington, D. C. 


I hope the IPPA stands pat in opposing the proposed amendments to the 
Harris gas bill. If Congress does not correct this situation I am in favor of 
our association going on record sponsoring a law in the gas-producing States 
prohibiting transportation of natural gas out of the State until such remedies 
as desired can be achieved, and also saving the gas for industrial use by bring- 
ing new industries to the South. Arkansas has large new gas reserves, and 
through the help of Winthrop Rockefeller is bringing many large new industries 
into the State to utilize such reserves. Just recently I contracted in the State 
of Louisiana to sell my gas production for local consumption at a sacrifice of 
price, rather than submit to the unreasonable provisions of the existing law, 
as has been created, contrary to all rights by the Supreme Court, which in so 
many instances is attempting to make our laws contrary to the will of Congress. 

J. K. WADLEY. 


(Whereupon at 6 p. m., the committee took a recess until Monday, 
May 27, 1957, at 10 a. m.) 
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MONDAY, MAY 27, 1957 


House or REepresENTATIVES, 
CommMirree ON [nrerstaTeE AND Foreign CoMMERCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Oren Harris, chairman, presiding. 

The CuarrmMan. The committee will come to order. 

Today the committee resumes hearings in connection with those 
bills to amend the Natural Gas Act. This week has been given to the 
opponents of the legislation. 

The Chair has a list of a number of witnesses here for appearance 
this week. It is my desire and sincere hope that we can accommodate 
each one of them with as little inconvenience as possible. 

Mr. Robert F. Wagner, mayor of the city of New York, was to have 
been the first witness called this morning, but he advised us of an 
important meeting which required his attendance in New York and 
he could not be here and will, by request, be given an opportunity 
to return at 2 o’clock Wednesday afternoon. 

I have just been advised that Mr. Larkin, assistant corporation 
counsel, will delay his appearance also until the appearance of Mayor 
Wagner and they will come together. 

May I inquire, is Mr. John Banks, city attorney of Denver, Colo., 
here? 

Mr. Banks. Yes. 

The Cuairman. Mr. Banks, we will be glad to hear you. 


STATEMENT OF JOHN BANKS, CITY ATTORNEY, DENVER, COLO. 


Mr. Banks. My name is John Banks and I appear here to represent 
our Mayor Will F. Nicholson. We have prepared and filed with the 
committee a rather lengthy statement of our position on this legisla- 
tion, and if it meets with your approval, I would like to ask that 
that statement be made a part of the record and I can summarize our 
position in very short order and then answer any questions. 

The CuHamman. We shall be glad if you desire so, to have you file 
your statement as the statement on behalf of the mayor and the city, 
Mr. Banks. It will be included in the record and you may proceed in 
summary or just as you desire. 

(The document referred to is as follows :) 


STATEMENT OF JOHN C. BANKS ON BEHALF OF THE HONORABLE WILL F.. NICHOLSON, 
MAYOR OF THE Crry AND CouNTY OF DENVER, COLO. 


The city and county of Denver, Colo., opposes all of the proposed legislation 
which will destroy the Natural Gas Act’s protection for consumers. We speak 
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for the municipal government, which is a user of gas, and also for approximately 
700,000 people who live in and near the city and county of Denver. We urge you 
not to approve any bill which allows any seller of natural gas in interstate 
commerce, for resale, to exploit consumers by charging unreasonable prices. We 
believe that consumers are entitled to this protection against unreasonable prices. 

The Supreme Court of the United States has said that the purpose of the 
Natural Gas Act, which was adopted in 1938, was to protect consumers against 
exploitation at the hands of natural-gas companies (Federal Power Commission 
v. Hope Natural Gas Co. (3820 U. 8. 591, 610). The fact that such an act was 
needed has been shown by Denver's experience. 

Denver has been supplied with natural gas since 1929. This gas is distributed 
by the Public Service Company of Colorado, which in turn purchases the gas 
from the Colorado Interstate Gas Co., under an FPC rate schedule. Colorado 
Interstate produces approximately 62 percent of all gas which it sells. The 
balance of its gas is purchased from independent producers. 

The Natural Gas Act went into effect in 1938. On December 22, 1938, Denver 
filed with the Federal Power Commission a complaint charging that the rates of 
Canadian, Colorado Interstate, and Public Service Co. were unjust and un- 
reasonable. The hearing was consolidated with several others and resulted in 
a ruling by the Commission that the rates of the Colorado Interstate were unjust 
and unreasonable in the amount of $2,065,000 annually. This order of the Com- 
mission was appealed to the Circuit Court of Appeals for the Tenth Circuit, and 
the order of the Commission was upheld. This case was taken to the United 
States Supreme Court which upheld the Commission’s order (Colorado Inter- 
state Gas Co. v. Federal Power Commission (324 U. 8S. 581) ). 

In 1948 the Federal Power Commission instituted a proceeding to determine 
whether the rates charged by the Colorado Interstate Gas Co. were excessive. 
In 1952 the Commission found these rates to be excessive, unfair, and unreason- 
able, and ordered a reduction in jurisdictional rates of $3,095,392 per year. 
Denver had intervened in this proceeding and Colorado Interstate then took the 
Federal Power Commission and the city and county of Denver into court and 
the Court of Appeals for the Tenth Circuit upheld the Commission’s order, with 
the exception of one small point. The matter of the rate reduction was then 
appealed to the United States Supreme Court and that Court on March 28, 1955, 
upheld the order of the Federal Power Commission in its entirety. 

On September 2, 1953, Colorado Interstate filed an application for a rate in- 
crease of approximately $9 million per year over the rates which the Federal 
Power Commission had held to be reasonable in 1952. These rates went into 
effect on January 1, 1954, under bond and subject to refund if later found to be 
excessive. 

On April 15, 1954, the Federal Power Commission in the Panhandle Eastern 
case departed from its previous rule that the price of gas should be fixed on the 
cost method, including a fair return on actual investment, and held that the price 
of gas produced by a pipeline company should be based not upon the cost of 
production but upon the average unregulated price obtained by independent 
producers for sales in the same gas field. 

Following this decision, Colorado Interstate on July 30, 1954, filed another 
application for a further rate increase of approximately $10,500,000 per year. 
These increased rates were also placed into effect on February 1, 1955, under 
bond and subject to refund if later found to be excessive. These last two 
applications for rate increases were consolidated and a presiding examiner's 
decision was rendered on May 8, 1957. The examiner held among other things 
that a commodity value or field price for Colorado Interstate’s own produced 
gas was not in the public interest and that Colorado Interstate had failed to 
come within the criteria set forth in the case of City of Detroit v. Federal Power 
Commission (230 F. 2d 810). This decision will result in a refund of approxi- 
mately $33 million, of which approximately $20 million is attributable to the 
rejection of a commodity value or field price for Colorado’s own produced gas. 

In addition, Colorado Interstate, on December 17, 1956, filed for a further in- 
crease in rates in the amount of $3,137,000 annually. This requested increase 
has been suspended until July 1, 1957. 

The fact that gas rates were held to be excessive and unreasonable in 1952 
by some $3 million, and that in spite of that fact an increase of $9 million was 
applied for in 1953 and another increase of $10% million was applied for in 1954, 
the bulk of which was held not to be “just and reasonable” by the presiding 
examiner, is ample evidence of the fact that control of natural-gas rates by the 
Federal Power Commission is justified. 
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These increases are drastic and shocking. The rates prescribed by the 
Commission in 1952 for sales to Public Service Co. and other utilities in Colorado 
averaged 11.9 cents per thousand cubic feet. The rates proposed in the 1954 
rate filing and which are being collected under bond average 27.99 cents per 
thousand cubic feet, which amounts to an increase of 135 percent in 2 years. 
The 1956 filing will, of course, amount to more than this. 

The Harris bill would destroy the Natural Gas Act’s protection for consumers 
either (1) by removing independent producers from the jurisdiction of the 
Federal Power Commission or (2) by specifically changing the Natural Gas 
Act and overruling the case of City of Detroit v. Federal Power Commission 
(230 F. 2d 810), so that the price to be charged by a natural-gas company for 
gas which it produces is fixed not by its actual cost of production but rather by 
the market price of gas in the same gas field where produced. We will discuss 
these ‘separately. 

1. Removal of independent producers from the jurisdiction of the FPC: On 
June 7, 1954, the Supreme Court of the United States in the Phillips case held 
that a natural-gas producer came within the jurisdiction of the Federal Power 
Commission (Phillips Petroleum Company v. State of Wisconsin, 347 U. S.). 
We quote the last portion of that opinion: 

“Protection of consumers against exploitation at the hands of natural-gas com- 
panies was the primary aim of the Natural Gas Act. Federal Power Commis- 
sion v. Hope Natural Gas Company, supra, at 610. Attempts to weaken this 
protection by amendatory legislation exempting natural-gas producers from 
Federal regulation have repeatedly failed, and we refuse to achieve the same 
result by a strained interpretation of the existing statutory language.” 

The presently proposed legislation is another attempt to weaken the protection 
given to consumers by the Natural Gas Act by exempting independent natural- 
gas producers from Federal regulation. The Supreme Court refused to do this. 
Previous attempts at similar legislation have failed. The present attempts 
should also be defeated. 

Denver gas consumers are now absolutely dependent upon those who sell gas 
in interstate commerce for resale. Denver consumers have invested an esti- 
mated $175 million in gas-burning appliances in the belief that gas rates would 
remain at a fairly stable level. Gas is the only fuel which can be utilized by 
this equipment. Consumers cannot change suppliers if the distributing company 
increases the price of gas. The Public Service Co. is committed under a long- 
term contract to buy gas from Colorado Interstate. 

Unless the Federal Power Commission has jurisdiction to control the initial 
price of gas in the field, no effective control exists. In 1952, Colorado Interstate 
paid other producers an average price of 7.65 cents per thousand cubic feet. 
In the evidence presented in support of its 1954 filing an average price of 12.89 
cents per thousand cubic feet is shown, an increase of 68 percent in 2 years. 

Proceedings before the Federal Power Commission show that there is no real 
competition between sellers of gas in the field, and that the only competition is 
between buyers. To limit the act to sales by pipelines, as pending bills propose, 
eliminating sales to pipelines in interstate commerce, would be to ignore obvious 
evils which the present act eliminates. 

2. Reasonable market price for company-produced gas: Denver is also vigor- 
ously opposing congressional authorization for the change from the cost method 
of pricing gas to the market price method. 

In order to see the injustice which would be done if this bill is passed, it is 
necessary to review certain facts concerning the history of Denver's gas supply. 

The Colorado Interstate Gas Co. and the Canadian River Gas Co. were in- 
corporated in 1927 and 1928, respectively, for the purpose of connecting certain 
gas reserves in the Texas Panhandle field with markets in Denver and Pueblo, 
Colo., through a transmission pipeline. These two companies were organized 
by Southwestern Development Co., which owned extensive gas reserves ; Standard 
Oil Company of New Jersey, which was to construct the pipeline; and Cities’ 
Service Co., which had the Denver franchise and was to furnish the market. 
In carrying out this project, Canadian River became the owner of the gas prop- 
erties in the Texas Panhandle field and continued drilling operations there. It 
also built additional gathering lines and pipeline facilities to deliver gas to 
Colorado Interstate at Clayton, N. Mex., just across the Texas State line. Colo- 
rado Interstate undertook the construction of the transmission pipeline from 
Clayton, N. Mex., to Pueblo and Denver, Colo. 

As consideration for the transfer of the Panhandle gas reserves by South- 
western Development Co. to Canadian River, and the agreement by Canadian 











1320 NATURAL GAS ACT 


River to sell natural gas to Colorado Interstate as out-of-pocket cost and with- 
out any profit to Canadian River, Southwestern received from Colorado Inter- 
state $5 million in cash and one-half of the preferred stock and 42% percent 
of the common stock of Colorado Interstate, valued at $2 million. Cities Service 
received 15 percent of the common stock of Colorado Interstate. Standard Oil 
paid $2 million in cash for the remaining 50 percent of the preferred stock and 
42% percent of the common stock of Colorado Interstate. Southwestern De- 
velopment owned all of the stock of the Canadian River Co. 

As provided by the project agreement, Canadian River was to sell gas to 
Colorado Interstate at cost and Canadian River was obligated to deliver all 
of the natural gas underlying its properties, including all of the hydrocarbons 
associated therewith, to Colorado Interstate so long as the buyer determined 
the operation to be profitable. The natural gas contained liquid hydrocarbons 
which were removed and sold, and under the project agreement Colorado Inter- 
state obtained all revenues from this source. 

The original transmission line was placed in operation in 1928 and reached 
its maximum normal operating capacity by 1946. In 1947, Colorado Interstate 
constructed another transmission pipeline from the Kansas-Hugoton field to 
Denver. 

In 1950, Colorado Interstate and Canadian River claimed that in order to 
meet the present and future demands for gas in and around Denver an addi- 
tional transmission line should be constructed from the Texas Panhandle field 
northward to connect with the existing Hugoton-Denver line, and that in order 
to finance the construction of such a line the properties of the two companies 
would have to be merged. A joint application was made to the Federal Power 
Commission, and on May 1, 1951, the merger was authorized. This was not the 
conventional type of merger. Under the plan of merger, Southwestern was to 
relinquish its legal title to the capital stock of Canadian River to Colorado In- 
terstate, in consideration for which Southwestern was to receive legal title to 
all liquid hydrocarbons associated with the natural gas underlying Canadian 
River’s acreage. Colorado Interstate was to bear all expense of producing, 
transporting, and processing the gasoline obtained in connection with gas pro- 
duction, and Southwestern was to get 50 percent of the gross proceeds from 1 
plant and 15 percent of the net proceeds of the other plant, derived from the sale 
of this gasoline. In this merger hearing before the Federal Power Commission 
it was estimated that Southwestern would receive from 18 to 25 million dollars 
from this production of gasoline. 

In FPC rate proceedings the amount received from the sale of liquid hydro- 
carbons ordinarily has been treated as a byproduct revenue and credited to the 
cost of gas. The revenues of from 18 to 25 million dollars, given up to South- 
western as a result of this merger, must be made up by the gas consumers for 
the reason that their cost of gas is increased by an equivalent amount since 
they can no longer enjoy this credit. 

It can thus be seen that Colorado Interstate first paid for these gas reserves, 
including the liquid hydrocarbons, by making the payment of $5 million to 
Southwestern Development Co. Colorado Interstate passed this cost on to 
consumers prior to regulation. In the merger the consumers lost the benefit 
of the revenue from the liquid hydrocarbons, thereby paying from 18 to 25 
millions of dollars more for these gas reserves. The consumers will again pay 
for these gas reserves many times over if Colorado Interstate is allowed a com- 
modity value instead of cost for its produced gas. 

In this merger Denver also lost the advantage of the contract under which 
Canadian River was obligated to deliver all of the natural gas underlying its 
properties to Colorado Interstate, at cost and without any profit to Canadian 
River, so long as Colorado Interstate determined the operation to be profitable. 

Denver did not oppose this merger because of the critical need for additional 
gas supply; because of the representation that the merger was necessary to 
finance additional transmission facilities which would utilize the much lower 
priced supply of gas in the Panhandle field; and because we assumed that we 
would continue to have the protection of the Natural Gas Act and that the cost 
method of regulation would be continued in the future. 

Denver’s decision, however, not to oppose the merger application was made 
expressly upon the condition that higher rates would not result from the merger ; 
and the order of the Commission was based upon the conclusion that Colorado 
Interstate was obtaining title to natural gas reserves containing some 3 trillion 
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cubic feet of gas which would supply “consumers in the Rocky Mountain area 
for at least 20 years at a low cost” and that the need for large additional deliv- 
eries of natural gas to meet the requirements of the Rocky Mountain area 
“will be satisfied without any increase in present rates to the consumer.” 

I would like to interpolate here a paragraph from the Federal Power Com- 
mission opinion in docket No. G-1526, March 16, 1951 (10 FPC Report, pp. 
105-116) : 

“However, to avoid any possible doubt as to the full protection to the gas 
consumers depending on Colorado, we conditioned our certificate to provide— 
* * * a cs ca a 

3. that it would tender to its retail customers service agreements in which 
it would commit itself not to propose any increase in any resale rate attrib- 
utable in whole or in part to the acquisition and merger authorized by the 
certificate. We also required that Colorado file with the Commission within 
30 days its written acceptance of the certificate as conditioned.” 

Colorado Interstate produces approximately 62 percent of the gas sold by it. 
It has proven reserves in the Panhandle field of 3,300 billion cubic feet of gas. 
Its 1954 estimated annual production is approximately 124,395,881 thousand cubic 
feet. In the 1954 rate filing with the Federal Power Commission, Colorado 
Interstate’s average production cost is 1.92 cents per thousand cubic feet for 
gas produced in the Panhandle and Keyes fields. Also, in this 1954 rate filing, 
the application states that the going rate for long-term supply is now up to 
15 cents per thousand cubic feet, but for the purpose of that case, Colorado Inter- 
state is only claiming 9.19 cents per thousand cubic feet for gas produced in the 
Keyes field. 

If Colorado Interstate is permitted to include in its rates its produced gas 
costing 1.92 cents per thousand cubic feet at prices of 9.19 cents and 12 cents per 
thousand cubic feet, the impact upon the consumers in Colorado and other States 
will be an annual increase of approximately $9,155,000. This annual increase 
will amount to approximately $4 million for consumers in the city and county 
of Denver. In its 1956 filing Colorado Interstate seeks a field price or com- 
modity value for its own produced gas of 9.67 cents per thousand eubic feet. 
The company witness testified that a reasonable market price would be 20 cents 
per thousand cubic feet. 

When we consider the tremendous proven reserves which Colorado Interstate 
owns, it is apparent that its consumers will, over the life of the reserves, pour 
several hundred millions of dollars of extra profits into the coffers of Colorado 
Interstate if the proposed legislation changing the formula for ratemaking and 
overruling the city of Detroit case is adopted. 

The enactment of the Harris bill would require the FPC to allow the market 
value of the Panhandle field gas and thus deprive Denver of the rights granted 
under the conditions attached to the merger decree and also legislatively over- 
rule the recent examiner’s decision wherein the contentions of Denver with 
respect to the field price for company produced gas was sustained. This would 
result in a grave injustice to Denver gas consumers who had rigbts which they 
surrendered and who have invested an estimated $175 million in gas-burning 
appliances under an assurance from the FPO that gas rates would remain at 
a fairly stable level. It is a great shock to be confronted with prospective 
doubling of our city gas rates based upon an act of Congress in utter disregard 
of all past relationships and considerations between Denver, the Federal Power 
Commission, and Colorado Interstate Gas Co. Because of this situation, Denver 
is compelled to actively protest with all means at our command the passage of 
a bill which would sanction the exploitation of our consumers and perpetrate 
this rank injustice upon our citizens. 

In conclusion, we again urge you not to approve any legislation which will 
destroy the protection which the Natural Gas Act gives to consumers. 


Mr. Banks. We oppose the Harris bill, H. R. 6790, and all other 
similar legislation which would remove Federal regulation by the 
FPC over sales for resale in interstate commerce made by independent 
producers and which grants a reasonable market price for pipeline- 
owned gas. 

We feel that there are in effect no differences between this bill and 
H. R. 4560 (last year’s Harris bill). 
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Our particular city and the residents of Colorado have a great 
stake in the outcome of this legislation. When we appeared before 
the committee in 1955 we were in the midst of a proceeding before the 
Federal Power Commission wherein the city and county of Denver 
opposed a rate increase sought by Colorado Interstate Gas Co., the 
pipeline supplier to our city. The so-called field-price issue or the 
grant of a “reasonable market price” for its own produced gas totaled 
about $9.5 million annually. 

The complicated proceeding and the background is set forth in our 
statement. On May 8, 1957, the presiding examiner rendered a decision 
in this matter which will result in an approximate $33 million refund 
to the residents of Colorado, $20 million of which is attributable to 
the field-price issue. 

Although not entirely hinged upon the city of Detroit case (the 
merger agreement being also one of the criterion for the examiner’s 
decision) should the Harris bill be passed, and the city of Detroit 
case be legislatively overruled the probabilities are that this $20 
million refund will be wiped out, and the residents of Colorado and 
of our city will be denied that which rightfully belongs to them. 

For this reason we oppose the Harris bill in its entirety. 

The CuatrmMan. Does that conclude your statement ? 

Mr. Banks. Yes. 

The CHarrMan. We thank you for your statement, and may I say 
the brevity is certainly very commendable, together with the firm con- 
viction that you have stated your definite position regarding this 
legislation. 

Mr. Friedel, do you have any question of Mr. Banks? 

Mr. Frreper. No. 

The Cuatrman. Mr. O'Hara? 

-Mr. O'Hara. No questions. 

The CHatrmMaNn. Mr. Moss? 

Mr. Moss. No questions. 

The CHarrman. Mr. Younger? 

Mr. Youncer. No questions. 

The Cuatrman. Mr. Dies? 

Mr. Dres. No thanks. 

The Cuatrman. Mr. Alger? 

Mr. Auger. No questions. 

The CHarrmMan. Dr. Neal? 

Mr. Neat. I rest. 

The Cuarrman. Let me thank you on behalf of the committee for 
your presentation here of this report. 

Mr. Banxs. Thank you. 

The Cuarrman. Mr. Raymond Fitzpatrick, Board of Aldermen, 
Waterbury, Conn. Mr. Fitzpatrick may have permission to file a 
statement if he desires. 

Next is the Honorable Steven Bercik, mayor of Elizabeth, N. J. 
Mayor Bercik may file a statement if he desires. He may come in 
later. We will see. 

Mr. Robert Reese, assistant corporation counsel of the City-County 
Building, Detroit, Mich. 

Mr. Layton (the clerk). His statement is here, Mr. Chairman. 

The Cuatrman. Perhaps he will come in a little later then. 
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Mr. Michael E. Shea, president of the Lynchburg Gas Co., Lynch- 
burg, Va. 


You may proceed, Mr. Shea, 


STATEMENT OF MICHAEL E. SHEA, PRESIDENT, LYNCHBURG GAS 
CO., LYNCHBURG, VA. 


Mr. Suea. Mr. ennee and members of the committee, my name 
is Michael E. Shea, I am president of the Lynchburg Gas Co. of 
Lynchburg, Va. The company is a natural gas distributing company 
and supplies service to Lynchburg and the adjoining parts of Amherst, 
Campbell, and Bedford Counties. It was organized in 1851 and has 
been conducting service in that area for most of that period. 

My objections to the amendments in the Natural Gas Act as pro- 
posed in the Harris bill, H. R. 6790, are three-fold and each of them 
will be presented separately as follows: 

I. My contention is that the conditions presently prevailing in the 
natural gas industry demonstrate that it is getting along very well 
without the type of legislation that is contemplated by Hi. R. 6790; 

Il. That the Natural Gas Act, as amended, and adeenated by the 
courts gives the Federal Power Commission ample authority to regu- 
late the natural gas business effectively in the public interest ; and 

I1I. As will be pointed out later, it is also my opinion that H. R. 
6790 is not constructive legislation and will serve to seriously impair 
the consumer protection now afforded by the Natural Gas Act. 

With respect to contention No. I, the dynamic growth of the natural 
gas industry clearly indicates that a very healthy situation exists. 
There are more consumers using natural gas, more natural gas being 
sold and more miles of pipeline in operation than at any time in the 
history of the industry. This expansion has every indication of 
continuing into the foreseeable future at or near the same level as 
has been the experience of the recent past. 

According to information released by the American Gas Associa- 
tion and gr aphically illustrated on exhibit 1, which appears following 
page 3, the industry added 2 million customers and 10 000 miles of 
transmission line in 1956. 

At the beginning of 1957 there were about 25 million gas consumers 
which have more than tripled since 1940. Natural gas service was 
extended to 13 more States to bring the total States now having such 
service available to 46. 

Natural gas transmission lines have increased from 62,000 miles 
in 1940 to 152,000 miles at the end of 1956. As further evidence that 
this expansion is taking place on an industrywide basis is what has 
been happening in the production end of the natural gas business. 

Exhibit 2 shows that a larger number of gas wells were completed 
in 1956 than in any year since 1925. This table was prepared by the 
American Petroleum Institute and published in the Oil and Gas 
Journal. 

To demonstrate that this program of gas-well drilling was a pru- 
dent undertaking reference is made to exhibit 3, which shows that 
the greatest gain in gas reserves from year to year in any year since 
1946 was experienced during 1956 when more than 14 trillion cubic 
feet were added to the prov ved reserves. It seems then, from these 
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figures, that the natural-gas business is getting along pretty well 
under the Natural Gas Act as it presently stands. 

This is an appropriate place to point out that the supporters 
of the Harris-Fulbright bill, introduced in the 84th Congress, main- 
tained that if such legislation were not enacted promptly the gas 
producers of the country would be compelled to cut back on their 
well-drilling program with the result that the natural-gas reserves 
would fall below the consumer requirements of the future. Exhibits 
2 and 3 included with this statement show that such contentions were 
without substance and that the predictions of such dire consequences 
have not and probably will not materialize. 

During the period previously described the gas-distributing com- 
panies were regulated by the various State commissions, the pepsine 
companies by the Federal Power Commission, and the gas producers 
experienced some regulatory treatment by the cautious ea of 
the Federal Power Commission to the responsibilities of the Phillips 
decision.* 

The gas producers suffered no financial hardship from this new 
regulatory experience as exhibit 4 indicates conclusively. 

The 30 companies listed in this table are reputed to have owned 
or controlled about 63 percent of the ratureens reserves in the 
United States at the end of 1954. It appears that earningswise at 
least they are not in need of assistance in the form of the amend- 
ments to the Natural Gas Act take in H. R. 6790. 

The 1957 first-quarter reports of these same oil and gas companies 
reflect this upward trend in earnings continuing at an accelerated 
pace on an sudiaayy wits basis. 

Departing from the prepared statement, I would like to point out 
what has been happening since the end of the year in the production 
end of the business. 

According to the drilling record from the Oil and Gas Journal 
it shows that for the first 16 weeks of 1957, the gas-well completions 
in the United States were 1,216 wells. For the first 16 weeks of 
1956, they were 1,132 wells. In the first 16 weeks of 1955, they were 
1,023, and the first 16 weeks for 1954, 1,087. 

With respect—still departing from the statement—to the gas re- 
serves which I have quoted from the API, AGA report, here is a 
statement by Mr. Lyon Terry, who is vice president of the Chase 
Manhattan Bank and has been identified with the natural-gas busi- 
ness and other extraction industries for a long, long time, and he 
estimates in a recent gas-reserve study, Mr. Terry concludes with 
these words: 


The total future recoverable supply of natural gas cannot be estimated but 
reason is presented to indicate that so far as may be judged by present evidence 
the supply recoverable from present proved reserves and from future discoveries 
in the United States, including offshore production, will exceed 1,200 trillion 
cubic feet. 


Nearly 6 times the amount stated in exhibit 3. 

The Crarrman. The exhibits will be included in the statement, 
if you desire. 

Mr. Suea. Yes; I do wish that, Mr. Chairman. 


1 Phillips Petroleum Company v. Wisconsin, 347 U. S. 672. 
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Further with regard to the conditions that are taking place in the 
natural gas industry today, particularly as it affects production, I 
would like to read from the May 1 issue of the Wall Street Journal, 
part of the statement of the president of the Phillips Petroleum Co. 
addressing a stockholders’ meeting in Bartlesville and he said, and 
I quote: 

Turning to the Gulf of Mexico offshore operation, Mr. Endicott said, “Phillips 
which has been operating in the area for 10 years is now coming from the stage 
of spending money in offshore operation to a stage of earning.” 

Another opinion of a recognized expert on the availability of gas 
comes from the Petroleum Engineer for May 1957, and I quote: 

Presence of good drillable structure in quantity have enabled us to find oil 


With lesser number of exploratory wells than in any other region in the United 
States 
talking about offshore Gulf of Mexico. 

One reliable source states that three-fourths of the offshore fields had been 
discovered by the first wildeatter. Mr. Cram, Sr., vice president, Continental Oil 
Co., who is in good position to know the facts, states, “If proved reserves happen 
to be calculated on the same basis as API-reported reserves, and they are 
supposed to be, the reserves per average offshore well have been in line with 
average costs; in other words, available data indicate that the average offshore 
well, including dry holes, has found 8 to 9 times as many hydrocarbon as the 


average onshore well and has cost 8 or 9 times as much. This is reason enough 
for the big offshore gamble.” 


It seems to me, Mr. Chairman and members of the committee, that 
that summary of what is going on in the gas business is quite con- 
clusive. 

Representations have been made to this committee that a chaotic 
condition exists. What information I have presented here clearly 
shows that, if there is any chaos, it is very obscure or overshadowed 
by growth and prosperity. 

To proceed to the second part of my statement, my argument that 
the present Natural Gas Act provides the Federal Power Commission 
with ample authority to adequately regulate the industry, protecting 
the interest of all parties concerned—producers, pipelines, consumers, 
and investors—is supported principally by the recent past performance 
of that Commission. 

President Eisenhower in his budget message said, among other 
things, that gas producers should be freed from utility-type regulation 
to assure continued growth in the gas reserves of the country. 

It is my firm opinion that the Federal Power Commission is not 
bound to utility type or any other type of regulation for the natural- 
gas industry. 

The Natural Gas Act is a thoroughly tested piece of legislation, 
and since the Phillips decision the Federal Power Commission’s 
regulatory philosophies as they affect gas producers have ranged all 
over the map with the results that the courts, in effect, have been 
establishing by decree the regulation of the natural-gas industry. 

To illustrate how widely the Commission’s approach to the problem 
of regulating gas producers has varied, there are the extremes from 
the well-known Panhandle? case, wherein the Commission allowed 


2 City of Detroit v. FPC, 230 F. 2d 810, certiorari denied, 352 U. S. 829, rehearing 
denied, 352 U. S. 919. 
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fair field prices for pipeline-owned gas reserves, to the Signal Oil & 
Gas * case, in which instance there was attached a condition to a cer- 
tificate of convenience and necessity that the sale price of gas be lower 
than that. provided for in a contract between a producer and a pipeline 
company. In the Panhandle case, the Commission was reversed by 
the courts on the grounds that, while the Commission was not bound 
to a cost basis, prudent investment, or any particular form of regula- 
tion, there must be justification for departure therefrom, and stated 
as follows: 

We simply say that if the Commission is now to abandon the treatment his- 
torically accorded pipeline-produced gas in ratemaking on the ground that the 
public interest will be better served thereby, the Commission should justify it on 
the record. 

In the Signal Oil & Gas case, the Commission in granting a certifi- 
cate of public convenience and necessity to Signal, a producer, au- 
thorizing facilities for the sale of natural gas to Cities Service Gas 
Co., took recognition of the fact that the proposed contract price of 
12 cents per thousand cubic feet was about 2 cents per thousand cubic 
feet higher than all other sales in the area, the average being 9.9 
cents, 

If the contract price had not been changed, it would have had the 
effect of triggering prices in the entire area to 12 cents, at great ex- 
pense to the ultimate consumer. 

At the proceeding before the Commission, Signal offered no evi- 
dence that the 12-cent rate was reasonable, and a certificate was 
granted fixing the rate at 10 cents per thousand cubic feet. 

On appeal, the court held that the Commission’s finding that the 
public convenience and necessity required the certificate be condi- 
tioned on a 10-cent rate was clearly within its statutory authority. 

Other actions of the Federal Power Commission which serve to 
indicate that the sphere of regulatory latitude allowed by the present 
act, and in which the Commission has vacillated from top to bottom, 
is sufficient. for proper regulation of all segments of the natural-gas 
industry are these : 

On December 4, 1956, the Commission issued a certificate of public 
convenience and necessity in docket No. G-4280, Natural Gas Pipe- 
line Company of America, et al.,‘ and in failing to recognize that the 
proposed sale of gas would trigger field prices, in effect paved the way 
for increases estimated to cost gas consumers between 15 and 20 mil- 
lion dollars per year. 

Then, on December 6, 1956, in docket No. G-4331, Union Oil Com- 
pany of California, et al.,> the Commission, in a 3-to-2 decision, dis- 
missed a rate-increase application of that company amounting to 
$4,500,000 per year on the grounds that the applicant had failed to 
demonstrate the need for such an increase or to submit data which 
would indicate that the increase was necessary to the company. 

; These and other similar instances tend to establish that the Federal 
Power Commission can properly regulate the producers of gas if it 
really wants to. In substance, it can be concluded that when the FPC 


ort Oil and Gas Co. vy. FPC, 238 F. 2d 771 (C. A. 8), certiorari denied, 353 
4 Opinion 299, appeal pending, No. 13783 C. A. D. C. 
5 Opinion 300, appeal pending, No. 16583 C. A. 5th. 
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has strayed from the legislative intent of the Natural Gas Act it has 
been reversed by the courts, and when it has followed the legislative 
intent it has been sustained. 

Any consideration of amendatory legislation should recognize that 
real progress in the last few months has s been made by the FPC toward 
the problem of producer regulation. 

It is not possible to precisely measure in terms of results just what 
the FPC has recently accomplished, but there seems to be a regulatory 
policy for producers evolving from its experience with the problem 
at firsthand and the cumulative effects of litigation. 

That this new policy of the Commission is not wholly unacceptable 
to independent produc ers is evidenced by the fact that at least one 
large producer is presenting cost-of-service data in a rate-case pro- 
ceeding, and recently the Texas Co., docket No. G-8969, in an impres- 
sive plea for an extension of time, indicated that it would be able to 
submit cost-of-service data in an attempt to establish higher value for 
its gas 

W hether there is any real need for amendments to the Natural Gas 
Act is partly answered by the statement of Senator Kefauver, taken 
from the Congressional Record of February 7, 1957, with iain to 
a rate increase proposed by Union Oil & Gas Company of Louisiana, 
and I quote: 

It would seem that if this is an example of Federal Power Commission control, 
there are now no Federal regulations for all practical purposes. If the natural- 
gas producers can start charging 108, percent more, without even so much as 
giving the affected parties a right to be heard, then it is a farce to say that the 
Federal Power Commission is a regulatory body. 

The Federal Power Commission is a quasi-judicial body and is a creature of 
Congress. It is high time that Congress began to exercise responsibility for the 
behavior of its creature. I am studying possible amendments to the statutes, but 
I do not think that is the seat of the problem. The problem, I believe, is not in 
the law, but is in the people who administer the law. 

The third position beginning on page 8 of my statement begins: 
My objection regarding the amendments proposed to the Natural Gas 
Act as contained in H. R. 6790, is, without going into every detail 
of the bill, that it is not good for the industry, the Federal Power 
Commission or the gas consumers of the country. It is well known 
that this proposed legislation i is a compromise developed by several 

segments of the natural- -gas industry and is presented as an at- 
tempt to satisfy all the parties and has succeeded only in developing 
such a complex set. of amendments that the proposed legislation is in 
fact esoteric in nature. 

At this point I have set out 12 items attempting to be a narration of 
what the bill does and its impact on the industry. This has been done 
before by other witnesses. It has also been done by the committee, 
and with your permission, I would like to have it inserted in the record 
as if it had been read. 

The CHarrmMan. Very well. 

Mr. Suea. Starting on page 8 and ending with No. 12 on page 12 

The Cuamman. It will be included in the record with your entire 
statement. 

Mr. Suea. I dothat in the interest of saving time. 

The Crarrman. Very well. 

(The portion of Mr. Shea’s statement referred to is as follows:) 











1328 NATURAL GAS ACT 


Beeause of the extreme complexity of the bill the principal changes in the 
Natural Gas Act proposed by H. R. 6790 are set forth below with apologies for 
oversimplification : 

1. The “sales” of natural gas in interstate commerce (as newly defined in 
the proposed bill) performed by producers will be subject to some Federal Power 
Commission regulation to the extent described below (sec. 1).° 

2. Provides that the sale of natural gas in interstate commerce shall be sub- 
ject only to Federal regulation and that no State or local authority shall regu- 
late the sale price of natural gas at or before the transportation in interstate 
commerce (sec. 1). 

3. Natural gas producers will not be natural gas companies within the meaning 
of the present Natural Gas Act and consequently will not need certificates of 
public convenience and necessity to make sales and/or to construct facilities to 
make sales under new contracts (sec. 2). 

4. Defines “transportation” and “sale” of natural gas in interstate commerce 
for resale as that which occurs after the completion of production, gathering, 
processing, treating, compressing and delivering such gas in or within the 
vicinity of the field or fields where produced and subsequent to the commence- 
ment of delivery into facilities used for interstate transportation (sec. 2 
(10) and (11)). 

5. Provides a distinction between “new producer contracts” and “existing 
producer contracts” for the purpose of regulating on a different basis (sec. 
2 (13) and (14)). 

(i) New producer contracts shall not contain certain indefinite pricing clauses 
but may include periodic escalation and tax adjustment clauses. New contracts 
(between producer and a pipeline company) must be filed with FPC within 30 
days after execution, published in the Federal Register and notice sent to 
affected distributing companies. Objections may be filed by interested parties 
within 30 days after publication on the grounds that because of escalation or 
tax adjustments the price will exceed the reasonable market price or there is 
included an outlawed pricing provision or in the case of a renegotiated contract 
shortens the term. When no objection is filed (or sustained in the case of a 
determination by FPC) the contract becomes effective and is from then on 
for its duration removed from regulatory jurisdiction (sec. 13A). 

(ii) With respect to existing producer contracts the Federal Power Commis- 
sion has very little regulatory authority except when an indefinite pricing clause 
will effect an increase in the price of gas, then the Federal Power Commission 
is authorized to initiate the reasonable market-price determination. When such 
a determination is made any contract price increase above the reasonable 
market price is set aside, and if the increase was collected before such determina- 
tion it would be subject to refund (sec. 13B). 

6. Certain indefinite pricing clauses, those generally known as 2- or 3-party 
favored nation clauses, better market or price redetermination clauses and 
spiral escalation clauses, are declared to be unlawful in any new or renegotiated 
contract and unenforceable for any purpose (sec. 183A). 

7. Establishes as the basis for fixing the producers sales price of gas as the 
reasonable market price at the point of delivery. In determining the reasonable 
market price the Federal Power Commission is required to recognize that natural 
gas is a commodity and the Commission is prevented in such a determination 
from using a public utility rate base cost-of-service formula. The Commission 
must consider when determining the reasonable market price whether the price 
to be fixed by it will assure a continuing adequate supply of natural gas, whether 
the contract for the sales of gas by a producer to a pipeline company was arrived 
at competitively (arms length bargaining), the reasonableness of all the con- 
tract provisions as they relate to definite pricing clauses, the quality of the gas 
and the conditions of delivery. Also the reasonable market price determination 
is required to give consideration to the current field price situation and is further 
defined as not the price of the last sale, the highest or lowest or some average, 
it is to be the price to be found by the Commission which in its judgment cor- 
rectly evaluates all pricing factors (sec 13C). 

8. Producers will not be permitted to abandon service to a pipeline company 


in the case of the exercise of Federal jurisdiction, such escape clauses are in- 


6 The section citations given refer to the sections of the Natural Gas Act as amended by 
the bill except where the asterisks appear. ‘These three citations refer to the section 
numbers of the bill. 
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validated in existing contracts and banned from future producer contracts (sec. 
18D). 


9. Permits pipeline companies to charge as operating expenses the reasonable 
market value for their own produced gas or for that received from an affiliate 
(sec. 13 E and F). 


10. Provides specific procedures and standards for dealing with pending cases 
validating many prices now under suspension or bond (sec. 5 and 6). 


11. Requires the courts to fix prices in certain proceedings pending before 
them (sec. 5 (g)).* 


12. Requires the Federal Power Commission to determine reasonable market 
price in certain pending certificate cases (sec. 6) .* 


Mr. Sura. Then beginning on page 12 and concluding the part 3, 
the essence of the proposed amendments is contained in the new defi- 
nitions of sales and transportation of natural gas in interstate com- 
merce, and the requirement, among others, of the “reasonable market 
price.” The effect of these new definitions and requirements will be 
to remove from FPC jurisdiction thousands of natural gas pro- 
ducers and their sales of natural gas; to put the Federal Power Com- 
mission in a regulatory straitjacket and to unnecessarily increase the 
cost of natural gas to the ultimate consumer. 

Instead of stating the broad legislative doctrine of regulatory prin- 
ciples it is actually a set of rules and regulations promulgated b 
Congress for the direction of both the regulators and the sendated. 

That the “reasonable market price” determination as provided for 
in the proposed amendments will result in a substantial and possibly 
unwarranted increase in the field prices charged by the producers 
of natural gas seems a generally accepted event for the immediate 
future. There is attached exhibit 5 which shows the trend in market 
prices on April 10, 1957, of the 30 oil and gas companies previously 
referred to, ostensibly reacting to the introduction of the Harris bill 
and Mr. Harris’ statements to the press accompanying it. 

A further indication that the prices of natural gas will rise in the 
field and ultimately be paid by the consumers is borne out by the 
statements included in exhibit 6, which is a publication of a nation- 


ally known investment firm from which the following quotation is 
noteworthy : 


The chances for passage before long of a natural gas bill which would en- 
able the industry to obtain a better price for its product have been measur- 
ably increased by President Eisenhower's recent comments on the subject and 
congressional reaction. The bipartisan measure, known as the Harris-O’Hara 
bill, accepts the principle of Federal control over producers but would, in 
effect, legalize the settings of rates under the Fairfield [sic] price theory of 
estimated fair production cost, heretofore rejected by the courts, rather than 
as determined on the basis of original cost used for many years by the Fed- 
eral Power Commission. The difference is likely to be substantial because 
reserves, in the main, were acquired at very low cost many years ago. 

The producers, as well as the transmission companies, are expected to benefit 
in a big way from a more realistic valuation of their reserves. 


Summarizing the objections as previously stated in the foregoing 
pages, it is my sincere conviction that H. R. 6790 or any similar 
legislation is not now needed to keep the natural gas industry fune- 
tioning in its own as well as in the public interest, as it is patently 
now doing. And if enacted into law it would put the Federal Power 
(Commission in an administrative straitjacket from which it would 
take years of litigation to extricate itself and the industry. And it 
would strip the present Natural Gas Act of virtually all of the safe- 
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guards it now contains for the adequate protection of the consumers 
of natural gas. 

| The Cuamman. Does that conclude your statement ? 

li Mr. Suea. Yes, it does, Mr. Harris. 

| The Cuarrman. I assume you want exhibits 5 and 6 referred to, 
and the paragraphs which you read on page 6 in your statement. 
1 You want the entire statement included in the record ? 

' Mr. Suea. Along with the exhibits 5 and 6? 

| The Cuamman. Yes. That may be included in the record. 

(The exhibits attached to Mr. Shea’s statement are as follows :) 
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Exursit 2 


United States petroleum production 




















Crude oil Natural gas | Total liquid | Natural gas 
Year (thousand liquids! | petroleum (million 
barrels) (thousand | (thousand cubic feet 
barrels) | barrels) gross) 
apes emunetnnntigat steaming Wiig aia Sicdinateinemnnppeiiiaginelaes aliases 

Fe en go nivdb ea Sorin etd ncdb ed stems ee abadics 2, 619, 950 292, 100 | 2, 912, 050 12, 700, 000 
Ge. oa dnwbe taosten ; bakibud anahagieleaaipweslia 2, 484, 521 264, 502 | 2, 749, 023 11, 720, 000 
| SARE Se poacredashetontsusan 2, 314, 988 252, 133 | 2, 567, 628 10, 984, 850 
| a ee is cobia Skameenaelaa akan danen 2, 357, O82 | 239, 084 | 2, 596, 166 10, 645, 798 
a a snocnccaccounnaach “ee 223,897 | 2, 513, 733 10, 272, 566 
Se a ee ee ee saaaael 2, 247,711 204, 965 | 2, 452, 676 9, 689, 372 
Be tle atin cysptiien enserttdasin tenses tater inpiaihe aphchnlincaieneins ancien ancobeapanl | 1, 973, 574 182, 119 | 2, 155, 693 8, 479, 650 
Ee ba akan aioe | 1, 841, 940 | 157, 275 1, 999, 215 7, 546, 825 
Te ee id ae hla ae Siok as aa es | 2, 020, 185 | 147, 079 | 2, 167, 264 | 7, 178, 777 
ee Pe ee ee 1, 856, 987 132, 863 | 1, 989, 850 | 6, 733, 230 
2 z \ ion 1, 733, 939 | 117, 809 | 1, 851, 748 6, 190, 200 
1945_ “i a x 1, 713, 655 | 114, 884 1, 828, 539 5, 902, 180 
a See rh a SD eS ee ode 1, 353, 214 | 58, 867 | 1, 412, 081 | 3, 694, 100 
ee ees kk tis Cine ae aoe oe 996, 596 | 41, 204 1, 037, 8CO 2, 498, 005 
a ars afar boncnes Sadmmertnabges Maire ; 898, O11 55, 320 | 953, 331 (3) 4 
REE rE ne 763, 743 | 28, 702 | 792, 445 | (3) 

1 Natural gasoline and benzol. 

2 Estimated. 

3 Not available. 

Authority: Bureau of Mines; American Gas Association. 

Wells completed in the United States 
Year Oil Gas Dry | Service | Total 

Dg ois ee ein oe = hee 31, 500 4,275 22, 025 1, 050 58, 850 
1955... seem atm and ; 31, 40 3, 614 20, 742 770 56, 666 
oe ee ; : 29, 776 | 3, 974 19, 285 1, 016 54,051 
i a sgl nda ian hie 25, 748 3, 801 18, 509 1, 267 49, 325 
is soaasaom caieh ada 23, 448 3, 246 17,714 1, 487 45, 895 
ie sswecet rs f > 23, 437 3, 027 16, 704 1, 377 44, 545 
a a aoc tai os aoe - 24, 416 2, 837 14, 786 1, 248 43, 287 
BE iu bien otaad i Sit ane be apieadliadean Ried 21, 905 2, 886 12, 842 1, 382. | 39, 015 
tind teak nities tee sei el saa 22, 340 2, 906 12, 112 2, 270 | 39, 628 
I «sar sce chanical ae a 17, 961 3, 307 9, 625 2, 280. | 33, 173 
1946___ , 2 Sh iia gtdJaa 15, 851 3, 090 8, 047 2, 237 | 29, 225 
Ws Sia ba adidenelecten vischetl iinet tion etait ‘ 14, 297 2, 898 7,471 2, 209 26, 875 
Os ss capSeiecsestits ie segllaii eimai ibied 19, 125 2, 352 6, 617 1, 947 30, 041 
teaacs ‘ a dpatateeae 14, 663 1, 401 4,911 445 21, 420 
MG cc acseionskk ape A eukeend 11, 640 2, 866 6, 734 (2) 21, 240 
ee eee = ‘ 16, 559 2, 330 | 6, 734 (?) 25, 623 


1 Estimated. 
2 Not available. 


Authority: American Petroleum Institute; the Oil and Gas Journal. 
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Exursit 3 


Summary of annual estimates of natural gas reserves for period Dec. 31, 1945, 
to Dec. 31, 1956 


(Millions of cubic feet, 14.65 psia, at 60° F.) 








| | 
Natural gas added during year | 
| | Net | Net | Estimated | Increase 
| Discoveries} Totalof | change | production| proved over 
Year | Extensions of new discoveries,| in under- during reserves | previous 
and fields and | revisions | ground year as of end year 
revisions | new pools | and exten- | storage of year 
in old sions | | 
fields | 
ES — | —_____-—_} —_— solid | 
1945 ‘a on = 1 |147, 789, 367 ". 
1946 ; (1) () 17, 729, 152 | (1) | 4,942,617 |160, 575, 901 |12, 786, 534 
1947 7, 570,654 | 3,410,170 | 10, 980, 824 () | 5,629, 811 |165, 926,914 | 5, 351,013 
1948 ___ ; 9, 769, 483 4, 129, 089 | 13, 898, 572 | 51,482 | 6,007,628 |173, 869,340 | 7, 942, 426 
1949__ ‘ | 8, 061, 429 4, 612,870 | 12, 674, 299 82,746 | 6, 245, 041 |180, 381, 344 | 6, 512, 004 
1950_. 9, 172, 381 2, 877,351 | 12,049, 732 54, 301 6, 892, 678 (185, 592,699 | 5, 211, 355 
1951 __ ; 13, 013, 606 3, 039, 385 | 16,052,991 | 132,751 7, 966, 941 |193, 811, 500 | 8, 218, 801 
1952__ &, 934, 470 5, 411, 043 | 14, 345, 513 | 198, 850 8, 639, 638 |199, 716, 225 | 5, 904, 725 
1953 13, 371,355 | 7,081,661 | 20, 453,016 | 2 516, 431 9, 238, 540 |211, 447, 132 |11, 730, 907 
1954 ss 4, 632,309 | 4, 966, 894 9, 599, 203 90, 906 9, 426, 509 |211, 710, 732 263, 600 
1955 16, 298,125 | 5,719,069 | 22,017, 194 | 87,637 | 10,118, 118 |223, 697, 445 |11, 986, 713 
1956 19, 214, 604 5, 636, 476 24, 851, O80 133, 970 | 10, 907,926 |237, 774, 569 (14,077, 124 
| | | 





| Not estimated. 
2 All native gas in storage reservoirs formerly classified as a natural gas reserve is included in this figure. 


EXursBiT 4 


Earnings reports of 30 oil and gas companies (largest owners of natural gas 
reserves ) 


[Expressed in dollars/share] 


Humble Oil & Refining--_- antes titeieabiiaias cleanin $4. 99 $4. 88 | $4. 08 
Ro |. oi Sepa a annealed a 2.77 2. 78 | 2. 60 
Texas Co___.._-- ih andthe a 5. 51 4.79 | (4) 

Standard Oil Company of Indiana_-_....._............----.-.-. 4.33 4.81 3.73 
Socony Vacuum Co saint adeetencavisiabintaodeedokae 5. 70 4.7 4.20 
Neen nn a 4.49 4.14 | ) 

Cities Service Co ee oe es a eee ed 6.03 4.88 | 4.41 
El Paso Natural Gas Co Ren 2.11 1. 53 | ) 

Standard Oil Company of California Se, sisaeaniaeiaae acta 4.24 3. 66 3. 35 
Gulf Oil Corp 9. 54 7.79 6. 56 
Continental Oil Co- “= 5. 30 4.75 ( 

I a dk elena ee hemiets 5. 22 4.72 4.17 
Pure Oil Co___. 4. 26 4.05 3. 56 
Panhandle Eastern - anael ; eae 2. 57 2. 50 2. i3 
Colorado Interstate - GR as ale ede dd oh 25.28 (‘) | (‘) 

Chicago Corp-.- ‘ 2. 29 1. 67 | 1. 51 
Skelly Oil Co 5. 93 5. 61 5.13 
Atlantic Refining Co 5.11 4. 25 4.47 
Ohio Oil Co__--. pxtkneieteda tenintl i 3.14 3.14 2. 91 
Republic Natural Gas Co a > ; 31.27 (*) (*) 

Cities Service Co a 6. 03 4.88 4.41 
ye es ae 2. 90 2. 89 2. 84 
Sinclair Oil Co- 5. 98 5. 68 6. 04 
Union Oil Co : Gitta ukacacebatks eaten 4.45 4.12 4.78 
Superior Oil Co___- i 7 ; ean 11. 94 8. 04 24. 54 
Sunray Mid-Continent Oil Co ‘ badbebwe Sin 2. 41 2.27 2.10 
Natural Gas Pipeline aa Sesoaincts teria (') 1.97 1. 55 
Southern Production e ; (') (1) (‘) 

Pan American Petroleum & Transmission- - Ginette de () (‘) (') 

Arkansas- Louisiana ; : ewuntes ju 1. 56 97 .43 


! Not available 
212 months to Sept. 30, 1956. 
$12 months to June 30, 1956. 








en 
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EXxuHreit 5 


Market trend of stocks of 30 oil and gas companies (largest owners of natural 
gas reserves) on Apr. 10, 1957 














Closing price Change 

NE OR 0 OG ons os inccnestnikspnnccde Seine eee ie 12344 +56 
EE Te I Scio addin nmap eietacda ins bighaita sheen a bdanatenuseiilbabion: 4854 +24 
ald ei ddd oes cbt hc edebn cb ddalcebt hun en gameeiine ab adeee 64 —3%%4 
See es CRAB Y OF TRIER nonin eecncicwsnelouccdeeteuch steemdasdce 53% +58 
SNE WAI So 522. wbodanestasadoiocatbeseneerserebennebeEttie - 57% +h 
Ge II irs serena cu gmaisigin tq taiguichiinnhachubehadé Ghee nea uune me 79% —% 
RE RINT TOI oa co can ache kandi o couhpin auth cd eaemendaeadec malas aa mina 6454 +1% 
E] Paso Natural Gas Co..............-.-..-- seein d Sede lnkdatininadae cadet 3644 + 
Standard Oil Company of California. --.................--.---.-2-2---22-..e 4944 +58 
SRE Saeco cdc aieounnaelatanduneidet wiudacubucesenta te neaekenaaet oy | a ae 
Continental Oi] Co............-. silly Gi Saah ities a<qube biibe sab ihcs Gi wntoeute adic’ 5634 +% 
I a 0 ane ena kbd sisedmecinaiea ited peated nee oa eae 78 +34 
ie tctetn nisin bd cad ocheWnte diadaasieddbdty ubtdabathldeinkkih bend 4134 +1% 
is cos wernt hi ape Mec cies ak ales tiie ciglehitenll Ae ail 5434 +16 
RD BID hen ba os 5a ccswarsancesececnene wit d haateegth eka ane CU): 24 Hieicdvebkesnass 
prea 0rs Betting Oe 6. iis os. insti ep dditicnsnc dteds wdaanetwocs | 2874 +h% 
Skelly Oil Co____- en hai tae aouicemnimiornieih is eh neta oa sans eae tahe ime d iopiod been oratio Giisedsascaudeian 
SN SIO 58k Oder Boa cei oe kab abhi dd dscd eid ELS | 43 +16 
SO ical ates sl th ats cricket wi Sc Nia stint icmp gal a a oa aa | 3836) +% 
eens Sena NS OO. oo. onion iosbw acu sccnidcedans cas buen sake cden 354 x 
Cigmee Servies Oo. .... nec ccd uns ijnaiglindd dnddgyeNctinibin, itn nahteivaiadel 6458 +1% 
eee Set NN neta Ep anwakecdiiiedenc. oa ee 3544) +4 
SON ea sdesadsisisonnicich bdadenoutdlaveen, altel tL. 7 6334 —tls 
SO ee. ink. naa em aniasidieine péGlG aaah danas Meals | Eek | 5576! +1 

A il itnaingn ci opcdannbel naieninne veyuntceuinaneeuin eitaocdadioneunn 1,305 | +55 

ry INNS 55 LS ad's <b ia ine aimee tasbanipnicaibaitadt ia sanded ae 25% +e 
SE I oc av en cannon as asecragcicedt mien ioes rant ect teases (?) x 
RU I 56 i oa 5s ee he te eee (2) | x 
Pan American Petroleum & Transmission...............................-... (2) x 
AOROUP EON so 5 Bains Fae eA et as EE A 21% +16 





' 





' Over-the-counter bid, 81; previous bid, 7844. 
2 Not available. 


ExHIBsIT 6 
CoLoraAbo OIL & Gas—Aztec Orn & Gas 


The chances for passage before long of a natural gas bill which would enable 
the industry to obtain a better price for its product have been measurably in- 
creased by President Eisenhower's recent comments on the subject and congres- 
sional reaction. The bipartisan measure, known as the Harris-O’Hara bill, ac- 
cepts the principal of Federal control over producers but would, in effect, legal- 
ize the setting of rates under the Fairfield price theory of estimated fair pro- 
duction cost, heretofore rejected by the courts, rather than as determined on 
the basis of original cost used for many years by the Federal Power Commis- 
sion. The difference is likely to be substantial because reserves, in the main, 
were acquired at very low cost many years ago. The producers, as well as the 
transmission companies, are expected to benefit in a big way from a more real- 
istic valuation of their reserves. Among the former, Colorado Oil & Gas and 
Aztec Oil & Gas are definitely worth the investor’s consideration. 

Colorado, which is now well into the exploration of 1,500,000 acres of promis- 
ing land in Alaska, has a total of 75,197 productive acres in Kansas, Nebraska, 
Oklahoma, Texas, and Alberta, as well as 626,818 undeveloped net acres. Man- 
agement is highly regarded and its record of accomplishment in exploration 
and development is outstanding. Last year daily average natural gas produc- 
tion was 41,694,000 cubie feet which was in addition to daily average crude 
oil of 7,257 barrels. Last year’s earnings were 70 cents a share up sharply in 
2 years from 7 cents in 1954 and were after Alaskan lease development charges 
equal to 14 cents a share. The upward trend in gross and net should be accel- 
erated by completion of new pipelines under construction and proposed. The 
stock, at 22%, looks promising as a long-term capital gains speculation. 

The operations of Aztec Oil & Gas are less widespread, being mainly in New 
Mexico and Utah, but it is another growth situation as far as sales and income 
are concerned. Since 1953 gas sales have jumped from 6,893 to 13,357 (both mil- 
lion cubic feet), oil sales increased from 194,000 to 325,000 barrels and total rev- 
enues were more than doubled ($1,057,000 to $2,273,000). Last year net income 
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was 27 cents a share and on a cash-flow basis earnings were 61 cents a share. 
Aztec, already thriving, is regarded as the type of stock which should fully reflect 
the benefits anticipated from passage of the Harris-O’ Hara or a similar bill.. The 
stock is currently available at 2014. 

APRIL 22, 1957. 


The Cuarrman. Mr. Williams, any questions? 

Mr. Wirutams. No questions. 

The Cuamman. Mr. O’Hara? 

Mr. O’Hara. Mr. Shea, on page 13 you refer to some statement 
made by somebody. I don’t know who it was supposed to be made by; 
is that shown by the exhibit 6? 

Mr. Suna. That is extracted, taken from exhibit 6. 

Mr. O’Hara..I wondered who the author of the statement was? 

Mr. Suea. That is his initials on it. 

Mr. O’Hara. We would like to know, do you know who made that ? 

Mr. Suea. It was taken from exhibit 6 which is a publication of 
Thomson & McKinnon, a nationally known investment banking firm. 
It apparently is a product of an analyst, because at the bottom of 
exhibit 6 it has the stenographic notes, “CF : VG, 1957.” 

Mr. O'Hara. From whom do you buy gas? 

Mr. Suza. From Atlantic Seaboard Corp., a unit in the Columbia 
Gas System. 

Mr. O’Hara. Mr. Shea, were you present when Mr. Dougherty and 
Mr. LeBoeuf testified ? 

Mr. Sura. No; but I read Mr. LeBoeuf’s statement. 

Mr. O’Hara. Do you view with any concern with respect to what 
someone referred to as the falling off in the future of gas supplies in 
interstate commerce ¢ 

Mr. Suea. Mr. O’Hara, I am not at all concerned about such an 
eventuality. 

Mr. O’Hara. You don’t think it is going to happen ? 

Mr. Suea. That’s correct. 

Mr. O’Hara. If you were to be mistaken and there was a falling 
off, what would be the result ? 

Mr. Sra. To me or to my company? 

Mr. O’Hara. Oh, everybody who is affected by that supply. 

Mr. Suna. Well, Mr. O'Hara, I fail to see what is going to happen 
to the natural gas that is produced if it does not go in interstate com- 
merce. What I would do as the president of this distributing com- 
pany, I, if I saw such a trend in evidence, I would go into the produc- 
ing areas and buy gas in place which is not uniquie for a utility com- 
pany to do. 

Twenty years ago or since then, 16 years ago, I helped to purchase 

gas for the utility company in Pittsburgh, transported through a 
Sieeliie for its own account. 

Just recently a Virginia wtslity company bought enough gas in 
place in Louisiana to ‘supply 2 25 million feet per day of gas for 20 
years. 

Mr. O’Hara. Do you think that you would be able to go out and 
buy gas on the open market and sell it in interstate commerce? 

Mr. Sura. If the seller didn’t want to sell? But if you buy it in 
place, it is your gas and you become a natural-gas supplier. 

Mr. O’HAra. Much of the gas that is being sold now is being fur- 
nished under contract which has been in existence for quite some time. 
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Mr. Sua. But plenty of other gas comes in, Mr. O’Hara. 

Mr. O’Hara. You feel no cause for concern as a distributor at all 
in that? 

Mr. Sura. Yes, correct. 

Mr. O’Hara. Why? 

Mr. Suea. I will tell you why. In 1938 when the Natural Gas Act 
was enacted I was here and the people who were opposed to the enact- 
ment of it made the threat that if this piece of legislation were passed 
there would be no natural-gas lines run throughout the country, that 
the service would be confined to the areas where they then existed. 
That is this piece of legislation would be such an encumbrance that 
the industry would never grow. I cannot forget that because the 
industry has grown to a greater extent under the Natural Gas Act than 
it ever did before. 

And I feel that this threat of reserves being used in intrastate com- 
merce, not being produced for other than that, has about the same 
characteristic as the statement made in 1938. 

Mr. O’Hara. Of course, there is no question the country is expanded 
and that caused that, did it not ? 

Mr. Sura. The producer as such, yes. 

Mr. O’Hara. And for 16 years after the Phillips decision, was so 
shown by the Federal Power Commission in its decision, was it not? 

Mr. Suea. In the majority decision, but consideration since 1939 
and 1940 shows that the Commission did think it had control over 
its production and I refer to the Columbian Carbon case. 

Mr. O’Hara. The producers were not controlled by the Federal 
Power Commission prior to that decision. 

Mr. Suea. That is correct. I might add something. I don’t think 
the Phillips proceeding told the FPC that they had control over 
producers or the production of gas. 

Mr. O’Hara. They have taken that position since the Phillips de- 
cision ? 

Mr. Sura. I know they have, but the Phillips decision did not re- 
quire that in my opinion. 

Mr. O’Hara. That’s all, Mr. Chairman. 

The Cuarrman. Well, the Phillips decision reversed the Commis- 
sion and held that the act of 1938 applied to some interstate producers. 

Mr. Suea. I don’t agree with that. I have the Phillips decision 
right here. And what the Court said in the Phillips decision was that 
the functions that the Phillips Co. performed was the sale of natural 
gas in interstate commerce, and, therefore, it became a natural-gas 
company. 

The Cuatrman. Phillips was a producer. 

Mr. Sura. In this case it was a sale for processing. It might have 
been gas produced by somebody else. 

The CHatrman. What about the Interstate case ? 

Mr. Sura. That is one involving the lease. 

The Cramman. Involved the price of gas coming from producers 
along with volume of gas that was produced by the natural gas com- 
pany itself? 

Mr. Suea. Are you talking about the Interstate ? 

The Cuatrman, In 1947, which started the trend of legislation by 
judicial appeal, in my opinion. 
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Mr. Suea. I was referring to the Phillips decision which Mr. O’ Hara 
asked me about. 

Mr. Sprincer. I think he is correct. I am sure that the Com- 
mission felt that they did have jurisdiction of the producer because 
they were producers in the beginning. 

Mr. Sura. I think that is a very ‘strained point on the part of the 
Commission. 

Mr. Sperincer. That is exactly what the decision decided. But I 
don’t think anyone felt that the Supreme Court would exempt all of 
the producers. 

Mr. Suea. I don’t know whether I share that or not. I do feel like 
this, that the Phillips decision did not require the FPC to go to the 
bottom of every gas well and the safety deposit box of every royalty 
owner. And that was what it virtually has done. 

The Carman. It did not require them to do it. But they suid 
that they could. 

Mr. Suxa. Yes. 

The Cuarrman. As the result of that we have the result that they 
were required to get a certificate of convenience and necessity. 

Mr. Sea. I maintain that the Federal Power Commission went 
beyond the decree of the Supreme Court in the Phillips case. 

The Cuarrman. Mr. Moulder? 

Mr. Moutper. No questions. 

The Cuarrman. Mr. Heselton ? 

Mr. Heserron. I should like to refer to one of the minority opin- 
ions of this committee, in 1955. Have you read that partic ular por- 
tion of that minority opinion / 

Mr. Suea. I don’t recall that exact position. 

Mr. Hesetton. Let me read one paragraph. After you have heard 
it, let me ask whether you agree with it. 

The public is warned by the gas and oil interests that if you regulate prices 
you will remove incentives for exploration, development, and production. Gas 
and oil comes almost entirely from the same well and gas seldom is discovered 
alone and is usually discovered in connection with the drilling for oil. What 
more incentive do they want than the 27% percent depletion allowance tax 
loophole that they now have? 

Mr. Suea. Do I agree with that? 

Mr. Heseiron. Do you agree with that ? 

Mr. Sura. That their demands of the industry are inordinate ? 

Mr. Hesevron. That the fear campaign is groundless. 

Mr. Suea. That is right. Ido, most emphatically. 

Mr. Hesevron. And later in that particular section of that report, 
there is a rather significant reference to the testimony of General 
Thompson who has appeared before this committee repeatedly and is 
well known and highly respected by all members of the committees, 
in which the report says: 

If we took seriously the threat that the companies will not look for more gas 
and that the supply will diminish and prices will inevitably rise if they were 
not freed from Government control. all these fears were dispelled by the testi- 
mony of a witness who came before us at the request of our chairman; namely, 
Lt. Gen. Ernest O. Thompson. General Thompson is a member of the Texas 
Railroad Commission and has been a member of that commission since June 


1932. The committee was told that he was the best versed man of petroleum 
matters in the world. General Thompson stated that the discovery and pro- 


' 
; 
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duction of natural gas to a great extent is a byproduct of the discovery and 
production of oil. 


As he stated, no one searches in the Southwest for gas, The gas is found 
in the search for oil, and whether producers like it or not they will continue to 
find gas, and when they do find gas, under the conservation laws of the State 
of Texas, they are not permitted to flare it, and this valuable resource becomes 
available for the consuming public of the United States. 


These members of this committee summarized their analysis of 
this particular fear campaign this way and I will ask you whether or 
not you agree with them. They did it succinctly, as follows 

The oil industry’s appeal to fear neglects three important points: (1) Up to 
the present we have not had a single year in which the irra of gas have 
not exceeded the amount of this fuel used in that same year. (2) There is, it 
is true, a limited amount of gas. But, regardless of how much pn pay for gas 
we cannot possibly hope to increase discoveries in that same measure. At the 
price we are now paying there is tremendous incentive to look for gas. If we 
paid three times the price we now pay we would merely turn over windfall 
profits to the oil and gas companies, and the increased effort put into searching 
for gas would be negligible. (3) No matter how much we pay for the gas now 
discovered, we cannot hope thereby to create any more gas than actually is 
already deposited in the depths of the earth. Inevitably it will be used up. 
The time may come when it will be fruitless to look for more gas. No matter 
how many billions we pour into the oil and gas companies in excess profits for 
what they now hold, we still will have no gas. 

Do you think those gentlemen analyzed correctly what they called 
a fear campaign, as you know it was? 

Mr. Sura. I am heartily in accord with that statement. 

Mr. Hesetron. I am not sure whether you described, Mr. Shea, 
what areas the Lynchburg Gas Co. serves. 

Mr. Sura. In my opening statement, Mr. Heselton, I will be glad 
to repeat it. 

Mr. Hesetron. You do not serve all of Virginia. 

Mr. Sura. No; we serve Lynchburg and the adjacent parts of three 
counties. 

Mr. Heseiron. About how many consumers do you have? 

Mr. Suea. About 9,000. 

Mr. Heseiron. Nine thousand consumers. 

Mr. Wii.1AMs (presiding). Your time has expired. 

Mr. Friedel ? 

Mr. Frrepet. No questions. 

Mr. Witii1aMs. Mr. ee 

Mr. Sprincer. Mr. Shea, you have 9,000 consumers at the present 
time, is that correct ? 

Mr. Sura. That is correct. 

Mr. Sprincer. Do you have any people in your area who want gas 
that are unable to get it? 

Mr. Sura. Mr. “Springer, we have no backlog. Everybody who 
wants gas has it. In fact, our gas situation is more than adequate. 

Mr. Sprrncer. You have no applic ations on file that are unfilled ? 

Mr. Suea. That is correct, we do not. 

Mr. Sprincer. Through your acquaintance with other gas com- 
panies in the State of Virginia, can you say that that is true similarly 
for the State of Virginia? 

Mr. Suea. I can say without fear of contradiction that there is no 
backlog of unsatisfied gas customers in Virginia. 

Mr. Sprincer. That is all, Mr. Chairman. 
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Mr. Witi1ams. Mr. Macdonald? 

Mr. Macponap. I wanted to compliment you on a very forthright 
and excellent statement. Early last week it seemed whent he dis- 
tributors were appearing here, there w ere no distributors in the coun- 
try that were not opposed to this bill in the same way that they did 
the Harris bill. 

What rule are we operating under ? 

Mr. Wiiu1aMs. The 5-minute rule. 

Mr. Macponatp. Is it your opinion there is a chance of the price 
of gas going up to your consumers in your area ? 

Mr. Suea. Eventually, it is not my opinion, but it is the opinion, 
of everybody that if this bill was passed, the field price of gas would 
certainly goup. Ihave quoted froma financial house, their comments 
on it. 

Mr. Macponatp. In your contacts with other distributors through- 
out the country, you find that many distributors have the same fear. 

Mr. Sura. W ell, I cannot say that. I can only answer for the com- 
panies in Virginia with which I have discussed this bill, and they all 
feel that inev itably there would be a rise, an unwarranted rise in the 
price of gas. I would like to point out at this point, Mr. Macdonald, 
that I have not said anything about the cost of gas going up here. I 
thing the cost of natural gas should go up just like every other element 
in our economy. As long as inflation is rampant, the price of every- 
thing is going up. 

My only contention is that it ought to go up by the same rules that 
it goes up in the utility and the pipeline end. That the need or justi- 
fication for an increase should be demonstrated. 

I am not an advocate of cheap gas. 

Mr. Macponaxp. I didn’t think you would be. In any event, you 
feel strongly that unless the FPC takes into consideration the cost 
factor in the price of gas at the wellhead, that the distributing com- 
panies and, therefore, the consumers would be adversely affected ¢ 

Mr. Sura. I am convinced of that, Mr. Macdonald. 

Mr. Macponatp. In going over the minutes of membership meet- 
ing of the local gas companies, which has been referred to several times 
here and I see your name listed, did you attend these meetings ? 

Mr. Suea. | attended some meetings, Mr. Macdonald. I don’t 
know which ones. 

Mr. Macponarp. On the appearance list, for example, for the min- 
utes of the membership meeting held October 18, 1956, I see a Shea 
of the Lynchburg Gas Co. 

Mr. Sura. That is I. 

Mr. Macponatp. How were you notified of this meeting? 

Mr. Sura. What is the date of your minutes? 

Mr. Macponatp. This one I have particular reference to is October 
19, 1956. 

Mr. Suea. I don’t remember how I was notified. But I see now 
that I was there. 

Mr. Macponatp. Were you invited by telephone call or how? 

Mr. Suga. My company is a member of the Council of Local Gas 
Companies from the inception of that organization. 

Mr. Macponatp. When was it formed, the organization ? 
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Mr. Suwa. It was formed for the single purpose of helping to de- 
feat the Harris-Fulbright bill. Exactly when, I don’t know when. 

Mr. Macponatp. That would be some time in 1954 or 1955? 

Mr. Suna. That is correct. 

Mr. Macponatp. You say it was formed for the purpose of defeating 
the Harris bill. 

Mr. Sua. Well, yes, it was. It was a source of information—put 
out a number of publications called the Facts Book about the industry 
and Mr. LeBoeuf, Mr. Heyke, other people—Mr. Heyke was president, 
appeared before this committee in nn to the Harris-Fulbright 
bill, and so did some of the membership. 

Mr. Macponatp. I will hand you a copy of the minutes of the mem- 
bership committee of the Council of Local Gas Companies, of October 
18, together with a memorandum referred to in the minutes and ask 
you if you can identify those ? 

Mr. Suea. This is identical, Mr. Macdonald, to a copy of the min- 
utes I have in my file as counsel of the Local Gas Companies. 

Mr. Macponaip. How about the memorandum attached ¢ 

Mr. Suea. Yes; that is right. 

Mr. Macpona.p. I ask that this be included in the record at this 
point. 

Mr. Sprincer. Will either Mr. Macdonald or Mr. Shea state what 
these memorandums are? 

Mr. Macpona.p. I tried to state that it is the minutes of the member- 
ship meeting of the Council of Local Gas Companies, held Thursday, 
October 18, 1956, in New York City, together with an attendance list 
of those members of the Council of Local Gas Companies who attended 
that meeting. 

The second is a memorandum which is identified and referred to in 
the minutes. 

Mr. Wit1aMs. It has been identified by the witness? 

Mr. Macponatp. It has. 

Mr. WituiaMs. Is there any objection ? 

Mr. O'Hara. I wondered where they came from. 

Mr. Macpvonarp. They are identified by the man whose name 
is on them as having been in as having been in attendance at the meet- 
ing and he has just stated that he received them after the meeting. 

Mr. Hesetron. I understood him to say he had them in his file. 

Mr. Macponaxp. I ask that they be included in the record at this 
point. 

Mr. Witu1aMs. Is the text the same as those in your file ? 

Mr. Sura. It appears to be, Mr. Williams. 

Mr. Witu1ams. They will be included as part of the testimony if 
there is no objection. 

Mr. Sprincer. Except I reserve the right to object, to ask a question 
on the second one, Mr. Macdonald, is it a memorandum of what took 
place or was to be discussed ? 

Mr. Macponatp. The second three pages which I have described as 
a& memorandum is included in the minutes as memorandum which has 
been referred to by Mr. Kuykendall in his statement of principles 
which was set up by the three segments of the industry. 

Memorandum of principles is discussed after the meeting by a num- 
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ber of people which will be brought out in just a few minutes, and 
this is the memorandum referred to in the minutes. 

Mr. Sprtncer. What I am trying to get is, did that come out of 
the meeting or is that a memorandum which was sent out previously / 

Mr. Macponatp. This memorandum was discussed at this meeting. 

Mr. Sprincer. No objection. 

Mr. Wiu1ams. There being no objection to its being included as 
part of the testimony, it will be so included. 

(The minutes and memorandum are as follows:) 


MINUTES OF MEMBERSHIP MEETING, COUNCIL oF LOCAL GAS COMPANIES, OCTOBER 
18, 1956, New York Ciry 


DISCUSSION——-MEETINGS WITH PRODUCERS 


Mr. Heyke opened the meeting by stating that for many months the com- 
mittee named by the council members has been talking with representatives of 
the producers to explore the possibility of drafting principles of desirable legis- 
lation to amend the Natural Gas Act which could be supported by both groups. 

A memorandum outlining a suggested approach was presented to the members 
present and is attached to these minutes. In addition to the names appearing 
on the memorandum, the names of Messrs. Forbes and Smoker should be added 
as members of the council's committee and Mr. Clayton Orn of the Ohio Oil Co. 
for the producers. 

Mr. Heyke said the memorandum was presented for discussion purposes only 
and he did not ask or expect specific recommendations or actions from the 
membership at this meeting. 

It was suggested that the memorandum be mailed to all council members with 
the request that all comments be returned to the chairman by Friday, Oc- 
tober 26. 

The haste both in calling this meeting and the necessity for replies by October 
26 is occasioned by the fact that the next meeting of the distributor and 
producer committees is scheduled for October 30. In addition, the Chairman of 
the FPC would appreciate knowing any principles agreed upon before he makes 
his report to the Bureau of the Budget some time in November. 

It is requested that your comments on the memorandum cover the following 
points : 

1. Is the suggested framework as to general principles satisfactory to you? 

2. In what particulars, if any, should this framework be changed and how 
strongly do you feel about these changes? 

Mr. Heyke’s comments on the memorandum were that, with possible minor 
exceptions, this was the best possible agreement which could be reached between 
the parties. Producer representatives would in his opinion recommend the 
proposal as outlined to their prinpicals including the application of the pricing 
yardstick to new contracts and that if there were general agreement in the 
industry he believed the FPC would support it. 

There was considerable discussion pro and con which cannot be set down 
completely. 

Mr. Guy Henry pointed out that item VII did not necessarily cover price 
increases approved by the FPC, not being collected under bond, but which were 
being contested at the present time. This deficiency, Mr. Heyke believed, would 
be one which could be rectified. 

Mr. Henry also asked if the proposal contemplated that distributors would 
be heard on all price provisions prior to action by the FPC. The answer was 
in the affirmative. 

Mr. Berry asked if “inflation” type clauses were covered under “I”. The 
answer was that it was not covered specifically under “I” but would be dealt 
with under VI (4). 

Mr. Berry also raised the question of the advisability of compromise in the 
light of recent lobbying disclosures. This was commented on generally with 
no conclusions. 

Mr. Boothby raised the question as to whether or not we should be considering 
these principles in view of the fact that the apparently wide-open question of 
the “yardstick” had not been agreed to by the representatives of the producers. 
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Mr. Heyke then reiterated his conviction that the producers’ committee would 
recommend this formula to their principles. 

Mr. Boothby said, in that case, he would recommend supporting these 
principles. 

Mr. Forbes as a member of the committee stated he didn’t believe a better 
compromise was possible. He offered the suggestion that if it is decided to 
support such legislation it should not be labeled as a rewrite of the Harris- 
Fulbright bill as a practical matter. He disagreed with Mr. Frazier’s observa- 
tion that the situation is getting clearer as a result or recent FPC and court 
decisions. 

Mr. Forbes also stated that he felt the distributors should do something posi- 
tive in creating needed new legislation rather than objecting to any change in 
the status quo. Consolidated Edison, he was sure, would support the suggested 
approach. 

Mr. Dougherty said Consolidated Natural would also support this memorandum. 
He feels the supply situation is critical and while “cost” would be a desirable 
item in the criteria he feels it would be unrealistic to expect to get it. 

Mr. Smoker was concerned over the possibility that the “yardstick” being 
applied to new contracts might not be agreed to by the producers. He would 
prefer that “cost” be included in the “yardstick.” 

Mr. Luce said his company would support the principles of the memorandum. 
He felt, however, that the council as such should not take a position but should 
stand by, so to speak, and act as a “‘watchdog” to see that any legislation reflects 
these principles. This latter observaiton, incidentally, was supported by Mr. 
Kadane and was overwhelmingly endorsed by those present as the position the 
council should take if it were finally decided to approve the principles in the 
memorandum. 

In this connection Mr. Eacker observed that it might prove embarrassing to the 
council if it refused to take a position in view of its previous vigorous opposition 
to the Harris-Fulbright bill. 

Mr. Frazier raised the following four points which in his opinion should be 
considered before making a decision to support er not support any legislation. 

1. Regulatory climate: he felt that it had improved substantially in the last 6 
months and the FPC was striving to relate costs to gas prices with some degree 
of success. 

2. The political scene in his view was important and we should reserve decision 
until after the election and the makeup of the new Congress was determined. 
Messrs. Watts and Shea supported this point. On the other hand Mr. Luce stated 
that in his experience the political atmosphere was never right in all respects and 
he felt we should proceed on whatever we thought was the right thing and not 
depend on the result of an election to change the climate. 

3. Natural-gas supply: Mr. Frazier pointed out drilling was ahead of last year 
with a higher percentage of gas wells being brought in. He said pipelines are 
not having any trouble lining up gas purchases. 

$. Industry unity: Mr. Frazier said that the talk of unity in the industry while 
in:iportant was, in his opinion, the least cogent of our concerns in light of the dis- 
tribution companies’ obligations to its consumers. 

Mr. Shea felt that we can live with the status quo and that new legislation 
is nota must. He feels the Republican policy committee is not committed to new 
legislation and observed that FPC members are subject to change. He also feels 
that any new legislation no matter who proposed it would carry with it a certain 
stigma as a result of events this spring and the current investigation by the 
McClellan committee. 

Mr. Shea felt the suggested principles fly in the face of recent court decisions. 
Mr. Dougherty agreed but stated this was the intention of the proposed legislative 
principles—to rectify existing ills and go beyond the courts. 

Several members felt the criteria used in the “yardstick” should include more 
specific items. Mr. Heyke stated that in his opinion it was better to keep VI (4) 
slightly open. He went on to say VI (4) was in his opinion the gist of the 
“vardstick” as everything is included here except cost. 

Mr. Sieben stated his company could not accept any principles which did not 
include in the “yardstick” the protection of the consumer and costs. 

Mr. Johnson also said his company would insist on the cost considerations. 
He stated that his company could not support any legislation easing the position 
of the producers as it could be used against them for political purposes if con- 
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sumers’ prices should increase for any reason even though unrelated to the price 
of gas at the wellhead. 

Mr. Kadane asked as to how the suggested approach is an improvement over 
the Harris-Fulbright bill. Mr. Heyke stated that it would remove or make 
ineffective objectionable favored nations and other similar obnoxious pricing 
clauses. 

Mr. Heyke concluded this discussion with an urgent request for a prompt 
response to the two questions which are set out on page 2. The widest cross 
section of council members’ thinking should be presented to the producers on 
October 30. 

ATTENDANCE LIST 


Berry, Oscar, Washington Gas Light Co. 

Bonner, H. G., Knoxville Utilities Board 

Boothby, E. J., Washington Gas Light Co. 

Bristol, G. L., Greenwich Gas Co. 

Bristor, E., Baltimore Gas & Eelectric Co. 
Dougherty, W. A., Consolidated Natural Gas Co. 
Davis, Charles, Boston Gas Co. 

Eacker, E. H., Boston Gas Co. 

Forbes, H. C., Consolidated Edison Co. 

Frazier, C. H., Philadelphia Gas Works 

Henry, Guy, East Tennessee Natural Gas Co. 
Henry, Hall, New England Gas & Electric Association 
Hewson, W. B., the Brooklyn Union Gas Co. 
Heyke, J. E., the Brooklyn Union Gas Co. 
Himsworth, W. E., the Brooklyn Union Gas Co. 
Johnson, G. B., Minneapolis Gas Co. 

Kadane, David, Long Island Lighting Co. 

Luce, D. C., Public Service Electric & Gas Co. 
Murray, King, Mystic Valley Gas Co. 

Otto, Robert W., Laclede Gas Co. 

Pollitt, L. Irving, New Jersey Natural Gas Co. 
Quinby, Robb, the Brooklyn Union Gas Co. 

Rohrs, Henry, Elizabethtown Consolidated Gas Co. 
Shea, M. E., Lynchburg Gas Co. 

Sieben, R. L., United Cities Utilities Co. 

Smoker, E. H., United Gas Improvement Co. 
Thomas, Atherton, Consolidated Edison Co. 

Watts, James, Commonwealth Natural Gas Co. 
Zeigler, C. B., Public Service Company of North Carolina 


MEETING OF OcTOBER 9, 1956 


Messrs. John Heyke, Don Luce, and William Dougherty with Messrs. Charles H. 
Murphy, Frank O. Prior, Charlton Lyons, Sr., Leslie Fournier, Wilbur Heard, 
Herman Pressler 


As the result of several exploratory conversations between certain distributors 
and producers the above-named participants are in agreement, except as to the 
point of difference hereinafter mentioned upon the following approach to the 
amendment of the Natural Gas Act in order to correct the situation resulting 
from the Phillips decision. The participants will take up this suggestion with 
their respective segments of the gas industry and with representatives of the 
interstate transmission lines in order to determine if such approach will have 
the support of these segments of the industry, or of a substantial portion of 
those included in such segments. The suggested approach is as follows: 

The bill shall be based upon the Harris-Fulbright bill, H. R. 6645, 84th Con- 
gress, passed by the House in 1855 and by the Senate in 1956 with the changes 
necessary to carry into effect the following: 

I. In the interest of protecting consumers in their right to fair prices, the 
inclusion of objectionable types of escalation clauses in new contracts shall 
be prohibited and such clauses shall be outlawed. Objectionable escalation 
clauses are (i) favored-nation clauses described in paragraphs No. 1, 2, 
and 3 on page 8 of the report of the Committee on Interstate and Foreign 
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Commerce of the House of Representatives on H. R. 6645, and (ii) spiral 
escalation clauses described in paragraph No. 4 on said page 8 of the report 
referred to above. 

II. Further, as to new contracts, the distributor representatives suggested 
that the bill should require the purchaser to file the contracts with the FPC 
within a specified time after their execution and the Commission would have 
a specified time within which to apply the yardstick, as stated in section VI 
of this memorandum, to the price provisions of the contracts and to approve 
or reject them. If the contracts were approved, the contracts and prices to be 
charged thereunder would be free from Commission jurisdiction and regulation. 
If the contracts were disapproved, they would be null and void ab initio and 
not binding on any party thereto. The producer representatives did not object 
to the procedure stated, except to the extent of the yardstick price determina- 
tion by the Commission. On that point the producer representatives reiterated 
their previous position that, with respect to new contracts, the bill should be 
drawn expressly to limit the FPC authority to a determination of whether or 
not the contracts were entered into as a result of arm’s length negotiations. 
This point of difference between the distributor and producer representatives 
was not resolved at the meeting. 

III. Existing contracts which do not contain objectionable escalation clauses 
and existing contracts which contain objectionable escalation clauses but the 
seller therein has waived all future operation of these clauses and the prices 
charged for gas under such contracts shall not be subject to FPC jurisdiction. 

1V. As to existing contracts which contain objectionable escalation clauses: 
these contracts may be renegotiated at any time or times to eliminate the 
objectionable escalation clauses. The renegotiated contract shall be filed with 
the Commission and shall become effective in accordance with its terms and 
at the time therein provided, if no objection to the contract is filed with the 
Commission within a specified period. Should any objection be filed, the Com- 
mission, after notice and hearing, (i) shall determine whether or not the objec- 
tionable clauses have been eliminated, (ii) shall apply the “yardstick” to the 
price provisions of the contract, and (iii) shall approve or disapprove the con- 
tract. In the event the Commission disapproves the renegotiated contract it 
shall be null and void ab initio. In the event the Commission approves the 
contract, it shall become effective in accordance with its terms and at the time 
therein provided. 

Should such renegotiated contract become effective because no objection 
thereto is filed with the Commission or because it is approved by the Commis- 
sion such contract and the price or prices to be paid for gas delivered thereunder 
shall not be subject to the jurisdiction of the Commission. 

V. If an existing contract contains an objectionable escalation clause as to 
which the seller does not waive its future operation, and the contract is not 
renegotiated to eliminate such clause or the Commission disapproves such 
renegotiation then any price increase resulting from the objectionable clause 
must be submited to the Commission and approved by the Commission after 
applying the “yardstick” thereto before the resulting price increase becomes 
effective and only that part of any such increase which does not exceed the 
“yardstick” shall become effective. Such determination shall be made by the 
Commission within a specified period and if the Commission fails to do so 
within such period it will be considered for all purposes that the Commission 
has approved such price effective upon the expiration of such period and until a 
contrary determination is made by the Commission. 

VI. The bill shall specify a “yardstick” or criterion for the Commission to 
use in reviewing the prices or price increases referred to in sections IV and V 
above. The “yardstick” shall be the reasonable market price. 

In determining the reasonable market price, the following principles shall 
control: 

(1) The Commission shall recognize the fact that natural gas is a com- 


modity, and shall not consider costs or use the public utility rate base cost-of- 
service concept or formula. 


(2) The Commission shall consider— 
a. Whether the price as determined by it will assure to consumers of 
natural gas a continuing adequate supply thereof. 


b. Whether the contract price was arrived at competitively and in arm’s 
length bargaining. 











1344 NATURAL GAS ACT 


ce. The reasonableness of all the provisions of the contract as they relate to 
existing and future prices. 

d. The quality of the natural gas being purchased. 

e. Conditions of delivery. 

(3) The Commission shall consider the current level of field prices under 
other contracts in the same field and under contracts in other fields and areas 
which contain terms and provisions generally comparable to those in the con- 
tract under review, giving appropriate weight to the circumstances affecting 
price under which such other contracts were negotiated and the factors set 
forth above. 

(4) The reasonable market price is not necessarily the price of the last sale, 
the highest price, the lowest price, the weighted highest price, the average 
field price, or other price arrived at by the mechanical application of a single 
criterion. Instead, it is a price which the Commission, exercising its judgment 
and discretion in weighing, among other things directly relevant to the issue, 
all factors enumerated above, determines is the reasonable market price. 

The distributors’ agreement on the yardstick is conditioned upon its applica- 
tion also to new contracts in line with their suggestion set out in section ITI 
above. 

VII. There is no desire for a rollback of gas prices or of price increases 
resulting from objectionable escalation clauses in existing contracts. If the 
price is an existing firm price it shall not be rolled back. Such a price increase 
pending before the Commission and not approved by the Commission including a 
price increase collected under bond is not an existing firm price. 

VIII. As to gas owned and produced by an interstate pipeline or an affiliate 
of an interstate pipeline the same provisions contained in subsections (f) and 
(g) which would have been added to section 5 of the Natural Gas Act by section 
2 of H. R. 6645 shall be included in the bill except that the criterion or yardstick 
shall be the same as that suggested in section VI above. 


Mr. WituiaMs. I believe the gentleman’s time has expired. 

Mr. Younger? 

Mr. Youncer. It is your belief that if the production and the 
gathering of gas was put under the control of the FPC and treated as 
a public utility, you will receive, as a distributor, a better price for 
natural gas? 

Mr. Suea. I think we would receive it at a just and reasonable price. 

Mr. Youncer. The testimony here is that most of the gas is con- 
trolled and produced by oil companies. Do you believe that? 

Mr. Sue. I think that is fairly well established. 

Mr. Youncer. And in many cases it comes out of the same well— 
the same hole? 

Mr. Suea Yes, it does. 

Mr. Youncer. How, in your opinion, can a company adequately 
determine the cost in that case and divide it between the oil produe- 
tion and the gas production ? 

Mr. Suea. I am not in position to answer that directly. But it is 
an accounting matter, and there is a case now going on before the FPC 
in the Phillips rate pene where that very thing is being done 
and being presented by the applicant. 

Mr. Youncer. Do you not think that if you have the same producer 
producing one commodity which is controlled as a utility, and_an- 
other commodity coming out of the same well which is not controlled, 
it is just human to put as much of the expense as you can onto the 
controlled commodity in order to determine a higher cost? 

Mr. SuHea. No. That i is where the regulatory “function comes into 
effect. You have that in other cases. You havea public utility com- 
pany which operates a coke plant. It sells gas to the community. 
It has byproducts of coke—oil, tar, and ammonia. The price of the 
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byproducts is on an open market proposition. But the State com- 
missions have regulated such a function very well for years. 

Mr. Youncer. It still would give to the producer a better chance 
to make an arbitrary disposition of those costs; would it not? 

Mr. Suea. It would give them a chance. That is why we have the 
FPC. 

Mr. Youncer. But if you had the chance—and all of the producers 
so far have testified that it will be an arbitrary adjustment 

Mr. Sura. Mr. Younger, I go back to my statement: I am not con- 
cerned about the price of gas going up. All I insist is that the same 
procedure for ee it up be used as the Natural Gas Act presently 
provides, and as applied to all other forms of utility service. 

Mr. Youncer. I am in a different position. I am concerned as a 
consumer of natural gas. I am as convinced as I can be that we will 
have a higher consumer price if you put it in as a utility, if you do 
not control oil. 

If you are going to control oil at the wellhead, then you may have 
some justification; but as a consumer, I would be sure to get a very 
high price of gas if you do not control the price of oil as a utility. 

That is all. 

Mr. WititaMs. Mr. Moss? 

Mr. Moss. No questions. 

Mr. Wituiams. Mr. Avery ? 

Mr. Avery. I would like to congratulate the witness on the state- 
ment he made. 

You know, the last opponent from Virginia we had before the 
committee, Mr. Shea, took about 30 minutes’ time of the committee. 
Then, when he got through, he conceded that he was testifying on a 
different bill than the one we were considering before the committee. 

At least your opposition has been germane to the legislation before 
the committee. 

I understood you to reply to Mr. Macdonald that if this bill passed, 
you would anticipate the price of natural gas would go up to a new 
level. 

Mr. Sura. That is correct. 

Mr. Avery. Then if we do not pass this bill, do you mean it will 
not goup? Do you want to leave that inference ? 

Mr. Sra. It does not follow. I fully expect it to go up, regulated 
or unregulated. 

Mr. Avery. I did not know you had put it in quite that frame of 
language. 

That is all, Mr. Chairman. 

Mr. Witii1ims. Mr. Moss passed. Mr. Loser has left the room 
temporarily. 

Mr. Alger? . 

Mr. Arcer. Mr. Shea, going back to your statement, your No. 1 
contention is that the conditions presently prevailing in the natural- 
gas industry demonstrate that it is getting along very well without 
the type of legislation which is contemplated by “HL. RB. 6790. 

Are you aware of the terrific amount of paperwork now entailed 
under the present operation for the pricing of gas where it is entirely 
controlled as a followup of the Phillips decision ! 

Mr. Sura. Lam quite aware of it. 
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Mr. Aucer. Are you also aware that that cost, whatever it is, of the 
paperwork and litigation, will be transferred on to the consumer? 

Mr. Suea. It will be, but it should not be? 

Mr. Axcer. It should not be ? 

Mr. Sura. In my opinion. 

Mr. Arcer. You think it can be absorbed ? 

Mr. Suea. I think the industry ought to pay for its own regulation. 

Mr. Aucer. Are you saying that it is not alw ays true that cost 
increases are transferred to the consumer 4 

Mr. Suea. Iam not saying that. I said 

Mr. Arcer. You would concede on they are ? 

Mr. Suea. They are. 

Mr. Arcer. They have been in the past. 

Mr. Suea. That is right. 

Mr. Atrcer. All right. 

If that is so, would you not say we have established, as of this 
moment, then, that the regulation automatically means higher prices 
to the consumer ? 

Mr. Suea. I do not agree with that, for this reason—and it goes 
back to my statement I made to the chairman—that I do not believe 
the FPC is required to regulate every producer in the United States 
by the Phillips decision. 

Mr. Acer. Then we are talking about degree. There is more 
paperwork under the Supreme C ourt decision present control of gas 
prices than before; is that not true? 

Do you know anything about the production of gas? 

Mr. Sura. I do. 

Mr. Aucer. In the field? 

Mr. Suea. I do. 

Mr. Aucer. Is there anything in your experience that leads you to 
believe gas production—at the wellhead, now, I am not talking about 
pipelines and the price in 1954, that leads you to believe that there 
were unwarranted price increases which, therefore, justified price 
control ? 

Mr. Suea. Yes;I do. It is difficult for me to present that now, Mr. 
Alger, but before this same committee last year we put in evidence to 
show that the cost of gas in the field that came to Virginia had gone up 
124 percent from 1950 to 1954. 

Mr. Aucrer. Would you put those records in again, then, at this time, 
so we can bring them up to date and study them ? 

Mr. Suea. Yes; I will be glad to. 


(The information referred to is as follows :) 








LYNciBURG GAs Co., 
Lynchburg, Va., June 4, 1957. 
Hon. OREN HARRIS, 
House of Representatives, Washington, D. C. 


Dear Sir: At page 2647 of the transcript of the hearings held to amend the 
Natural Gas Act, Congressman Alger asked me to furnish for the record the 
field cost of the natural gas transported to Virginia from 1950 to 1954 by the 
companies of the Columbia Gas system supplying this area and I am submitting 
such information below: 


Cents 
Average field price for the year 1950 7.31 


Average field price for the year 1954 14. 806 
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This information was taken from a detailed study of the annual reports of 
the companies to the Federal Power Commission for the respective years which 
transport gas from the southwest to the Columbia system market and which was 
attached to a letter dated April 30, 1955, to the late Honorable Percy Priest, 
chairman of the Committee on Interstate and Foreign Commerce, as a result of 
your questioning Mr. James O. Watts, Jr., who appeared in opposition to the 
Harris-Fulbright bill and is associated with this company. 

Trusting that this is the information which Congressman Alger requested, I am 

Respectfully yours, 


MicHAeL E. SHEA. 

Mr. Arcer. I would like to know if that control is warranted be- 

cause of the price increases? Maybe it is. 

Mr. Sura. I can only answer from my own experience. 

Mr. Axcer. I would not expect you to go further than that. And 
do you feel that, from what you know about gas production in the 
field, there was monopoly before 1954 in the production of gas, or do 
you feel it was a competitive endeavor ? 

Mr. Suea. I do not think the natural-gas business has been really 
competitive. That is disclosed in the FTC report, very completely. 

Mr. Arcer. But you did earlier admit that it was the intent of 
Congress, so far as you knew, prior to 1954, that the gas pricing at 
the wellhead should be exempted under the Natural Gas Act ? 

Mr. Suea. I did not say t that. Production should be excluded. 

Mr. Anger. Did you believe, then, since you refer to the Supreme 
Court decision—do you know that the Congress intended to exempt 

gas production and pricing from the Natural Gas Act? 

Mr. Suea. The Natural Gas Act very clearly states that it exempts 
production, but it does not say anything about prices. 

Mr. Arcer. That is true. Production. 

If you are going to compute costs, talking about increased costs to 
the consumer—you are for the least possible price for the consumer, 
I assume ? 

Mr. Sura. No, sir. 

Mr. Aucer. You are not? 

Mr. Sura. I am for the just and reasonable 

Mr. Aucer. You are not for the least possible price to the consumer / 

Mr. Suea. If it happens to be the just and reasonable one, if the 
lowest price does, yes. 

Mr. Acer. You are over my head, or maybe I am over my depth. 

Mr. Suea. Iam quoting the act. That is what it says. 

Mr. Atcer. All right, now. Can you figure any way for the FPC 
to compute the risk factor in order to set a price if you are going to 
use the utility rate where the cost is figured in? How would you 
compute rates; how would you suggest doing it, to compute the risk 
factor as a cost ? 

Mr. Suea. I think that is quite speculative, because I am not on the 
Commission, and I have no aspirations to be. But I will say this: I 
think the production of natural gas is susceptible to very accurate 
price regulation. 

Mr. Araer. How would you compute the risk factor ? 

Mr. Hare. To what? 

Mr. Arcer. To compute the risk factor. How would you compute 
the risk factor as a matter of cost in order to set a cost base? 

Mr. Sura. I do not think risk is an element of cost. 

Mr. Arcer. You do not think it is an element of producing gas? 


92196—57—pt. 2——--33 














1348 NATURAL GAS ACT 


Mr. Suea. Yes, but not of cost. 
Mr. Aucer. Not of cost? 
Mr. Suea. Until it has been 
Mr. Axcer. It is, certainly in price. You and I do not understand 
each other. Do you mean to say you do not think the risk factor in 
the production—that there is any risk factor in the production of 
as? 

Mr. Suea. Certainly, there is a risk. As a cost, there are a number 
of ways to treat it. Exploration and dry-hole expense could be 
sapitalized and established in the rate base, or it could be an expense, 
depending on the circumstances. 

Mr. Aucer. True. All right. This sounds very sensible. How 
are you going to evaluate it, by some percentage, this risk factor ? 

Mr. Suea. I do not think risk has a percentage factor. Dry hole, 
exploration expense, and such, if those were capitalized and put in the 
rate base, the factor is taken care of right there. 

Just like a utility company may make a mistake in judgment and 
make an investment in a plant that is outmoded in 2 or 3 years, it 
is still in the rate base. 

Mr. Acer. I do not comprehend you, but I will pass now, because 
I know my time is up. 

Thank you. 

Mr. Wituiams. Mr. Loser? 

Mr. Loser. No questions. 

Mr. Wuiuiams. Dr. Neal? 

Mr. Neat. On page 13 in the last paragraph of your quotation, 
where you say— 





The producers as well as the transmission companies will benefit in a big way 
from a more realistic valuation of their reserves 
I believe one of the witnesses likewise stated that the present value 
of those reserves was about 1 to 114 cents; that under this bill they 
would have the privilege of revaluating those reserves perhaps up to 
an 8-cent figure. 

Now, inasmuch as the purpose of this legislation is intended to 
protect the consumer, would you not say that an increased valuation 
of the reserves would be a great factor in increasing the consumer 
price ¢ 

Mr. Suea. Yes; I am sure that the witness you referred to said that 
last week, Mr. Hedrick. 

Mr. Neat. I believe it was Mr. Hedrick. 

Do you feel the opportunity given for the gas pipeline producers, 
or even the producers that are not connected with a pipeline, are 
entitled to an increase in price from 114 cents up to 7 or 8 cents at 
this particular time; and, if so, on what grounds? 

Mr. Suea. I previously stated my grounds, Dr. Neal. If the price 
of gas must go up, should go up by the same regulatory process that all 
other elements of utility service go up, and that is, justify the need. 

Mr. Neau. Well, do you think that the pipelines and the producers 
san justify the need for that much of an increase at this particular 
time ? 

Mr. Sura. I would not know, but I think they should be given the 
opportunity which the Natural Gas Act now affords. 








YW 


ice 


all 


BPs 
lar 


he 


NATURAL GAS ACT 1349 


Mr. Neav. The thing that strikes me is that this one feature of this 
proposed bill is injecting into the possibility of price increases to the 
consumer, an element that to me seems of greater benefit to them than 
anything I have been able to notice. I am not acquainted with these 
gas things. Of course, a lot of the details I am not familiar with 
at all. 

But when you consider that an increase of 1 cent or 114 or 2 cents 
in gas at the wellhead usually results in an increase to the consumer 
of far greater percentage than that, just where is the difficulty, why ts 
it that.a gas rate of 1 cent at the producer level has to reflect itself 
into the ultimate consumer’s price, it may be 5, 10, or 15 cents? 

Mr. Sua. I do not agree with that premise. 

Mr. Neat. You do not agree with that? 

Mr. Sea. No. 

Mr. Neat. Then do you agree or would you say that the ultimate 
reflection of price increase at the wellhead does not exceed that same 
rate when it is fixed on a consumer basis? 

Mr. Suea. That. depends on the circumstances. I can only answer 
in my own experience. I already said that the gas produced in Texas 
that comes to Virginia increased over 100 percent between 1950 and 
1954, and the cost of gas to my company increased, but the price at 
which the gas is sold to the public actually went down. 

Hr. Neau. That is in your own locality. 

Mr. Suea. That is right. 

Mr. Near. That is not the rule; is it? 

Mr. Sua. It could be. I do not know whether it is the rule. I 
do not know whether there is a rule that applies, Dr. Neal. I think 
it is a matter of management or circumstances that are not properly 
categoried or cannot be categoried. 

Mr. Neat. Of course, we understand that the local utility company 
which distributes gas has many problems to face, and a lot of elements 
of cost that perhaps are not clearly understood by the consuming 
public. 

But it would seem to me that as a general rule, the approximate in- 
crease to the consumer should not exceed that which is represented by 
the increase at the wellhead. Is there any reason 

Mr. WituraMs. I believe the time of the gentleman from West Vir- 
ginia has expired. 

Mr. Neau. Thank you. 

Mr. Witu1ams. Mr. Dingell, did you wish to interrogate the 
witness ? 

Mr. Drncetu. No questions at this time. 

Mr. Witurams. Mr. Hale? 

Mr. Harr. Mr. Shea, in exhibit 4, these earnings of various com- 
panies listed there have not been broken down into earnings from oil 
and earnings from gas; have they ? 

Mr. Sura. No. These were published in the annual reports of the 
companies. They do not break them down themselves. 

Mr. Hate. I do not think you understood my question. 

Take Humble Oil & Refining Co., which we heard a great deal about 
earlier in this session of Congress. That is a subsidiary of Standard 
Oil Company of New Jersey. The fact that it earned 11 cents more in 
1956 than it did in 1955 does not mean much unless you know whether 
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it earned it from oil or earned it from gas. There is no breakdown 
here to show what these earnings come from. 

Mr. Sua. I repeat, Mr. Hale, I took the reports that the companies 
made. 

Mr. Hare. What is that? 

Mr. Sura, I took the figures from the reports that the companies 
made, and they did not make a segregation between gas earnings and 
oil earnings. 

Mr. Hate. I appreciate that they did not, but unless you give figures 
which show earnings from gas, what earthly significance do these 
figures have? 

Mr. Suea. I think they have a very striking significance. This is 
21% years of regulation under the Phillips decision, and it has not 
adversely affected 

Mr. Hate. Yes; but their gas business is only a small part of their 
total business. 

Mr. Suea. I do not know what part of their business it is, and I 
think it is irrelevant what part it is. I pointed out here this is 
21% years of the regulation of the 30 largest gas companies under the 
Phillips decision, and I say that they have not been adversely affected 
financially ? 

Mr. Hate. Well, maybe they 

Mr. Sua. That is as far as my conclusion goes. 

Mr. Hate. Maybe they are gas companies, but they are also oil 
companies. How do you know what these earnings come from? 

Mr. Suea. I do not think it makes any difference. These are cor- 
porations which have the money to spend on either oil or gas, and 
their earnings have not been adversely affected by the regulation 
under the Phillips decision. That is as far as my contention or rep- 
resentation goes. 

Mr. Hate. Their earnings from gas may have been adversely af- 
fected, for all we know. We do not know anything about it. 

Mr. Sue. I know what their financial reports show. 

Mr. Hate. If you want to show, if you want to establish, anything 
about the effect of the Phillips decision, you ought to show what the 
earnings from their gas business have been. 

Mr. Suea. I could not show it, and I do not purport to. 

Mr. Hate. What is the significance of exhibit 5 of your statement? 

Mr. Suea. I did not understand the question. 

Mr. Witiiams. The question was: What is the significance of exhibit 
5 in your statement? 

Mr. Suea. Well, on page 13, I described the significance that it has, 
and that is all that it has. 

Mr. Hate. April 10, the day we started hearings on this bill—— 

Mr. Suea. It was the day the bill was introduced. 

Mr. Hate (continuing). The day the bill was introduced, prices of 
gas companies advanced on that day. 

Now, you are perfectly satisfied with the present situation under the 
Phillips decision ? 

Mr. Suea. No; I am not. 

Mr. Hatz. But you do not want any legislation. 

Mr. Suea, To weaken the Natural Gas Act; yes. 

Mr. Hare. What? 
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Mr. Suna. I do not—I am not in favor of any legislation——— 

Mr. Hare. Any new legislation. 

Mr. Suea (continuing). Any new legislation to weaken the Natural 
Gas Act. 

Mr. Hate. If you are not satisfied with the present situation and you 
do not want any new legislation, what do you want? 

Mr. Sura. My dissatisfaction is in one particular area, and I have 
repeated it a number of times, Mr. Hale: That I think the Federal 
Power Commission, in its administrative approach to the problem, has 
gone way beyond the requirements of the Phillips decision. 

Mr- Hare. Well, spell that out a little, will you? I do not know 
what you mean by “way beyond the requirements of the Phillips 
decision. 

Mr. Sua. I said this, and will repeat it again at the expense of 
repetition: That the Phillips decision never required the Federal 
Power Commission to go to the bottom of ev ery gas W ell and the safe- 
deposit box of every royalty owner, and that is virtually what it has 
done. 

Mr. Hare. You puzzle me. You say—I cannot put my finger on it 
right now, but you say somewhere in your statement, if I understood 
you, that there is nothing i in the Phillips decision which requires the 
Federal Power Commission to regulate producers of natural gas as 
public utilities, 

Mr. Suwa. That is right; I say that. 

Mr. Hare. You did say that; did you not? 

Mr. Suxa. I do not know whether I did, but I will say it now. 

Mr. Hare. Do you think they should be regulated as public utilities? 

Mr. Suna. Well, they are not regulated as public utilities. There 
is nothing in the Natural Gas Act that uses the term “public utilities.” 

Mr. Hate. You think they should be regulated as public utilities? 

Mr. Suea. I think they should be regulated as the Natural Gas 
Act is written and intended to be, and they should be regulated as 
natural-gas companies. 

Mr. Harz. Well, there are lots of differences of opinion about what 
the Natural Gas Act did intend. The Supreme Court said one thing, 
which was contrary to what a lot of people thought. 

Mr. Wit1iams. The time of the gentleman from Maine has expired. 

We will now proceed on the second round. Mr. O'Hara? 

Mr. O’Hara. Mr. Shea, what do you get, as a distributing company, 
for your gas per thousand cubic feet? 

Mr. Sura. Duri ing the year 1956, it amounted to $1.26 per thousand 
cubic feet sold. 

Mr. O'Hara. What does your gas cost you per thousand cubic feet ? 

Mr. Sura. For the same year, 58.4 cents. 

Mr. O'Hara. Fifty-eight from the pipeline ? 

Mr. Suna. At the measuring station. 

Mr. O'Hara. Fifty-eight point, what was that / 

Mr. Sura. F ifty eight point four. 

Mr. O’FLara. In other words, you pay your distributor 58.4 cents 
per thousand cubic feet. 

What is the cost of the distribution, then? I do not have a pen- 
cil there this morning, so what do you get for distributing ? 

Mr. Suea. You mean the difference between $1.26 and 58.4. 
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Mr. O’Hara. And you are regulated by the Public Utilities Com- 
mission of Virginia ? 

Mr. Suea. Of Virginia. 

Mr. O’Hara. Now, this meeting that you attended on October 18, 
1956, which I believe you stated to Mr. Macdonald in reference to 
the exhibits that were produced, is the list of persons there attached to 
the so-called memorandum of meeting, is that a complete list, so far 
as you know, of the persons attending that meeting ? 

Mr. Sua. I would not know. My memory is not as good as that to 
October 18. I do not recall who was there. 

Mr. O’Hara. Largely, they were representatives of gas distributing 
companies, were they not? As I look through the list, they seem to 


Mr. Sura. Yes. That is the membership, largely the membership, 
of the Council of Local Gas Companies, which is made up almost 
entirely of distributing companies. 

Mr. O’Hara. Well, hastily looking through it, I did not want to 
be unfair, it appeared to me the list were all members of the distrib- 
uting companies, and I did not want to unfairly qualify it. 

Mr. Suea. I think that is generally so. 

Mr. O’Hara. Now, there was considerable discussion and fear ex- 
pressed by some of the distributors as a concern that they entertained, 
at least, over the supply situation being critical; that is, I suppose, 
in the immediate future, not necessarily at that hour, but in the 
immediate future. 

And I notice reference to that on page 3 of the memorandum, 
so that I may call it to your attention, in which Mr. Dougherty ex- 
pressed himself as it being his feeling that the supply situation was 
critical. 

Was that expressed by anyone else there, or was there any general 
discussion of that fact, Mr. Shea? 

Mr. Suea. I do not recall, although I may have said, as I now 
feel, that I do not share Mr. Dougherty’s point of view. 

Mr. O’Hara. Well, Mr. Dougherty represents some very large dis- 
tributing companies, does he not? 

Mr. Suea. That I know. 

Mr. O’Hara. This, I would assume, was a meeting because there 
was concern over the fact that the Harris bill had been vetoed, and 
there was concern expressed by the various segments of the industry 
as to the future, and what, if anything, should be done; is that not a 
fair statement, Mr. Shea ? 

Mr. Suea. I do not think it is. 

Mr. O’Hara. What was it, then ? 

Mr. Sura. Well, the purpose of this meeting, as it says, was to con- 
sider a first draft or a second draft, or some draft, of what was known 
as compromise legislation. I was among the group who expressed 
their opinion at this meeting that there was no need for such legisla- 
tion. 

Mr. O’Hara. You were one of the few who did take that viewpoint 
at that meeting, were you not? 

Mr. Suea. Well, it was a minority, but a very vocal one. 

Mr. O’Hara. I would agree to that, very vocal. 
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But generally among the producers or the distributors, I should 
say, generally among the distributors there was considerable concern 
over the problem which was still to be met in the future; is that a fair 
statement ? 

Mr. Sua. No, I do not think it is. The only concern expressed, 
according to these minutes, was by Mr. Dougherty. 

Mr. O’Hara. What were they all there for? 

Mr. Suga. To consider the legislation. 

Mr. O’Hara. Proposed legislation ? 

Mr. Suea. Proposed legislation, the compromise—— 

Mr. O’Hara. There had not been any bill introduced. It was a 
statement of policies or principles, whatever it was called, that the 
gas industry across the board felt should be given consideration, and 
there was no attempt, was there, to eliminate producers or any seg- 
ment of the industry at these various meetings ? 

Mr. Suea. I consider Mr. Dougherty a producer, representing a 
producer. 

Mr. O’Hara. Well, he probably has a dual capacity. He probably 
represents producers, and he certainly also represents very important 
distributors, does he not ? 

Mr. Suea. It depends on what you mean by “important.” 

Mr. O’Hara. Well, let’s not quibble about it. He represents some 
very heavy distributors, does he not ? 

Mr. Sura. Yes, I think he does. I might point out there were 29 
gas companies represented here, or approximately, distributing com- 
panies, and there are over 400 such companies in the United States. 

Mr. O’Hara. Well, I gather from the memorandum that the notice 
was rather short, was it not, I mean the notice of the meeting was 
not of very long duration, and perhaps there were some who would 
have come if they had had more time to come; is that a fair state- 
ment ? 

Mr. Suea. I do not know about that. 

Mr. O’Hara. You attended several meetings, as I understand it, 
Mr. Shea. 

Mr. Suea. I did. 

Mr. O'Hara. And in those meetings as they went along, do you re- 
call the dates of them ? 

Mr. Sura. I have a file here, if you want to burden the record, I 
can go back and show every meeting. 

Mr. O'Hara. I am just asking you if you can tell me some of the 
dates you attended the meetings. 

Mr. Suea. Well, here I was at the meeting of October 8, and here is 
a meeting referred to of October 9, all of these are 1956. 

Mr. O’Hara. Were there any meetings in November that you at- 
tended ? 

Mr. Suea. I might say that I became so disgusted with the approach 
of this group to legislation that I did not attend any more meetings; 
and each time I receive a notice, I sent a wire back stating that—each 
notice usually had a copy of the proposed amendments to the Natural 
Gas Act as they evolved, and I eae send a wire saying I could not 
be there, but I wanted the minutes to show that I objected to the pro- 
posed amendments to the act. 
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Mr. O’Hara. You did that from the start, you did not want to do 
anything from the start; is that not right? I mean, you did not want 
any amendments to the Phillips decision and the Natural Gas Act. 
This shows certainly in the meeting of October 18, according to the 
memorandum. 

Mr. Suea. I would not say that is a fair statement. I did not want 
these particular amendments. 

Mr. O’Hara. Did you suggest any amendments? 

Mr. Suea. No. I was not given—I was not asked to suggest any. 

Mr. O’Hara. Do you suggest any amendments at this hour, Mr. 
Shea ? 

Mr. Sura. Yes. The only suggestion I would have to amend the 
Natural Gas Act is to permit the Commission to make what I would 
term a quantitative exemption of producers. 

Mr. O’Hara. What do you mean by that? 

Mr. Suea. By size, by their importance to the overall natural-gas 
industry. 

Mr. O’Hara. You think that would be a good idea ? 

Mr. Suea. I think it would be a good idea, if the Federal Power 
Commission had the administrative latitude to do it. 

Mr. O’Hara. But you opposed the Harris bill which exempted them 
last time, did you not? 

Mr. Suea. Yes. 

Mr. O’Hara. You opposed that then. 

Mr. Suwa. That is right. 

Mr. O’Hara. So did the authors of some of the bills who do what 
you ask to do; they opposed the exemption of it; is that not true? 

Mr. Suma. Yes. But there is a difference between administrative 
action and legislative action. 

Mr. O’Hara. What is the difference? 

Mr. Suea. Congress passes the law which would enable the Federal 
Power Commission, in its judgment, to make exemptions by quanti- 
tative importance. If the Congress passed a law that required the 
Federal Power Commission to make such exemptions, it would limit 
the control, because the conditions are changed, and it takes a long 
time to get legislation through. 

Mr. O’Hara. Do you consider the economic hardships that might 
result to those people under such an exemption? Do you recognize 
anything wrong about it? 

Mr. Sura. No, I have not specified any exemptions, just a quanti- 
tative one. 

Mr. O’Hara. How high would you go? 

Mr. Suea. I would not know. I am not that familiar with the num- 
ber of gas companies. There are varying amounts stated. I think it 
could be very easily determined. 

Mr. O'Hara. That is all. 

Mr. Wiii1ams. Mr. Macdonald? 

Mr. Macponap. Mr. Shea, at the time Mr. Dougherty discussed his 
fear of running out of supplies at that meeting, did you know that his 
own company pointed out in a speech to industrial analysts that its 
gas reserves at the end of 1956 were nearly 238 trillion cubic feet, 
equal to 22 years’ supply at that year’s rate of consumption, and he 


pointed out that that was in contrast to 12 or 13 years’ supply of re- 
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serves which for years had been considered adequate by that highly 
successful industry ? 

And did you know at the time he expressed his interest in reserves 
that he had tied up—I have already put in the record, which I will 
not clutter the record any further with—reserves for his company, 
the Consolidated Natural Gas Co., which would last them for years 
and years and years and years, with new supplies coming in through 
Mexico and Canada ? 

Mr. Suxa. Was I aware of his statement? No, I was not. 

Mr. Macponap. If you had, it certainly would have been a very 
destructive argument against his so-called concern with reserves, I feel 
sure. 

At the time he discussed the supply situation, did he not also in- 
dicate that cost would be a desirable item from the point of view of 
ihe distributors? 

Mr. Suea. I do not recall that, Mr. Macdonald. 

Mr. Macponap. If you look at page 3 of the minutes of the mem- 
bership meeting held on October 18, at which you were recorded as 
present, you will see that the minutes reveal that he stated that while 
costs would be a desirable item in the criteria, he feels it would be 
unrealistic to expect to get it. 

Now I ask you, did you feel, in hearing him say this, that the pro- 
ducers would insist and go down the line for one thing, and one thing 
only, or otherwise they would not join the other segments of the in- 
dustry, and that would be a prohibition of the Federal Power Com- 
mission to prevent it from taking into consideration costs in estab- 
lishing the price that you would have to pay for their gas? 

Mr. Sura. Apparently that is what he had in maledh as shown on 
page 3. But, Mr. Macdonald, I do not recall him having said that or 
expounding it, but there was a lot went on at that meeting. 

Mr. Macponaxp. Yes, sir. But from your extensive knowledge in 
this field, do you not know, as a matter of fact, that the main thing the 
producers are interested in is to have this prohibition put on the 
Federal Power Commission to prevent it from looking at the cost of 
production of gas in establishing rates to distributors and consumers 4 

Mr. Sue. I presume that to be so. 

Mr. Macponatp. As a matter of fact, has it not been said over and 
over that the producers would not go along with any bill which did 
not entail this prohibition ? 

Mr. Suea. That I do not know to be a certainty. 

Mr. Macponatp. From your point of view as a distributor, in 
your endeavor to protect your own business—because I suppose you, 
too, could get priced out of the market as we are being priced out 
of the market up in New England—do you not feel sure that if the 
prohibition against looking at costs is entailed in any natural-gas 
legislation, that the price of gas to your consumer will increase? 

Mr. Snea. Yes, I think so; and that is what I had in mind when 
TI said that it puts the Federal Power Commission in a regulatory 
straitjacket. 

Mr. Macponatp. While we are upon the go-around you had con- 
cerning the Phillips decision, and the matter of rates allowable under 
the decision, is it not true that in the Phillips decision they gave 
them a 17-percent return ? 
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Mr. Sura. I think that was part of the rate-case proceeding. I 
do not think it is referred to in the Court decision. 

Mr. Macponatp. What is your return as a distributing company ? 

Mr. Sue. Last year it was 6.23 percent. 

Mr. Macponaup. Do you feel there is anything unfair about a 
system which will permit a rate of return up to 17 percent when 
the so-called public utility only gets 6 percent? 

Mr. Suea. Well, I would say that 17 compared to 6 is high, but 


I do not know how unreasonable it is. That would be a matter for 
each case. 


Mr. Macponap. Right, sir. 
To go back a little into the background as we started to take up 


in the 5-minute go-around, you’say this council was formed to help 
defeat the Harris bill in 1954 or 1955. 


Mr. Suea. That is correct. 

Mr. Macponatp. Was Mr. Heyke, who is president of the Brooklyn 
Union Gas Co., very active in the formation of this group? 

Mr. Sura. I think he became president of it. I do not know 
exactly how I was approached, but somebody called me or wrote 
me and told me that this organization was being formed, and they 
opened an office here in Washington, which I visited a number of 
times, and they told me on what basis membership was open, so I 
joined. And some of my associates appeared before this committee 
in expressing objections to the bill. 

Mr. Macponaxp. At that time, the company group was about 40 
companies, was it not, that formed this group ? 

Mr. Suga. I really do not know. 

Mr. Macponatp. And they were dedicated to killing any bill which 
would free gas producers from public-utility regulation ? 

Mr. Suea. I do not know whether it amounted to a dedication, but 
at least that was the stated purpose of it. 

Mr. Macponaxp. During that time, Mr. Heyke argued very strongly 
and very successfully, too, did he not, that it was not proper to allow 
pipeline companies who were also gas producers to charge “a reason- 
able market price”? That this price was arrived at by merely taking 
on the recently most contracted price in the field ¢ 

Mr. Sea. I do not know whether he did, as a matter of fact, 
or not. 

Mr. Macponap. Have you ever read an article in the Oil and Gas 
Journal entitled “The Case Against the Harris Bill,” which was 
written by a Paul Swain in an interview with Brooklyn Union’s John 
Heyke? 

Mr. Sra. I think I have seen it several years ago. 

Mr. Macponatp. Unfortunately, Mr. Heyke, who was scheduled 
to apear here—and I was reserving many of these questions for Mr. 
Heyke—but it appears that he is not going to be heard from or be 
subject to examination, and I understand that you cannot know exactly 
everything that Mr. Heyke has said, but I was wondering if it was 
common knowledge in the industry that Mr. Heyke had led the attack 
against the Harris bill on the basis of not having the costs of gas taken 
into rate factors. 

Mr. Sura. That I do not know, Mr. Macdonald. The only thing 
I know for a certainty is that Mr. Heyke testified before the McClel- 
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lan committee that he had gone to see Sherman Adams about having 
this bill vetoed. This is the only thing I recall about Mr. Heyke’s 
activities. 

Mr. Macponaxp. I would certainly like an opportunity to talk to 
Mr. Heyke, question Mr. Heyke, because he reversed his position on 
what was called in PT-boat maneuvers as a 180° turn. 

Can you tell us in a general way, Mr. Shea, when you first heard of 
a so-called memorandum of principles as established by certain gen- 
tlemen in the three segments of the industry ? 

Mr. Suea. I cannot, Mr. Macdonald. I had lost contact with the 
Council of Local Gas Companies and its efforts beginning last fall, 
and while I have a file here, it is not in very good order. 

There were notices of meetings, and I am not as well informed on 
the Council of Local Gas Companies or its demise, which just occurred, 
as I might be. 

Mr. Macponaip. Do you recall them taking up the so-called state- 
ment of principles at any meeting which you attended ? 

Mr. Suea. Yes. The meeting of October 18 had this reference to 
the meeting of October 9 which was held by two committees, or a com- 
mittee appointed by the distributors and the producers to draft such 
legislation. 

Mr. Macponatp. That committee consisted of John Heyke, Don 
Luce, William Dougherty, Charles H. Murphy, Frank Prior, Charl- 
ton Lyons, Sr., Leslie Fournier, Wilbur Heard, and Herman Pressler, 
did it not? 

Mr. Suea. That is what my copy shows. 

Mr. Macponatp. Did they come up with a memorandum which 
specified a yardstick or criterion for the Commission to use in review- 
ing the prices or price increases referred to, the yardstick being the 
reasonable market price? 

Mr. Sue. That is here on page 2; yes. 

Mr. Macponautp. And that they stated in the first paragraph that in 
determining the reasonable market price, the following principles 
shall control: 

The Commission shall recognize the fact that natural gas is a commodity and 
shall not consider cost or use the public utility rate base cost-of-service concept 
or formula. 

Mr. Sura. That is what it says. 

Mr. Macponaup. Were you there, sir? 

Mr. Suea. Yes, I was there. 

Mr. Macponap. Well, did they do that? Was this presented to 
you? 

Mr. Sea. At this meeting, as I recall, Mr. Heyke read the memo- 
randum which is marked “in re meeting of October 9,” he read it to 
everybody there. A number of attempts, as I recall, were made to pre- 
vent him from reading it until we had a more thorough discussion of 
the background. I was one of them who asked that we discuss it 
before we 

Mr. Macponatp. Who presided ¢ 

Mr. Heserron. Will my colleague yield for a parlimentary inquiry ? 

I just inquired of the clerk whether Mr. Heyke had testified, Mr. 
Chairman, and he said he has filed a statement. It occurs to me that 
this matter is of sufficient importance so that Mr. Heyke should be 
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requested to appear here and testify orally and submit himself to 
examination. 

I do not know that I have encountered a similar situation in my 
few years here in Congress, but certainly the testimony this morning 
seems to me will leave a complete gap in our record if Mr. Heyke is 
not requested to be here to testify. 

I, therefore, formally request that Mr. Heyke ‘be issued an invi- 
tation to come here and to testify. It may take another day, but 
I cannot believe that 24 hours will make any great difference. 

I might add this: that over the weekend I was reminded that while 
Mr. LeBoeuf was testifying, reference was made to the Niagara 
Mohawk Power Co., if I am correct in the name, and I then sub- 
mitted a request to the acting chairman at that time that the Niagara 
Mohawk Co. be invited to appear, because it appeared from Mr. 
LeBoeuf’s testimony that they had not joined in the statement of 
principles, although they were previously associated with the group 
Mr. Shea has mentioned. 

My recollection is that the acting chairman felt that should be 
determined in executive session. Maybe I am wrong about that. 

I think in view of the fact that the testimony seems to be pertinent, 
certainly, and seems to be important, that both Mr. Heyke, represent- 
ing the Brooklyn Union Gas Co., and apparently as a leader in these 
discussions, and a proper representative of the Niagara Mohawk Co., 
be requested to come here and testify before the committee. 

Mr. Wiiu1AMs. Are you requesting the Chair to do that? 

Mr. Hesettron. I am requesting the Chair. 

Mr. Wu1AMs I am informed that the chairman of the committee 
ruled on that issue the other day. Is that right? 

Mr. O’Hara. That is right. 

Mr. Witu1aMs. I was not present at that meeting. 

Mr. Hesetton. Mr. Flynt was in the chair. 

Mr. O’Hara. Let us get it separated. The first one Mr. Macdonald 
had asked about, Mr. Heyke, the chairman, Mr. Harris, informed 
the gentleman that he had filed his statement, that he was here, had 
been here for some days—— 

Mr. Macponaxp. Right. 

Mr. O’Hara. And if the gentleman from Massachusetts wanted 
to submit some questions to Mr. Heyke in writing, that he would see 
about it, something like that. 

Mr. Macponaup. He also said I could enjoy a conversation with 
him in my office, which I do not think would clear up the record very 
much. 

But the only reason I am getting into this—— 

Mr. O’Hara. The chairman was here and ruled specifically on 
the first point. 

Mr. Macpvonap. He did not rule. 

Mr. Heserron. I was not present at that time, but I will take my 
friend’s recollection. 

However, there is a parliamentary inquiry I would like to submit, 
whether Mr. Heyke should be requested to appear before this commit- 
tee and testify orally, and to submit himself to examination by mem- 
bers of the committee. 
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Mr. Witu1aMs. The present occupant of the chair is of the impres- 
sion that that request should be propounded in executive session for 
consideration, and I do not feel that it would be proper for me to 
entertain the request here. I think the gentleman would be perfectly 
within his rights to request that the Chair hold an executive session 
for the purpose of making that determination, but I would also request 
that he do so when the chairman of the committee is in the chair. 

Mr. Heserton. All right, I will defer it until the chairman is pres- 
ent, and I will also defer the other matter, because I think the ruling 
should apply to it. 

Mr. Macpvonatp. Where were we, Mr. Shea? 

Mr. Suea. The question you asked me was, Who presided at the 
meeting? Mr. Heyke presided. 

Mr. Macponatp. Mr. Heyke presided. Did Mr. Heyke send out 
the invitations, as well? 

Mr. Suea. I do not recall that. 

Mr. Macponarp. I am curious to find out how these invitations 
were sent, because everybody seems to have a stroke of lack of memory 
when we come to try to find out how anybody got invited to these 
meetings. 


Mr. Suea. I have a notice here dated February 8, 1957, which says: 


A membership meeting of the Council of Local Gas Companies, Thursday, 
February 21, 1957, at 10:30 a. m., at the Crystal Room of the Plaza Hotel, 5th 
Avenue and 59th Street, New York City. 

Mr. Donald Luce, as vice chairman of the council, has called this meeting 
to discuss, among other things, selection of a new chairman to take the place 
of Mr. John E. Heyke, who has resigned. In addition, it will be necessary to 
select a treasurer and a vice chairman, as the incumbents feel they would like 
to be replaced. 


Do you want me to read all of this? This happens to be a notice of 
the meeting. I did not attend the meeting. 

Mr. Macponap. At least it is the first solid invitation we have got 
on the record, anyway. 

Mr. Suea (reading) : 

Enclosed is the final draft of the proposed amendments to the Natural Gas 
Act which have been worked out by the negotiations between certain distribution 
and certain producing companies. It should be reemphasized that this proposed 
legislation is not the result of council activity, but as this draft has been or 
soon will be distributed to certain pipeline and producer companies, we felt you 
should have a copy and would want to discuss it at the meeting of February 21. 

Mr. Luce has asked me to emphasize the importance of this meeting and to 
urge your attendance. Please let me know as soon as possible the names of 
the people in your organization who will attend, and if you will be able to stay 
for lunch. 

Mr. Macponarp. Who signed it? 

Mr. Sura. Wed Himsworth. 

Mr. Macponatp. Who is he? 

Mr. Sura. I think he is on the executive staff of the Brooklyn Union 
Gas Co. j 

Mr. Macpona.p. Is he the executive or administrative assistant to 
Mr. Heyke? 

Mr. Supa. I do not know for a faet. 

Mr. Macponatp. At the meeting you attended, Mr. Heyke presided.,, 
is that correct ? 
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Mr. Suea. That is right, sir. 

Mr. Macponatp. Was it Mr. Heyke who introduced the so-called 
memorandum of principles? 

Mr. Sua. He read it. 

Mr. Macponaip. Was there discussion of the memorandum, section 
by section ? 

Mr. Suea. Yes, there was considerable discussion. 

Mr. Macponatp. Where did the dissent center, or dissents ? 

Mr. Suea. I cannot recall that with any accuracy; only my own 
dissent. 

Mr. Macponatp. On what ground did you dissent ? 

Mr. Sua. I dissented on the grounds that this was a very definite 
weakening of the Natural Gas Ac t, and that Mr.—Mr. Mac ‘donald, I 
cannot forget why the Natural Gas Act was enacted in the first plac e, 
and that leads me to my position that it should not be weakened, anid 
this is obviously an attempt to weaken it. 

Mr. Macponatp. Yes, sir. 

Before we leave your statements about the Natural Gas Act, I take 
it that your quantitative cutoff would encompass the Macdonald bill, 
so-called Macdonald bill? 

Mr. Sura. It may or it may not. 

Mr. Macponaxrp. You do not, then, take a position at this time on 
that ? 

Mr. Suea. As to what quantitative determination should be made? 

Mr. Macponap. Yes. 

Mr. Suea. I do not. 

Mr. Macponaxp. I see that on page 4 you were heard from, in which 
it said that Mr. Shea felt that you could live with the status quo, and 
that new legislation is not a must. 

This next thing interests me very much, because it is the first con- 
crete sign that I see, this matter when you said that you felt that the 
Republic: in policy committee is not committed to this new legislation, 
and you observed that the Federal Power Commission members are 
subject to change. 

I was very interested in that, if you would care to comment on that 
statement you made at this meeting. Had you been given assurances 
by the administration that they would back such a bill, or had it been 
inferred only ? 

Mr. Suea. Is your question directed to whether we could live with 
this status quo? 

Mr. Macponatp. No. Your feeling that the Republican policy 
committee was not committed to this new legislation. 

Mr. Suea. Well, I discussed it 

Mr. Macponap. Excuse me. 

Mr. Suea. I discussed it with a member of the Republican policy 
committee. 

Mr. Macponatp. But was any Republican policy committee mem- 
ber at this meeting ? 

Mr. Sura. No, but I was aware of the attempts to develop this 
amendatory legislation for a long time. 

Mr. Macponarp. Had the administration evidenced its interest to 
any degree ? 
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Mr. Suma. I think in the veto message, in the budget message, it is 
fairly well set out, the position of the : administration. — 
Mr. Macponaup. As I recall the veto message, it merely said that 


the arrogant lobby was responsible for the veto. It did not mention 
anything about new legislation, Mr. Shea. 


Mr. Suea. I have the veto message here. 

Mr. Macponaxp. Yes, sir. I have it, too. But the veto message 
does not mention any new legislation that I can see. And I am talk- 
ing about the “arrogant oil lobby”; I am not saying it, I am just 
merely quoting the language by whic h he vetoed it. 


Mr. Sura. Here is what the President said in the last paragraph of 
his veto message: 


I feel that any new legislation, in addition to furthering the long-term interest 
of consumers in plentiful supplies of gas, should include specific language pro- 


tecting the consumers in their right to fair prices. 

Mr. Macponatp. Yes, sir. That talks about any new legislation. 
But it does not mention, it does not refer to, any specific legislation 
which was being ¢ ‘onsidered at this meeting. 

Mr. Sura. That is right. 

Mr. Macponaup. Had anybody in the administration indicated to 
the gas industry that if the three segments would get together to 
come out with a bill, the administration would not oppose such a bill? 

Mr. Sitna, Not in my presence or not to my knowledge. 

Mr. Macponatp. Was it discussed at these meetings that the ad- 
ministration was favorably disposed to having a new gas bill? 

Mr. Suea. Not at any meeting which I attended. 

Mr. Macponatp. Well, sir, I notice further along in these minutes 
that Mr. Kuykendall is injecting himself, and at page 1 of the minutes 


it states that the Chairman of the Federal Power Commission, which 
is Mr. Kuykendall— 


would appreciate knowing any principles agreed upon before he makes his 
report to the Bureau of the Budget sometime in November. 


That is sometime prior to the elections. 

Why would the Federal Power Commission, the Chairman of the 
Federal Power Commission, be so interested in having the gas indus- 
try come up with these principles before November ? 

Mr. Suea. I wouldn’t know, Mr. Macdonald. 

Mr. Macponap. It is true he did evidence his interest; is it not? 

Mr. Suea. According to these mintues. 

Mr. Drneett. Are you reading from the minutes at that point? 

Mr. Macponarp. Yes. 

Mr. Dincett. Mr. Chairman, I want to join in the motion that our 
colleague, Mr. Heselton, made, and I think not only should we have 
Mr. Heyke back on this point, but we ought to have the Chairman of 


the Federal Power Commission down here to explain why he was 
writing a letter of that sort. 


Mr. O’Hara. He did not say he wrote a letter. 

Mr. Dinceti. Then to explain why he would indicate such a posi- 
tion to Mr. Heyke. 

The CuaiMman (presiding). Has the gentleman from Massaclhu- 
setts any further questions of this witness? 

Mr. Macvonap. I just yielded to Mr. Dingell. 


eae 
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Mr. Dineetu. I said, Mr. Chairman, we ought to have not only Mr. 
Heyke down here to explain this, but the Chairman of the Federal 
Power Commission. 

The Cuarmran. The Chairman of the Federal Power Commission 
has been before the committee. 

The chairman announced the program early last week. It was not 
objected to, but generally approved. We have carried that program 
out thus far, and this week we are giving the ones who did not get 
here the week before last, an opportunity to be heard, and that is the 
program of the committee. 

Mr. Drncety. | appreciate that, Mr. Chairman, but I also under- 
stood the Chairman of the Federal Power Commission was coming 
back here. Am I correct in my understanding on that? 

The Cuarrman. I do not know. .The gentleman might have under- 
stood it, but the Chair has no information as to whether or not the 
Chairman of the Federal Power Commission should come back. He 
announced or he advised the committee at the time he concluded his 
statement he would be here all the time subject to the wishes of the 
committee, and would be glad to give the committee the benefit of any 
information that the Commission could supply. 

Mr. Drncetx. Then I am to infer from that that the Chairman of 
the Federal Power Commission would be willing to come back here 
if asked by the committee ? 

The CuAtrman. The Chairman of the Federal Power Commission 
said he was standing by, subject to whatever the committee wanted 
of him. 

Mr. Dincext. I would certainly like him to come back, just speaking 
as one member of the committee. 

(Discussion off the record.) 

The Cuatrman. The committee will adjourn until 10 o’clock in the 
morning. 

(Whereupon, at 12: 10 p. m., the committee adjourned, to reconvene 
at 10 a.m. Tuesday, May 28, 1957.) 
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TUESDAY, MAY 28, 1957 


Hovst or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND Foreign COMMERCE, 
Washington, D.C. 


The committee met, pursuant to recess, at 10 a. m., in room 1334, 


New House Office Building, Hon. Oren Harris (chairman) presiding. 

The Carman. Let the committee come to order. 

At this time it is necessary to adjust the schedule this morning, 
and we will ask the understanding and cooperation of the committee. 

I realize how important it is to make a record to get all of the in- 
formation we can. I know everyone can to some extent sympathize 
with me when I try to accommodate the people who come from all over 
the country insofar as it is possible to ac so, realizing, of course, the 
right of every member of the committee to interrogate the witnesses. 

I promised Mr. Farnand several days ago—from Minneapolis— 
we would make every possible effort to get to him today. Mr. Far- 
nand has been here for some time. He is available to present his 
views on this legislation. 

So I am, with the indulgence of the committee, going to ask Mr. 
Shea if he will step aside and ask Mr. Farnand of Minneapolis, of the 
Minneapolis Gas Co., to come forward. 

Is he here? 

Mr. Farnanp. Iam here. 1am perfectly willing to have you con- 
tinue with Mr. Shea. 

The Cuamman. We stop today at 12 o’clock. We will have to go 
to the House because the appropriations bill for defense will be under 
the 5-minute rule and we will not be able to sit this afternoon. And, 
therefore, if we do not follow this procedure I am afraid you will 
be put to more inconvenience. 

At the same time, Mr. Reese is here from the city of Detroit, who 
has a short statement. And Mr. Reese, we will let you present your 
statement under the same circumstances, and ask you and Mr. Farnand 
to present your statements. 

We will let Mr. Shea come back in order that he may continue with 
his statement in response to the questions that are to be asked. 

Mr. Farnand, Mr. O’Hara, our Tr, is from your own State 
and is a member of this committee, and I am sure is anxious for your 


appearance and attendance here. , 
1363 
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STATEMENT OF P. L. FARNAND, ATTORNEY, MINNEAPOLIS GAS 
CO., MINNEAPOLIS, MINN. 


Mr. Farnanp. Thank you, Mr. Chairman, and thank you, Mr. 
O’Hara for your kindness and consideration. I appreciate the oppor- 
tunity of being here, and adding a few thoughts for the presentation 
to and consideration of the members of this committee. 

My name is P. L. Farnand. I am attorney at 410 Roanoke Build- 
ing, Minneapolis, and I represent the Minneapolis Gas Co. of that 
city. 

I am also appearing today on behalf of the Metropolitan Utilities 
District of Omaha, Nebr.; the Municipal Gas Board of Coon Rapids, 
and Sioux Center and Harlan, Iowa; the Iowa Public Service Co.; 
the Council Bluffs Gas Co., Council Bluffs, lowa; the lowa Power & 
Light Co., of Des Moines, Iowa; the Austin Municipal Gas Board, 
of Austin, Minn.; the Iowa Electric Light & Power Co., of Cedar 
Rapids, Iowa. 

And now, Mr. Chairman, subsequent to the time that this statement 
was formalized, and mimeographed, I received a request that there 
be added to the names of the companies on the formal statement the 
following two: Northern State Power Co., of St. Paul, Minn., and 
the Municipal Gas Board, of Guthrie Center, Iowa. 

I expect that the record will show that those two names would 
appear on the first page of the written statement presented. 

The CHarrman. You may amend your statement accordingly. 

Mr. Farnanp. And they would also appear, first, on the cover and 
then on the first page and then on the concluding page of the state- 
ment which is No. 6. 

That also would amend the number of customers which appears in 
the second paragraph, and the figure there of 414,825 would be 
changed to 596,135. 

In other words, the companies that I have now listed represent 
596,135 ultimate consumers on the system of Northern Natural Gas 
Co. which constitutes approximately 60 percent of the total ultimate 
consumers on that system. 

All of these companies are served by Northern Natural Gas Co. 
which is an interstate pipeline and a natural gas company under the 
Natural Gas Act. 

We all receive our total supply of straight natural gas which we 
distribute to our consumers from Northern, and that gas is dis- 
tributed in the States of Nebraska, Iowa, South Dakota, and Min- 
nesota. 

The committee members may recall that I made an appearance 2 
years ago before this committe and our basic approach at that time 
was to the effect that we believed that it was in the best interests of 
the ultimate consumer that the producer be regulated in accordance 
with the provision of the Natural Gas Act. 

Our basic approach at this time is substantially the same. We 
favor some amendments to the Natural Gas Act, in view of the 
producer regulation that I will discuss in a moment. 

Now, Mr. Chairman, we are fully cognizant of the fact, of course, 
that there are those who have a different opinion on this subject than 
we do. We want to say at this time that we accord to those individ- 
uals a sincerity in their views, and in their approach to the consid- 
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eration of the problems confronting the natural gas industry, and we 
ask that we in turn be accorded the same sincerity in our approach. 

One thing seems to be clear at this stage of the proceedings, that is, 
that we are all aiming in one way or another in protecting the con- 
sumer of natural gas. The basic question is just what is the best 
method of protecting the ultimate consumer. 

In that connection, we say that we favor the Natural Gas Act as it 
has been interpreted by the courts. We do at this time recommend 
adoption by the committee of the bill introduced by Mr. Macdonald, 
H. R. 6813, I believe it is, which would exempt 90 percent, I believe, 
of the producers and would sort of still keep under control of the 
Commission those producers who produce re sell in interstate com- 
merce substantially 90 percent of the gas. 

That amendment would relieve the FPC of a tremendous burden 
that it has in attempting to regulate all types of producers. 

We also would recommend that those producers who would remain 
subject to the jurisdiction of the FPC be exempt from the require- 
ment of section 7 of the Natural Gas Act with the exception of 7-B. 

Now, section 7 of the Natural Gas Act is that section which re- 
quires natural-gas companies to file applications for certificates of 
public convenience and necessity, with the FPC before they can in- 
stall pipes or mains or any other facilities that they wish to install to 
operate their business. 

Section 7-B is a requirement that once the facilities are installed 
they cannot be abandoned while there is a gas supply available with- 
out the consent of the FPC, and the Commission must find that aban- 
donment is in the public interest. 

We believe that the interests of the ultimate consumer will be pro- 
tected amply if the requirements of section 7, with the exception that 
[ have noted, are not made applicable to the producers of natural gas. 
In place they could be required to report to the Commission every 
month or every 3 months as to the facilities that they have actually 
placed in the ground so that the Commission would have a running 
account of just what their facilities consist of. 

The basic approach as contained in the legislation that we are con- 
sidering here, which is H. R. 6790 and H. R. 6791, is that in certain 
cases the FPC is authorized to make a determination of the reason- 
able market price. 


We would like to direct attention to a few thoughts in that con- 
nection. We pose this question: 

Since the basic approach is the determination by the Commission 
of the reasonable market price, does the Commission in truth and, in 
fact, fix the price that will be borne by the ultimate consumer? 

And we say the answer to that in substance is, “No.” You simply 
authorize the Commission to make a determination of the reasonable 
market. price. 

The only place that the Commission can go to determine what the 
reasonable market price is, is to the market itself and since that is the 
basic approach, it seems to us that what is being done is to permit the 
market condition to really name the price rather than anything else. 

In that connection we want to add that it is our belief that there is 
no real fixing of prices of produced gas in the field today in accordance 
with what we all nominally conceive to be market conditions. 
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In that connection, and in support of that statement, I should like 
to quote now from the transcript of the hearing in the matter of 
Phillips Petroleum Co., which was held before the FPC trial exam- 
iner on February 19, 1957. And here is a question and answer that 
was put to Mr. Dan L. Mayer, the assistant manager of the natural 
gas department of the Phillips Petroleum Co. He is a graduate 
engineer and joined the Phillips Co. in 1932. 

The question was asked, “How did you determine a going market 
price?” That has to do with produced gas and here is his answer: 

I should first explain the condition under which I think prices are indicative 
of the true going market price. First, they should be those negotiated under 
recent contracts in an area of large potential, but uncommitted reserves. There 
should be several possible sellers as well as several possible buyers, none of 


whom are under duress, who are or have been able to negotiate the sale or 
purchase of gas. 


And then he adds: 


The only area I know of today which meets these conditions is southern 
Louisiana. 

To go back to our original notion, the conditions that are generally 
accepted in business enterprises and those which create a true market 
price are not present in the matter of the buying and selling of pro- 
duced gas that moves in interstate commerce as this witness so clearly 
amplified. 

The records of the Federal Power Commission show that in 1955 the 
State of Louisiana furnished about 22.6 percent of the total sales of 
produced gas that moved in interstate commerce. 

So that if we accept this witness’ explanation of what are indica- 
tive of the true going market price, we should have to admit that as 
affect 77 percent of the natural gas that is produced and moved in 
interstate commerce, the conditions are not present which can give 
rise to a true indication of going market price. 

Let me illustrate again on this particular subject by the testimony 
of Mr. Ralph F. Davis, one of the country’s most noted geologists 
testifying in the case of Colorado Interstate Gas Company, Docket 
No. G-82660. Mr. Davis said the following at transcript 1344: 

It is very hard for the buyers to get supplies even in Louisiana where gas dis 
coveries are best in this country. It is harder to buy it than it is to sell it. 

And then he gave an illustration of what he meant by that. 

But getting right down to my point he says: 

The management of Permian Basin Pipeline sent me to Bartlesville to nego- 
tiate with Mr. Adams who was then president of Phillips Petroleum. Now he 
is chairman. And Phillips had a great big block of gas down on the southwest 
side of the Permian Basin. If we would get that gas, then we could think about 
a 20-year bond issue. 

So I talked with Adams and finally wound up with 15 cents. In other words, 
they got what he wanted, and why? I didn’t know where I could find another 
block of gas like it. I am not so dumb a fellow that I would go and give him 15 
cents if I could get it for 10 or 12. 

Question. How high was he at the start? 


Answer. I think he thought that was an awfully high figure and that was what 
he started at and he didn’t budge. 


In connection with the most recent gas price increase to the cus- 
tomers of Northern, filed by Northern Natural Gas Co., on the 6th 
of February 1957 with the FPC, Northern held a series of meetings 
with its customers and explained the necessity for this price increase 
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which was $6 million. They said that the competition for the gas 
where they had to go and get it, that is, in the Permian Basin of Texas 
and New Mexico, was constantly increasing. 

And he is quoted further in the Wall Street Journal of February 6, 
1957, as saying: “Competition for these supplies”—that is the sup- 

lies of natural gas which Northern was seeking—“is constantly 
increasing.” 

Mr. Shoemaker said: 


And contracts made for these new purchases all contain pay or take clauses. 
Their contract requires us to immediately take this higher priced gas. 

To further illustrate the lack of proper conditions to create a true 
market price, I would like to quote from page 10 of the trial exami- 
ner’s decision in the matter of Natural Gas Pipeline Co. of America, 
Docket No. G-2123, issued May 24, 1957, where he says: 


It appears from the evidence that in the instance of contracts for supplies of 
gas other than these spot purchases a pipeline company has no greater bar- 
gaining power because of its ownership of reserves. A principal reason why this 
is SO appears to be that in the words of Mr. Hinton— 
who was the petroleum engineer by the way— 
keen competition exists between the purchasers of natural gas. There has been 
a sellers’ market for some time. The record discloses that pipeline companies 
which own a large proportion of the reserves comprising their gas supply pay 
fully as much for gas purchased under contract as do the pipeline companies 
which own either no reserves or only a small percentage of their gas supply. 

For instance, when in 1946 Natural Gas Pipeline entered into a long-term 
eontract for the purchase of substantial volumes of gas in the Hugoton Field, 
it paid the prevailing field price, despite the fact that at such time it owned 
reserves supplying 75 percent of its requirements. 

It seems to me that the basic approach of those who believe that this 
legislation should pass and those who believe it should not pass, is 
highlighted by a very recent decision of the presiding examiner of 
the FPC, in the case of the Colorado Interstate Gas Co. 

Mr. O’Hara. That was not passed on ? 

Mr. Farnanp. That is correct. But whether it is or not, I mean 
whether that decision has been passed on or not, here are the facts 
with which the Commission is faced, and which it must ultimately 
pass upon. 

Colorado Interstate in this case wanted the reasonable market price 
or rated average field prices or what have you. If they are to be 
allowed that approach—and I should say that if this law is passed 
they would be allowed that approach in substance—for the 2 rate 
periods, 2 separate years involved in this case, the ultimate con- 
sumers on the Colorado Interstate line would have to pay $14,600,000 
more than they would have to pay under the cost concept. 

Is it in the public interest to give Colorado Interstate the $14,- 
600,000 more, and assess it against their ultimate consumers, or is it 
in the public interest to have the consumers of the Colorado Interstate 
line bear that benefit ? 

That is the practical question that would be presented to the com- 
mittee if this bill passes because the approach of the Colorado Inter- 
state Co. to this problem as presented in this record will have been 
solved. They would undoubtedly, I believe—that is my own opinion— 
be entitled to the rated average field price for the gas which they 
produce which would approach the reasonable market concept price 
of this bill. 
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And, of course, that would be true of any other pipeline that pro- 
duces its gas at less than weighted average field price or reasonable 
market price. 

That situation does not exist on every natural gas pipeline. We 
have the rather unusual situation in the last rate case presented by 
the El Paso Natural Gas Co. where El Paso was insisting upon cost 
for its produced gas. 

And the staff of the FPC, as I understand it, put in a study of 
weighted average field price. 

The producer, under the laws that exist today, is guaranteed all of 
his operating expenses, and a fair return on his investment. 

They ask questions about the risks that are involved. Since 1942 
when the Commission first announced a rate- making policy with ref- 
erence to production of gas by a pipeline at which time there were 60 
pipelines subject to the jurisdiction of the Commission that produced 
their own gas, up to the present time, there is no record that the FPC 
has failed to allow the pipelines every dollar that is expended for ex- 
ploration and development costs. 

So there is no risk. The consumer foots the entire bill. The pro- 
ducer gets every dollar back that he has put into the ground. 

I know you can cite instances where that basic concept may present 
some terrific regulatory problems and that is true, it no doubt will. 

I assume when we are talking about regulation of a vast industry 
like this you can always pick out 1 or 2 instances where there may be 
very great difficulty in arriving at an ultimate conclusion, but that 
should not be the sole criterion in determining whether the legisla- 
tion is basically good or bad, we think. 

Now, once again to emphasize the using of the reasonable market 
price concept as permitting actually the unregulated market to name 
the price, 1 would like to quote from an opinion of the FPC in the 

case of Union Oil Company of California, Docket No. G-4331, et al., 
issued December 6, 1956. 

In this case the contract price was 9 cents and it was renegotiated in 
November of 1953 to provide for 17 cents to become effective on No- 
vember 1, 1954. 

Well, in the meantime the Supreme Court decided the Phillips case. 
So Union Oil filed for this increase. They offered no cost evidence, 
but argued that the going price in the Louisiana field where they were 
producing this gas was ‘17 cents, and the Commission said that “the 
applicants point to the evidence tending to show that the 17-cent rate 
is a reasonable market price.” 

And it undoubtedly was at that time. But the Commission has this 
to say in answer to the argument of Union that they be allowed the 
reasonable market price: 

On this record it is not possible to strike a fair balance between investor and 
consumer interests. We cannot be sure that the rates are sufficient to promote 
exploration for and development of gas supplies and at the same time to provide 
the protection to the ultimate consumer contemplated by the act. 

Indeed, a delegation of power to make rates interpreted as broadly as the appli- 
cants would have it, would permit the unregulated market to determine rates in 
the name of regulation. Such a result would be contrary to the clear direction 
of the act that this Commission should regulate these rates. 

To go back again to the basic approach of this legislation it says the 
Commission shall determine the reasonable market price, but in order 
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to determine that they have got to go out into the market and find out 
what that price is. 

When they find it they must apply it, because that is the basic job 
that would be put upon their shoulders if this act becomes law. 

And when they find it in the market, they are accepting it as created 
by the market condition. 

Now, I believe that the proponents of the bill are anxious about the 
en gas supply and gas reserves in this country. And, of course, 

are all interested in that. 

nell ar as the customers of Northern Natural Gas Co. are concerned 
they presently have a contract with Northern Natural Gas Co. in 
which Northern guarantees to deliver to them the daily contract de- 
mand volume set out in the contract for a period of 15 years. 

In other words, Northern presently has reserves of its own or com- 
mitted to it under contract that will assure a deliverability of the con- 
tract volume which it has agreed to deliver to its customers for a period 
of 15 years. 

So I would say that we have not too much concern with the immedi- 
ate future so far as gas reserves are concerned. 

In the testimony given before the Senate committee 2 years ago by 
Gen. Ernest Thompson, chairman of the Texas Railroad Commission, 
who knows this subject of gas supply and oil supply quite thoroughly, 
I believe, he said the following: 

The CuarrMan. Are you going to take a great deal more time now ? 

Mr. Farnanp. I can be through in 20 minutes. If that is too long, 
I can stop whenever the chairman thinks I should. 

The CHatrman. I certainly 

Mr. Dies. Couldn’t we develop a lot of this by questioning ? 

The Carman. We are not going to have any questioning. 

Mr. Dries. We are not? 

The Cuatrman. We had an understanding that we would give Mr. 
Farnand an opportunity to make a statement, and limit that to 3 
minutes. 

I realize that it is a difficult proposition. 

Mr. Farnanp. May I have 5 more minutes? 

The CuarrmMan. Let us get to the end. 

Mr. Dies. Are we going to have an opportunity to question him 
about his comments? 

The Cuarrman. Not this morning because I had an understanding 
with Mr. Macdonald who was questioning Mr. Shea, that we would 
give Mr. Farnand a few minutes to present his statement. 

Now, I want to be perfectly fair with everybody, members of the 
committee as well as those who are here, but that is the reason I tried 
to get some idea and I looked over the statement of Mr. Farnand and 
I saw that it was not too long and would not take very long. 

Mr. Farnanp. I will simply read this quote from the testimony of 
General Thompson. 

The Cnarrman. We have had it several times. It has been gone 
over and over. We will be glad to have it again for the rec ord if 
you think it will be helpful. 

Mr. FarNanp (reading) : 





Much of the gas that is used in this country has been found as an incident 
to search for oil and also large quantities of the gas that goes into pipelines 
were produced with and as an incident to the production of oil. 
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He further says: 


So far as drilling for gas is concerned, hardly anybody drills for gas. They 
get gas incidentally when they are looking for oil. 

Nearly all of the gas discoveries in my experience have been found incident 
to the search for oil. Encourage oil exploration, if you want to find gas. 


What we want, say, is that all of the laws that exist on the books 
today for the encouragement of the exploration of oil will undoubtedly 
remain there. No one is suggesting that they be changed. And since 
the encouragement for the drilling for oil remains we are satisfied 
that the discoveries of gas will continue apace in the future as they 
have in the past. 

Thank you very much. 

(The prepared statement by Mr. Farnand is as follows :) 


STATEMENT OF P. L. FARNAND, ATTORNEY, ON BEHALF OF MINNEAPOLIS GAS Co., 
MINNEAPOLIS, MINN.; METROPOLITAN UTILITIES DISTRICT, OMAHA, NEBR. ; 
MUNIciIPAL GAs Boarp, Coon Rapips, Iowa; MuUNIcIPAL GAS BOARD, Sioux 
CENTER, IlowA: MUNICIPAL GAS BoARD, HARLAN, IowA; MuNicrpat Gas Boarp, 
GUTHRIE CENTER, lowA; Iowa PUBLIC SERVICE Co., Stoux Ciry, lowa; CoUNCIL 
BuurFs GAS Co., CouNCIL BLurFrFs, Iowa ; Iowa PowER & Ligut Co., DES MOINES, 
Iowa; AUSTIN MuNicrrpaL Gas Boarp, AUSTIN, MINN.; Iowa ELectRic LIGHT 
& Power Co., CEDAR RApips, IOWA ; NORTHERN STATE POWER Co., St. PAuL, MINN. 


My name is P. L. Farnand. I am an attorney for the Minneapolis Gas Co., of 
Minneapolis, Minn., a company which purchases all of the natural gas which it 
distributes in the city of Minneapolis and environs from Northern Natural Gas 
Co. Our company serves 200,000 customers, of which 188,000 are residential 
customers and 156,800 are residential heating customers. I am also appearing 
today for the following additional customers of Northern Natural Gas Co.: 
Metropolitan Utilities District, Omaha, Nebr.; municipal gas boards of Coon 
Rapids, Sioux Center, Harlan, and Guthrie Center, Iowa; Iowa Public Service 
Co., Sioux City, Iowa; Council Bluffs Gas Co., Council Bluffs, lowa ; Iowa Power 
& Light Co., Des Moines, Iowa; Austin Municipal Gas Board, Austin, Minn.; 
Iowa Electric Light & Power Co., Cedar Rapids, Iowa; Northern State Power 
Co., St. Paul, Minn. These communities and companies distribute natural gas to 
414,825 consumers in the Nebraska-Iowa-Minnesota area served by Northern 
Natural Gas Co. It is in the interests of these consumers that this appearance 
is made. 

An appearance was made on behalf of the Minneapolis Gas Co. and its con- 
sumers before this committee in the 84th Congress, Ist session, on H. R. 4560, the 
Harris bill. The statement there made appears at pages 854 through 859 of 
part 1 of the printed hearings before this committee on said H. R. 4560, such 
statement being made on April 18, 1955. In that statement, basic reasons were 
given why we deemed it essential for the protection of the ultimate consumer that 
the price of gas produced in the field and transported in interstate commerce 
should be regulated by the Federal Power Commission under the present law. 
We believe that it is unnecessary to reiterate the same statements here. 

We have not changed out basic concept that it is essential, in carrying out the 
original concept of the Natural Gas Act to protect the consumers of natural gas 
from exploitation, to regulate, in accordance with present law, except as herein- 
after noted, the price of produced gas which moves in interstate commerce. 

It appears that at the present time the main argument advanced for the 
passage of this legislation is to assure the consumers of gas an adequate supply 
in the future. That argument must fall in the face of the figures of natural-gas 
proven reserves as given by the American Gas Association for December 31, 1956. 
Those figures show that at that date there were 14 trillion cubie feet more proven 
reserves than at December 31, 1955, after giving full effect to 11 trillion cubic 
feet produced in 1956. This increase of 14 trillion feet, after giving effect to 
the year’s production, is the largest net gain in total reserves for any year so 
far recorded by the American Gas Association. 

The same argument—the necessity of amending the Natural Gas Act to 
assure additional gas reserves for the ultimate consumer—also falls in the face 
of the well-known and accepted fact that much of the gas used in this country 
has been found as an incident to the search for oil. Large quantities of the gas 
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that go into the pipelines were produced with and as an incident to the produc- 
tion of oil. As far as drilling for gas is concerned, hardly anybody drills for gas. 
They get gas accidentally when they are looking for oil. In other words, if the 
same encouragement that has existed in the past and that exists today for drill- 
ing for oil is maintained, we need not fear that new gas will not be found. 
No one whom I represent is suggesting to this committee, or to anyone else, that 
any present law, either Federal or State, which in the past has concededly en- 
couraged the exploration for oil in this country, be changed. Hence, since the 
encouragement for oil drilling still remains and since gas is found in the drilling 
for oil, the discovery of new gas reserves will no doubt continue apace in the 
future as it has in the past regardless of price control of produced gas sold in 
interstate commerce. 

The -basic feature of the proposed legislation is to give the Federal Power 
Commission the authority to fix the reasonable market price of produced gas in 
certain cases. The fixing of a price for produced gas in the field at the “reason- 
able market price” level is not regulation at all. The price fixing in such in- 
stances is not done by the regulatory body but is accomplished by the market 
conditions and the regulatory body becomes a mere announcer of the market 
price. We are of the opinion that, if this legislation passes, the price of gas in 
the field will be increased considerably beyond the level that can be fixed by the 
Federal Power Commission under the present law. Such increase, of course, 
must be borne by the ultimate consumer. 

The real necessity for the fixing of price of gas produced and sold in inter- 
state commerce arises by virtue of the original congressional action in passing 
the Natural Gas Act. Under that act the transmission segment of the three in- 
terdependent segments of the natural-gas industry—to wit, production, transmis- 
sion, and distribution—has been regulated by the Federal Power Commission. 
The distribution segment has been regulated by State and local authorities. To 
now free the production segment from regulation in effect vitiates all attempt 
at regulation of the transmission and distribution segments. If the transmission 
segment and the distribution segment of the industry were not regulated by 
public authority today, we would not be here urging that the production segment 
also be regulated in the interests of the ultimate consumer. We are not here 
before this committee urging regulation of the production segment for the sake 
of regulation alone. 

In the statement submitted to this committee on April 18, 1955, heretofore 
referred to, there were tables of gas costs attached to the statement, and they 
appear at pages 860, 861, and 862. Those tables need not be repeated here. 
They demonstrated that the cost of purchased gas was the prime factor in the 
increased cost of gas to the consumer. We offer one table with more recent 
figures as further proof of this assertion. It is table I, hereto attached and 
made a part of this statement. In that table there is a comparison of the cost of 
gas to the residential customer of the Minneapolis Gas Co. in the years 1948 and 
1956 with the cost of gas purchased at the city gate by that company. The resi- 
dential cost increased 21.9 cents. The cost of purchased gas increased 16.48 
cents. The simple fact is that in that 8-year period, of the 21.9 cents per M ec. f. 
increase in the cost of gas for residential consumers 75.3 percent is attributable 
to the cost of purchased gas at the city gate. This means that in those 8 years 
all other costs of the company combined, including taxes, depreciation, return, 
labor, material, and supplies, were increased by only 5.8 cents per M ec. f. 

Northern Natural Gas Co., our supplier of natural gas, has recently filed its 
sixth rate increase of $6,467,000. As further evidence of the ever-increasing cost 
of purchased gas, the record of this filing shows, and Northern so states, that 
approximately 70 percent of this increase is occasioned by increased cost of 
purchased gas. 

In connection with this same filing, Northern freely admits that producers of 
natural gas, at least in the area where it purchases gas, are still in a seller’s 
market. Mr. W. L. Shomaker, vice president of Northern Natural Gas Co., com- 
menting on this rate increase, is quoted in the Wall Street Journal of February 
6, 1957, as follows: 

“Competition for these supplies [in Permian Basin of Texas and New Mexico] 
is constantly increasing, Mr. Shomaker said, and contracts made for these new 
purchases all contain ‘take or pay’ clauses. Their contracts require us to imme- 
diately start taking this higher priced gas.” 

We have noted that there is a bill in this committee, H. R. 6813 (Mr. Mac- 
donald), which exempts all producers whose total sales of natural gas for resale 
in 1956 did not exceed 2 billion cubic feet. We favor this bill. The figures pre- 
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pared by the Federal Power Commission for 1955 show that 4,817 producers sold 
gas to interstate pipelines. Of this number 4,598 of them sold less than 2 billion 
cubie feet in this year. If these producers are relieved from regulation under 
the Natural Gas Act there would be left only 219 subject to regulation. These 
219 produced and sold 91.1 percent of the natural gas sold to interstate pipelines 
in 1955. The elimination of this large number of producers from regulation 
would materially lessen the task of regulation by the Federal Power Commission 
now required and, at the same time, adequate protection to the ultimate con- 
sumer would be afforded by the regulation of those producers -who sell approxi- 
mately 91 percent of the natural gas sold to interstate pipelines. We therefore 
respectfully suggest that the committee do not recommend H. R. 6790 or H. R. 
6791 for passage and that the committee do recommend H. R. 6813 for passage. 


TABLE I.—Minneapolis Gas Co.—Comparison of increase in cost per thousand 
cubic feet of gas for residential consumers with increase in cost per thousand 
cubic feet of purchased gas, 1948 and 1956 
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Thus, in those 8 years, of the 21.9 cents per thousand cubic feet increase in 
the cost of gas for residential consumers, 75.3 percent is attributable to the 
increase in the cost of purchased gas. 

All other costs combined, including taxes, depreciation, return, labor, material, 
and supplies, were increased only 5.8 cents per thousand cubic feet. 

(Off the record.) 

The Cuarrman. Now, Mr. Reese, under the circumstances we will 
be glad to give you time to present your statement. 

Mr. Reese. I will not make it any longer than necessary. 

The Cuarman. Very well, under the same arrangement. 

Mr. Bennerr. May I inquire whether we are going to ask questions 
of this witness? 

The Cuarrman. Not at this time because we asked Mr. Shea to 
step aside in order for them to make their presentation. 

And if it is the desire of the committee to interrogate either of 
these two witnesses we will give that opportunity at a later time. 


STATEMENT OF ROBERT REESE, ASSISTANT CORPORATION 
COUNSEL, CITY OF DETROIT, MICH. 


Mr. Reese. I was going to say that I feel it is an obligation of mine 
to return for cross-examination—I feel that obligation. 

First of all, I would like to have incorporated in the record, if I 
may, the resolution of the Common Council of the City of Detroit 
that was unanimously adopted on May 7, 1957, and signed by the 
mayor on May 8, 1957, stating the position of the city of Detroit in 
opposition to this legislation, and authorizing the corporation counsel 
or one of his assistants to appear before the appropriate congressional 
committee to state the city’s position. 

The Cuatrman. That resolution will be included in the record. I 
believe you have identified yourself, you are Robert Reese, assistant 
corporation counsel, City-County Building, Detroit, Mich. 

Mr. Reese. That is correct, Mr. Chairman. 
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(The resolution is as follows :) 
By Councilman Smith. 


Whereas the Common Council of the City of Detroit has been informed of the 
proposed legislation before the United States Congress (H. R. 6790) to amend 
the Natural Gas Act by limiting the authority of the Federal Power Commission 
to regulate and control the prices charged by producers of gas to interstate 
pipelines through eliminating use of the public utility rate base cost-of-service 
concept of ratemaking and by permitting the Federal Power Commission to con- 
sider only the supply of gas, whether or not the contract price was arrived at 
competitively, the reasonableness of the contract terms as to price, the quantity 
of the gas, the conditions of delivery, and the field prices with a view toward 
arriving at the “reasonable market price,” and further permitting pipelines 
which produce gas to charge as an operating expense the “reasonable market 
price,” as defined in the proposed amendment rather than the reasonable price 
arrived through the historic utility rate base cost-of-service approach hereto- 
fore used by the Commission, and 

Whereas the city of Detroit and its hundreds of thousands of consumers of 
natural gas will, if this amendment or other similar amendment is adopted, be 
deprived of the protection heretofore afforded them by the Natural Gas Act as 
interpreted by the United States Supreme Court in the Phillips Petroleum Co. 
case with the result that the cost of the gas to these consumers will spiral 
upward because it is inescapable that the law of supply and demand will force 
the “reasonable market price” as defined in the proposed amendment up and 
up, leaving the Federal Power Commission with no choice other than to place 
its stamp of approval thereon, and 

Whereas it is contrary to the public interest to permit a monopolistic enter- 
prise such as the natural gas industry to operate for all practical purposes free 
of all governmental restraint to the detriment and damage of the consumers, 
and 

Whereas in the case of consumers who are supplied by pipelines having their 
own production facilities, such consumers have paid as a part of the cost of 
service for the exploration and development costs of these production facilities, 
and such consumers are entitled in fairness and justice to purchase gas from 
these facilities at a price which will earn the owner thereof a reasonable return 
on his investment and not at a price arrived at through the total disregard of 
the consumers’ contribution and consideration only of the “reasonable market 
price” : Now, therefore, be it 

Resolved, That the Common Council of the City of Detroit herewith go on 
record as opposing any amendment to the Natural Gas Act such as is proposed 
by H. R. 6790 on the grounds that such legislation is contrary to the best inter- 
ests of the public and will result in the consumer paying unreasonably high 
prices for gas; and be it further 

Resolwed, That the corporation counsel of the city of Detroit or one of his 
assistants be, and he is hereby, authorized to appear on behalf of the city of 
Detroit before the appropriate committees of the House of Representatives or 
the United States Senate to present the city of Detroit’s position in regard to 
this legislation and further do whatever else in his judgment may be reasonably 
necessary to carry out the objectives of this resolution. 

Approved as to form: 

Pau. T. Dwyer, Corporation Counsel. 


TRUE COPY CERTIFICATE 
STATE OF MICHIGAN, 
City of Detroit, ss: 
CITY CLERK’S OFFICE, DETROIT 


I, Thomas D. Leadbetter, city clerk of the city of Detroit, in said State, do 
hereby certify that the annexed paper is a true copy of resolution adopted 
(passed) by the common council at session of May 7, 1957, and approved by 
mayor May 8, 1957, as appears from the journal of said common council in the 
office of the city clerk of Detroit, aforesaid; that I have compared the same with 
the original, and the same is a correct transcript therefrom, and of the whole 
of such original. 

In witness whereof, I have hereunto set my hand and affixed the corporate 
seal of said city, at Detroit, this 8th day of May A. D. 1957. 

[SEAL] THOMAS D, LEADBETTER, City Clerk. 
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Mr. Reese. Our position is quite similar to that of those who have 
heretofore testified before the committee in oppostion to the legisa- 
tion. 

We feel that the term “reasonable market price,” as used in the 
bill, will permit the independent producers to charge and the pipe- 
lines to pass on to the consumers, the going rate of gas in the field 
which, as we look at it, will be under ue present conditions a con- 
tinuing higher and higher rate for the ga 

And under the present act under wala we are operating, while 
actually adopted to protect the consumer from unreasonable and 
unjust prices, the term “just and reasonable” carries with it the con- 
notation that the producer or the pipeline will not make more than 
a reasonable profit on the amount of plant that the company last 
devoted to the public use. 

On the other hand, “reasonable market price” to my way of think- 
ing bears no relation to the cost or the investment that the person 
has in the plants devoted to the public. And for that reason we feel 
that to permit the producers to use and the pipeline to pass on to the 
consumer the so-called market price, would eventually result in the 
consumers paying unjust and unreasonable prices for their gas. 

The city of Detroit has a aes interest in section 13F of the 
bill, which, as you know, pertains to the fact that the pipeline may 
pass on to an operating expense the cost of its company produced gas. 

In Detroit we have one pipeline serving us, Panhandle E: stern 
Pipeline Co. That is as well as being a pipeline, a producer. And 


some few years ago the seanenines Panhandle to use the fair 


field value for its company produced gas which meant a considerable 
increase in the price of gas to Detroit’s consumers. 

The city of Detroit appealed that decision of the FPC to the courts 
and the circuit court of appeals remanded the case to the FPC and in 
doing so, I would like to quote what the court said : 

If the Commission contemplates increasing rates for the purpose of encourag- 
ing exploration and development or the ownership of pipeline companies of their 
own producing facilities, it must see to it that the increase is in fact needed and 
is no more than is needed for the purpose. 

The courts find “increase” to mean an increase in the rates above those which 
would result from the use of the conventional rate-base method, for though we 
hold that method not to be the only available under the statute, the essential 
in such a case as this is that it be used as a basis of comparison. 

It has been repeatedly used by the Commission and repeatedly approved by 
the courts as a means of arriving at lawful just and reasonable rates under this 
act. Unless it is continued to be used at least as a point of departure, the whole 
experience under the act is discarded and no anchor as it were, is available by 
which to hold the term “just and reasonable” to some recognizable means. 

Thus the court has specifically wed the so-called field price service to the cost 
of method of regulation. 

We feel that this legislation would take away from the city of 
Detroit and the millions of consumers throughout the country who 
benefited by that decision of the court the victory that we feel that 
we won on behalf of the consumers. 

In addition to that, a pipeline that has its own production facilities, 
its own reserves, will, under the terms of this bill, reap a windfall 
profit of tremendous proportions. 

Well, first of all, the consumer has paid for the cost of exploration 
and development of the fields that are owned by the pipelines, It is in 
the rate. 
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We feel that he is entitled to purchase that gas, if it is diseovered— 
he has paid even for the dry holes—he should be permitted to pur- 
chase the gas at the reasonable rate and not what the going rate in 
the field would be, in a sense, just the same way as if he had never 
spent any money toward the exploration and development for that gas. 

In a sense, the consumer would be engaged in a game with the pipe- 
line of heads the pipeline wins and tails the consumer loses. 

And to give an idea of the impact of this on the pipeline, taking 
Panhandle, for example, according to the testimony that was given 
before the Senate on the previous Harris bill, Panhandle Eastern 
Pipeline Co. had 31% trillion cubic feet of gas. 

And Panhandle’s own statement that the price that could be charged 
for that gas, if the fair field or the reasonable market price would be 
used, would increase the price about 13 cents per thousand cubic feet, 
and that wonld result in these reserves being written up from less than 
$3 million, which is the amount that Panhandle had the reserves item- 
ized on their 1954 annual report—they had the cost at around $3 
million—that $3 million would go up to about $455 million. 

So for those reasons—I won’t take any more time—the city of 
Detroit feels that this legislation should be defeated. 

Thank you. 

I will return at any time convenient to the committee, that the com- 
mittee would like me to come back to Washington, I will be happy to 
do so, 

The Cuarrman. Thank you very much. We do not propose to have 
you come back to Washington. We hope we can get through with 
you while you are here. 

Mr. Reeser. I will be here all day today and tomorrow. 

The Cuarrman. I hope the committee will take cognizance of that. 
Thank you very much for your statement. 

(The prepared statement of Mr. Reese is as follows :) 


STATEMENT OF Ropert REESE, ASSISTANT CORPORATION COUNSEL OF THE CITY OF 
DETROIT, ON BEHALF OF THE CITY OF DETROIT, MICH. 


The city of Detroit, Mich., opposes the proposed legislation (H. R. 6790 et al.) 
which removes independent producers from regulation by the Federal Power 
Commission and which would grant a reasonable market price for company- 
produced gas. 

The legislative history of the Natural Gas Act and the previous attempts to 
amend it have been abundantly related by prior witnesses before the com- 
mittee. I am confident the committee is fully familiar with this history and in 
the interests of saving time I shall omit such from my statement. 

The city of Detroit opposes this legislation for a number of reasons, one of 
which is the standard for prices set forth in the bill—*“*Reasonable market price.” 
The consumer could no longer be assured of paying only a just and reasonable 
price for gas—a term, by the way which is now well defined, understood, and 
judicially sanctioned. On the contrary, the consumer can look forward to paying 
what the traffic will bear. That is my understanding of the meaning of the 
term “reasonable market price.” This purported criteria or standard is not 
defined. in the bill, other than in a negative way, the bill only tells us what 
reasonable market price is not. But, as I said before, in the final analysis it 
can only mean what the market will bear. 

I don’t purport to be an economist but under the market rule, the price will 
be directly affected by the law of supply and demand. Inasmuch as the oil and 
gas industry controls the supply, and can limit it—cut it down at will—then 
even if the demand remains constant the price is bound to go up. AS a conse- 
quence the result of this proposed legislation will be to take money out of the 
consumer’s pocket and put it in the pockets of the independent producers. 
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I should like to discuss for a moment section 13F of the bill, a section that is 
of the utmost importance to the city of Detroit and its consumers. Michigan 
Consolidated Gas Co. the sole distributing company of natural gas in Detroit 
receives a large portion of its supply of natural gas from Panhandle Eastern Pipe- 
line Co., a pipeline having its own production facilities. Under section 13F of the 
Harris bill the pipeline would be able to charge, as an operating expense, the 
reasonable market price for its own gas. Thus the city and its consumers would 
be deprived by legislative act of their success in the recent City of Detroit case 
(230 F. 2d 817). 

On April 15, 1954, the Federal Power Commission adopted and issued its 
decision in opinion No. 269, In the Matter of Panhandle Eastern Pipeline Com- 
pany, etc. (Docket Nos. G-—1116, et al.). Therein, the Commission granted a 
“commodity value” or “field price’ for Panhandle’s own produced gas. This 
order was appealed by the city of Detroit to the United States Court of Appeals 
for the District of Columbia Circuit and on December 15, 1955, the court reversed 
and remanded said opinion to the FPC for further proceeding. Certiorari 
was denied by the Supreme Court of the United States on October 8, 1956; 
rehearing was denied on November 19, 1956. This required Panhandle’s cus- 
tomers to pay $3,571,488 per year more in rates than they would have paid un- 
der the traditional rate-base method, and resulted in a 6.87 percent rate of 
return instead of the 5%, percent rate of return which the Commission found 
to be reasonable. In reversing and remanding said case the Court stated that 
there were two grounds which the Commission might consider in possibly using 
the field-price method. The first was the need for encouraging exploration 
and development of gas reserves and the second was that ownership by pipe- 
line companies of their own producing facilities would serve the public interest 
by ultimately resulting in lower rates (230 F. 2d 817). However, the Court 
stated that the Commission must “relate its action to the primary aim of the 
act to guard the consumer against excessive rates” (230 F. 2d 817). It then 
went on to say: 

“If the Commission contemplates increasing rates for the purpose of 
encouraging exploration and development, or the ownership by pipeline 
companies of their own producing facilities it must see to it that the in- 
crease is in fact needed, and is no more than is needed, for the purpose” 
(230 F. 2d 817). 

The court defined “increase” to mean— 

‘“* * * An increase in the rates above those which would result from 
the use of the conventional rate-base method. For, though we hold that 
method not to be the only one available under the statute, it is essential 
in such a case as this that it be used as a basis of comparison. It has 
been repeatedly used by the Commission, and repeatedly approved by the 
courts, as a means of arriving at lawful—just and reasonable’—rates un- 
der the act. Unless it is continued to be used at least as a point of depar- 
ture, the whole experience under the act is discarded and no anchor, as it 
were, is available by which to hold the terms ‘just and reasonable’ to some 
recognizable meaning” (230 F. 2d 818-19). 

Thus, the court has specifically wedded the so-called field price theory to 
the cost method of regulation. 

Parenthetically, opinion No. 269 set the rates of Panhandle, effective May 
1, 1954. Panhandle did not except to the level of field price in opinion No. 269, 
so it may be assumed that Panhandle considered the average 7.54 cents per 
thousand cubic feet price to be satisfactory as of May 1, 1954. Yet, just two 
short months later, Panhandle was back again for a rate increase, in support 
of which it claimed, among other things, that its own production should be 
valued at an average of 10.48 cents per thousand cubic feet instead of the 
7.54 cents used in opinion No. 269. This is an increase of 38 percent in valua- 
tion in 2 months. Based on the volumes of thousand cubic feet in the filing, 
this increase of 2.89 cents per thousand cubic feet in valuation amounts to over 
$2 million per year, and the higher the volume of production the greater the 
amount of increase will be. Thus, in the subsequent filing, Panhandle seeks 
an increase in rates of $5,495,482 over and above that which would be obtained 
through the traditional rate-base method. This results in a 7.79 percent rate of 
return. 

Now, in order to appreciate the impact of the proposed bill on the city of 
Detroit in relation with these cases, I should here explain that the Panhandle 
case (docket No. G—1116), remanded to the Commission by the court, has not as 
yet been set for hearing. The subsequent Panhandle rate case which raises the 
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total increase under the field price to $51% million annually now being charged 
is in the briefing stage before a presiding examiner. The Federal Power Commis- 
sion has given every indication, as its Chairman stated here the other day, that 
it will follow the rate laid down in the City of Detroit case. This fact is further 
evidenced by the Commission’s decision in the Union Oil case, opinion No. 300, 
issued December 6, 1956, and several others. Moreover, only a week ago an 
FPC examiner rendered a decision in a matter substantially identical with the 
Panhandle cases, which followed the court of appeals decision to the letter and 
denied the company (Colorado Interstate) the right to use a field price for 
its own produced gas. 

Adoption of this bill will absolutely and unequivocally destroy the rule laid 
down by the court of appeals and guarantee, so to speak, that the city of Detroit 
consumers will not receive the millions of dollars in refund to which they are 
now entitled. 

There is still another objectionable feature to section 13F that bears men- 
tioning. Not only does this section permit pipelines with their own production 
properties to charge a fictitious price for their gas, but this bill will de- 
prive the consumer of the investment he has made in the exploration 
and development of the pipelines reserves. The consumer has a very definite 
investment in these reserves because he has, throughout the years in the com- 
pany’s cost of service, paid for exploration, development, and dry holes. We 
pointed out in our brief in the Panhandle field price value case that Panhandle 
charged to operating expenses over $5 million since 1938. 

This proposed legislation would take from the consumer that for which he 
has paid. 

We most respectfully state that, in our opinion, the proposed legislation de- 
prives the rate payer of the protection to which he is entitled. FPC will be 
helpless so far as aiding the consumer is concerned. It is our hope that the 
measure will be defeated. 


Mr. Reese. Thank you. 

The Cuarrman. Now, Mr. Shea. 

Mr. Hesevron. Before Mr. Shea starts, I am not sure who asked the 
last question. 

The Cuarrman. Mr. Macdonald is recognized. He was interrogat- 
ing the witness at the time we had to recess. 

Mr. Arcer. A parliamentary inquiry. 

Mr. Hesetron. I had a question. I hope I can finish it. 

Mr. Chairman, yesterday in your absence I brought up the question 
of the necessity of certain witness being requested to attend before 
the committee. 

Mr. Williams, if I recall correctly, was in the chair and suggested 
that should more properly be brought up when you were present. 

And I would like now, in your presence, to renew the request that 
Mr. Heyke be requested to come here as a witness, and submit himself 
for cross-examination. 

Whether you were here or not, I cannot recall, but during the course 
of the testimony of Mr. LeBoeuf, as I remember it, a similar question 
arose as to another witness. 

At that time I said that I thought that in order to make the record 
complete they both be here. It was suggested by Mr. Williams that 
it be deferred until you were present, Mr. Chairman. 

I would like to renew those requests. I understand that there may 
be another request for another witness. 

Whether you feel that ought to be done now or in executive session, 
I do not know. 

The Cuarrman. Well, of course, in the first place, I will respond 
to the gentleman that the committee has the authority to establish any 
procedure that it desires. 
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As chairman of the committee, I have been endeavoring—and, I 
will say, strenuously—to conduct these hearings entirely as impar- 
tially as I possibly can—trying to take into consideration the member- 
ship of the committee and the witnesses that have appeared here. 

And, in view of that situation, I announced at the early part of last 
week that the hearing of the proponents would end that week and the 
hearing of the opponents would close this week, with the possible 
exception that, due to Memorial Day on Thursday, in order to equalize 
the time, Monday next, if necessary, would be given to the opponents. 

There is certainly no disposition on the part of the Chair to prevent 
members of this committee from interrogating any witness that they 
care to interrogate, but I do feel that, in view of the announcement 
that was made last week which was, at least in my opinion, agreed to, 
since there was no objection to it, it was assumed that the schedule of 
the committee has been thus arranged. 

And I announced at that time that Members of Congress would be 
given an opportunity to be heard on the subject if they so requested. 

I announced the beginning of other hearings that, of course, will 
require some few days. Other subcommittees have schedules which 
they have announced, and arrangements have been made to carry out 
those programs. 

In view of that, the Chair feels that he will have to comply with 
the announcement made last week to conclude the hearings by Tuesday 
of next week. 

Mr. Heserron. I do not understand your ruling. Mr. Heyke could 
be requested to come. He has filed a statement, as I understand it. 
And there has been mention of it by a number of witnesses at some 
length. I want to know if we should take it up in executive session, 
as suggested by Mr. Williams, or suggest at this time that Hr. Heyke 
be requested to come here personally. 

The CHarrman. Mr. Heyke was here and presented himself to the 
committee and was available and ready at any time. When the 
gentleman desires for Mr. Heyke to come, and if he wants to come, 
the Chair will have no objection. Furthermore, I will hold night 
sessions to be sure that we get all of these witnesses that the members 
of the committee would like to have. 

Mr. Hesetron. I assume he can submit himself for cross-examina- 
tion. 

The Cuatrman. Mr. Heyke will be advised to make himself avail- 
able and I am certain that he will be here. 

Mr. Bennett. Are you going to call Mr. Kuykendall ? 

The Cuarrman. Mr. Kuykendall made himself available and said 
he would be available at any time the committee would desire. 

Mr. Bennett. It seems to me that he should be recalled for this rea- 
son, that he testified at the beginning of the hearings and a good many 
questions have arose, at least in my mind, as to some provision of the 
bill. 

_I for one would like to have an opportunity to ask him some ques- 
tions. 

The Cratrman. That is a matter of procedure. As a matter of 
procedure, this committee has a long established principle that mem- 
bers and particularly the chairman of commissions would be available 
at the discretion of the committee. 
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That is not only true during the course of the hearings but during 
executive sessions that might be held. 

Mr. Bennett. I would think we would recall him sometime before 
the hearing closes. 

Mr. Macponaup. Does this committee have the power to subpena, 
in the event that Mr. Heyke advises that he does not want to come? 

The Cuatrman. The committee has the power to subpena him. 

Mr. Macponap. Could I make a request that in the event it appears 
that he does not want to come, that be done. 

The Cuatrman. The chairman does not feel that is necessary. 

Mr. Anger. A parliamentary inquiry. 

Under the rules of the committee at the present on the second go- 
round each man has an hour? 

The Cuatrman. If he se desires. 

Mr. Acer. On that basis then Mr. Macdonald could take the bal- 
ance of the time today, is that it ¢ 

The Cuarrman. If we keep on discussing it around here he will 
not get through. 

Mr. Acer. I appreciate that. I have observed that. I renew the 
question. 

The Cuarrman. The Chair has no control over that situation be- 
cause every member is a member of the committee in his own right. 
And as you know, the rules of the House apply. 

Mr. Aucer. I was not here at the time that was formulated for which 
I am sorry. 

The Cuarrman. We have been proceeding under the rules of the 
House, almost, I think, from the start of the hearings. 

And I agree with the committee members, they agreed that we 
should have a time limit the first round, so that those who would like 
a few questions, and would not take so much time, would have an 
opportunity to do so, which I think is fair and square. 

Mr. Arecer. I feel 

The Cuatrman. The committee would have that authority but the 
chairman does not feel that he has, to change it. 

Mr. O’Hara. How much time did the gentleman from Massachu- 
setts have in his first hour, that is, Mr. Macdonald have in his first 
hour ? 

The Cruatrman. Did you keep your own time? 

Mr. Macponavp. As a matter of fact, I do not clearly remember, 
because we got into a wrangle about some matters concerning the ap- 
pearance of Mr. Heyke. I don’t actually recall. I would presume 
between 30 and 35 minutes, including the go-round. 

The CuarrmMan. Very well, you may proceed. 





STATEMENT OF MICHAEL E. SHEA, PRESIDENT, LYNCHBURG GAS 
CO., LYNCHBURG, VA.—Resumed 


Mr. Macponatp. Yesterday we were discussing the meeting held 
of the Council of Local Gas Companies on October 18, 1956, in New 
York City, and those that were present at that meeting, Mr. Shea; 
and there was a good deal of differences of opinion among the dis- 
tributors represented there and there were a number of the distributing 
companies felt that cost should be a part of the FPC price theory in 
establishing rate base, isn’t that correct ? 


92196—57—pt. 2 35 
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Mr. Suea. I would say, Mr. Macdonald, that the acceptance of this 
proposed legislation, or as proposed at that time, was not unanimous. 

Mr. Macpona.p. Well, there were many people present, as reflected 
by the minutes, who felt from the point of view of the distributors 
and the consumers that the Federal Power Commission should be able 
to look at costs in establishing rates for gas; is that not clear from 
the minutes ? 

Mr. Supa. I would say that those to whom 

Mr. Macponatp. You can answer that one “yes” or “no,” Mr. Shea. 

Mr. Suea. It is not susceptible to a “yes” or “no” answer. Those 
who were opposed 

Mr. Macponap. If you look at the minutes, it is susceptible. I call 
your attention to page 3, where Mr. Dougherty of Consolidated Nat- 
ural who came down here to testify for a bill that prohibited the FPC 
looking at costs in establishing rate criteria, said at that meeting that 
costs would be a desirable item from the point of view of the distribut- 
ing company ; is that not correct ? 

Mr. Suea. That is what the minutes say, yes. 

Mr. Macponatp. And Mr. Smoker, onal you identify him? Do 
you know Mr. Smoker ? 

Mr. Suea. He isa Dr. Smoker. I think he is president of the United 
Gas Improvement Co. 

Mr. Macponatp. Where is the United Gas Improvement Co. ? 

Mr. Suea. Philadelphia. 

Mr. Macponarp. Did not Mr. Smoker say that he preferred that 
costs be included in the yardstick? 

Mr. Suea. From these minutes, he apparently did. 

Mr. Macponap. Well, did not Mr. Seiden state flatly that he would 
not accept any principles which did not include in the yardstick the 
protection of consumers on costs? 

Mr. Suea. I do definitely recall that. 

Mr. Macponatp. And he is of the United Cities Utility Co. ? 

Mr. Sura. That is correct. 

Mr. Macponatp. Where is the United Cities Utility Co. located ? 

Mr. Suea. In Chicago. 

Mr. Macponatp. Chicago. 

Did not Mr. Johnson also say that his company would insist on the 
costs consideration ? 

Mr. Suwa. According to these minutes, and I recall him having 
said so, yes, sir. 

Mr. Macponatp. Who is Mr. Johnson? Is he of the Minneapolis 
Gas Co.? 

Mr. Sura. That is correct. 

Mr. Macponaxp. Did you attend the hearings held here last week, 
Mr. Shea, at any time? 

Mr. Suwa. I was here about 4 days last week. 

Mr. Macponap. The impression that was left for this committee, 
or at least this member of it, was that the Council of Local Gas Com- 
panies, represented by a gentleman who appeared here, felt that they 
should support the Harris-O’Hara bill. 

In looking at the meetings, I was very surprised to find that the 
opposite is true, because do you recall Mr. Luce, who is of the Public 
Service Electric & Gas Co., saying that he felt that the council as such 
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should not take a position, but should stand by, so to speak, and act as 
a watchdog to see that the legislation reflects these ewe 

That this observation was supported by Mr. Kadane, of the Long 
Island Lighting Co.; and that this statement, “The council should not 
support this legislation, should take no position,” was overwhelmingly 
endorsed by those present, as the position of the council. Is that not 
correct ? 

Mr. O’Hara. Would the gentleman yield before the question is 
answered ? 

Mr, Macponatp. Yes, sir. 

Mr. O’Hara. Of course, this was the meeting of October 18, 1956. 
The Harris-O’Hara bills were not introduced until April 10, 1957. 

Mr. Macponarp. I am aware of that. 

Mr. Suna. I recall Mr. Luce’s position. It was supported by a lot 
of people present, and I presume and feel that the minutes accurately 
reflect what took place. 

Mr. Macponaxp. In your statement yesterday, Mr. Shea, I was 
very interested in a remark you made concerning the FPC in which 
you stated that they had roamed all over the regulatory map. 

What did you mean by that? 

Mr. Suea. Well, I meant, Mr. Macdonald, as I said in the preceding 
pages, giving examples of a number of actions to the committee and— 
of the Commission, and the citation of the cases; that they have taken 
jurisdiction over price in one instance, and disclaimed it in another 
instance, when the circumstances were either the same or very similar. 
And that these examples show that is what they had actually done. 
The pattern of regulation of producers or gas production is anything 
but clear, from the Commission’s action to date. 

I also made the statement, though, some progress had been made by 
the Federal Power Commission in producer regulation in recent 
months. I have some regrets about having made that. 

Mr. Macponatp. Would you care to comment on that? 

Mr. Suea. Since this statement was prepared, there have been two 
decisions of the Commission which provoke me to the conclusion that 
in addition to roaming the regulatory map, they have gone completely 
off of it. 

I have, for example, the Commission’s order allowing a rate increase 
In the Matter of Olin Gas Transmission Corporation in Docket G- 


y 8559. Olin isa gas transmission company. It has its own production, 

> ° 7 
and also purchases gas in the Monroe field. 

s Mr. Macponatp. Yes, sir. Could I interrupt you at that point? 


Is that not the company that Mr. Dougherty, who testified here on 
behalf of this bill, is general counsel for ? 
c. Mr. Sura. He may have been. 


Mr. Macponap. It was so recorded in the record at the time of Mr. 
Dougherty’s appearance here. 


e. Mr. Suna. In this order, the Commission permitted Olin Gas Trans- 
- mission Corp. to raise its prices above the cost basis to a new figure 
Vv which was designed to encourage exploration in the Monroe field, 
. and there was evidence to show that the Monroe field is definitely on 
1 the decline, and that no amount of exploration in that area would 
ic produce more gas. 

*h I am attempting to find the exact figures that went up, in cents per 


thousand cubie feet. 
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The present price which Olin has for its gas sold to pipeline pur- 
chasers is 4.66 cents per thousand cubic feet ; and the increase would be 
to 9.87 cents per thousand cubic feet. 

The price for gas sold from Olin’s interstate pipeline company, 
under the general service schedule, would be increased to 17.87 cents 
per thousand cubic feet. Present rates are approximately i5 cents per 
thousand cubic feet. 

The Commission, in issuing this order, allowed the prices to go into 
effect even though they were higher than the prevailing market price, 
which is completely recited in this order dated May 15 in docket 
G-8559. 

And in allowing operating expenses, an amount was included for 
Federal income taxes of several hundred thousand dollars which the 
company admitted that it did not pay because of the consolidated re- 
turn filed with its parent. 

Nevertheless, that was included as an operating expense. The 
amount is $897,537 for sreonge and State income taxes which were 
not paid during the t = yea 

Mr. Macponatp. I do nib ‘understand that about the taxes, What 
is that about the taxes again ? 

Mr. Suea. As a cost of service, part of the operating expense. The 
Commission allowed in its cost of service study, taxes for Federal 
and State income of $897,537 which the company admits that it did 
not pay. It did not have to pay any Federal taxes because of a con- 
solidated loss shown in a return with its parent company. I think 
the name of the parent company is Olin Industries 

Mr. Hesevron. Would the gentleman yield for one question at that 
point ? 

Mr. Macponatp. I yield. 

Mr. Hesenron. Mr. Shea, does it not appear in that case that Olin 
supported its proposed increase with cost data ? 

Mr. Suea. I don’t believe they did, Mr. Heselton. 

Mr. Hesetron. I will hand you a release, and draw your attention 
to the third paragraph of that release. It is identified as a Federal 
Power Commission release. 

Mr. Suea. Yes. But it says both with cost data and evidence de- 
signed to secure an allowance of 10 cents, the other evidence being 
the cost of gas in the area. 

Mr. Hesetron. That is all, Mr. Macdonald. 

Mr. Macponatp. Had you finished, Mr. Shea ? 

Mr. Sura. No; I am reading what the Commission’s order said. 
It said: 

No new reserves of any consequence have been addd to the field for many 
years— 


speaking of the Monroe Field— 
and available reserves and production are slowly declining. 
Then it gives the figures from 1950 through 1954. 


Further production declines are forecast, and unless additional reserves are 
found in or near the area, the Monroe Field is expected to be commercially 
exhausted by the end of 1963. 


Nevertheless, the increase was allowed without any restrictions or 
limitations on whether or not the increased revenue to be collected 
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from consumers was going to be used for finding new reserves, and 
where they were going to find them. 

That brings to mind or to the point, the attitude of the gas pro- 
ducers who are seeking this increase, and | quote from the tr ial exam- 
iner’s proposed decision “Jn the Matter of Natural Gas Pipeline Com- 
pany of America, Docket G-3124, which was issued on May 24, 1957. 

Mr. Oates, who is chairman of the board of Natural Gas Pipeline 
Company of America, the same company that Mr. Hedrick repre- 
sented here last week and stated that they had a proceeding sae 
before the Federal Power Commission to increase the price of their 
company-owned reserves from 114 cents per thousand cubic feet to 
something around 8 cents per thousand cubic feet, the chairman of 
the board of the same company—— 

Mr. Macvonaup. Excuse me a second, Mr. Shea. You are now re- 
ferring to what Mr. Hedrick said here before this committee ? 

Mr. Sura. Yes. 

Mr. Macponarp. Yes, sir. 

Mr. Sura. Here is what the chairman of the board said, stating 
what they would do with the proceeds that would come from a higher 
valuation of their own reserves: 

I would——— 


Mr. Macpvona.p. For my information, Mr. Shea, and for the infor- 
mation of the committee, what you are saying now is that as a result 
of the increase in reserves which Mr. Hedrick testified to before this 
committee, what you are now reading to us refers to what will result, 
because it is not quite clear in my mind 2 

Mr. Sura. What I am endeavoring to point out, Mr. Macdonald, is 
this company has before the F eder al Power Commission in this 
docket a petition to increase the price of its gas 

Mr. Macponavp. Right. 

Mr. SHEA (continuing). From 11% cents to a higher figure. 

Mr. MAcponarp. Right. 

Mr. Sues. Mr. Hedrick said about 8 cents. 

Mr. Macpvonap. Right. 

Mr. Sea. The chairman of the board of that same company, under 
cross-examination as to the necessity for this increase, had this to say: 





I would say that the allowance of the weighted average field price paid to us 
by our ratepayers would belong to Natural to do with it as it pleases, without 
commitment. It would, of course, be our intention to do what we prudently and 
reasonably could, in the light of all circumstances, to find production. But we 
are not now and will not commit ourselves to spend any sum of money, because 
that is not required by the principle and should not be required by the principle. 
What we are trying to do is to get fair, equal treatment as a matter of sound 
regulatory policy. 

I say that if that comes, you will find that the pipeline industry, in my opin- 
ion, will be responsive and do what they have not done in the past in seeking 
additional production. These increased revenues might, if you please, be paid 
out completely in dividends; but the company, having the inducement, recogniz- 
ing that it will not be prejudiced as against the competitors in the field, will pro- 
vide moneys elsewhere, in my opinion, to go out and seek production. It is the 
climate that you are in which provides the inducement. 


In my opinion, that means that these companies are asking the 
ratepayers to provide them with capital. 

Mr. Macponavp. Well, sir, translated, that means that the president 
of the company said if this rate increase was granted, the money 
would not necessarily go back into trying to find more gas, but couid, 
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under his principles, be paid out in direct dividends to his sharehold- 
ers; is that correct? 

Mr. Sue. Precisely what that record aye. 

Mr. MAcponap. Well, sir, your voice was a little low. 

Mr. Suea. I am sorry. 

Mr. Mr. Macponatp. And I do not think everybody gathered that. 

And plus the fact, did he not also say that it is the climate in which 
he is operating that provides plenty of inducement to go out and look 
for gas? 

Mr. Sura. No. What he said was, he wanted the climate. 

Mr. Macponarp, That the increase represents a climate in which, 
while he did not use the extra money except to pay dividends, that the 
fact that he could get that extra money to pay dividends was climate 
favorable enough for him to go and look for gas; is that correct? 

Mr. Suea. That is correct. 

Mr. Macponarp. I am well aware of the fact that there are many 
gentlemen peering over at me here, who are desirous of asking ques- 
tions themselves, and I have been in a similar position as they now 
find themselves. 

Therefore, while I have more questions, Mr. Shea, perhaps I had 
better defer them until the other gentlemen have an opportunity to 
question. 

Mr. Wiiut1ams. The gentleman from Massachusetts has still about 
§ minutes remaining. 

Mr. Macpona.p. If the gentlemen do not want my 8 minutes, I will 
be happy to continue. I was just thinking of the sensibilities of my 
fellow committee members. 

Mr. Wuu1aMs. Do you yield the floor? 

Mr. Macponaxp. I yield. 

Mr. Wituiams. Mr. Hale? 

Mr. Hate. Mr. Shea, do you think that natural gas producers 
should have to procure certificates of public convenience and _ ne- 
cessity ? 

Mr. Suea. No, I do not, Mr. Hale. 

Mr. Hare. You think they should not ? 

Mr. Suea. I do not think that all of them should be required to 
obtain a certificate of convenience and necessity. 

Mr. Hare. You think some should, and some should not ? 

Mr. SHea. That is right. 

Mr. Hate. How do you distinguish who should who should not? 

Mr. Sura. Well, that was on “the basis of the contention I made 
yesterday that there should be a quantitative exemption, depending 
on the size of the company. 

Mr. Hate. Wrongdoing is all right on the part of small people! 

Mr. Suea. Well, that is the principle of a lot of legislation. 

Mr. Hatz. In substance, your position is that the existing law is all 
right, and there is no necessity of new legislation, but the Federal 
Power Commission should mend its ways; is that not the gist of your 
position ? 

Mr. Suea. I would not subscribe to the term “mend its ways.” I 
think it ought to develop a sound regulatory policy. 

Mr. Hatz. What would the sound regulatory policy be? 

Mr. Sue. The regulation of producers within the mandate of the 
Phillips decision. 
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Mr. Hare. Well, just how—what is the mandate of the Phillips 
decision? How does the Phillips decision say that producers should 
be regulated. 

Mr. Sura. As I said yesterday, the Phillips decision does not re- 
quire that producers be regulated. 

Mr. Hate. That is very illuminating. I thought it did. 

Mr. Supa. I thought we had quite a discussion of that yesterday. 
My contention was “that. the Phillips decision did not require the 
regulation of producers per se. 

Mr. Hare. Then your position is still very difficult for me to 
understand. If the Phillips decision does not require the producers to 
be regulated, what is the Federal Power Commission to do—what 

task is assigned it ? 

Mr. Sua. I contended yesterday that the Phillips decision merely 
said that the functions which the Phillips Petroleum Co. carried 
out in the sale of natural gas made it a natural gas company within 
the meaning of the Natural Gas Act. 

That, in essence, is the substance of the Phillips decision, in my 
opinion. 

Mr. Hate. Do you think that producers of natural gas should be 
regulated at all? 

Mr. Suea. As long as they take on the same status as the Phillips 
company does; yes, sir. 

Mr. Hare. And as long as they are big enough ¢ 

Mr. Suea. As long as they are important in the scheme of the 
natural-gas industry. 

Mr. Hare. How big should a natural-gas producer be in order to 
win the privilege of reculation ! ¢ | Laughter. | 

Mr. Suva. I also repeated yesterday that 1 was unable to deter- 
mine just where that line of demarcation should be fixed. It may 
well be within the Macdonald bill. 

Mr. Hate. It may well be what? 

Mr. Suwa. At the figure mentioned in the Macdonald bill. 

Mr. Hate. You say in your statement that the Federal Power Com- 
mission has vacillated from top to bottom. Just what did you mean 
by that? 

Mr. Sura. I thought I just explained that to Mr. Macdonald, Mr. 
Hale. 

Mr. Hare. The things you explain to Mr. Macdonald you do not 
necessarily explain to me. 

Mr. Macponatp. Will the reporter read that back, since I did not 
hear it. 

Mr. Sua. I have misplaced a copy of my statement that I have 
been referring to here, Mr. Hale, if you will have patience. 

In the statement I gave examples to show how they have vacillated 
from top to bottom. “In cases where the issues were either identical 
or similar, they would disclaim jurisdiction over the price to be 
charged, and in other cases they took jurisdiction. 

Mr. Hare. You are speaking now of the period since the Phillips 
decision ? 

Mr. Sua. I am speaking—most of them were heard in the latter 
part of 1956, as my statement shows. 

Mr. O’Hara. Will the gentleman yield at that point? 

Mr. Hate. Yes. 








1386 NATURAL GAS ACT 


Mr. O'Hara. Mr. Shea, you of course know about the Pomona de- 
cision which went to the circuit court of appeals here, wherein the 
Federal Power Commission said their hands were tied by that deci- 
sion as to rates. And it does tie their hands, does it not? 

Mr. Sura. I presume it does. 

Mr. O’Hara. In that case, as I understand it, certiorari was denied 
in the Supreme Court, which considerably changed their opinion. 
Did not those opinions you are complaining about happen following 
the Pomona case? Did they not? 

Mr. Suea.I believe they did. But my complaint is not what they 
did not do or what they did do, but as to how they did it. 

Mr. O’Hara. Of course, they would be—they would have to fol- 
low, where an appeal was made from the circuit court of appeals and 
certiorari was denied by the Supreme Court, they were tied by that 
decision of the circuit court of appeals. In a matter of fairness, is 
that not so? Would you answer for the record ? 

Mr. Suea. I would think so; yes, sir. 

Mr. O'Hara. That is all. 

Mr. Hate. Is there anything in H. R. 6790 which you think is 
damaging to the Texas Co. 

Mr. Suea. I do not know enough about the affairs of the Texas Co. 
to answer that question. 

Mr. Har. If you will look at exhibit 5, you will see that the day 
that this bill was filed, the stock of the Texas Co., the Shell Co., Sin- 
clair Oil Co., had all gone down on the “big board.” 

How do you explain that ? 

Mr. Sura. I cannot explain it. 

Mr. Hare. They should all have gone up. 

Mr. Sura. The purpose of this exhibit, Mr. Hale, was just to re- 
flect, as I stated in the text, what took place on the stock market. in 
these 

Mr. Harr. Now, Mr. Shea, these bills could not have been filed be- 
fore noon, bec: ause the ace does not come in until noon, and the stock 

market closes at 3 or 3:30, 1 think. Do you think—do you seriously 
think that the news that these bills were filed had reached the floor of 
the stock exchange and drove up the prices on these stocks in that 
brief period ? 

Mr. Sura. Yes, sir; I do. 

Mr. Harr. The mere filing of the bill? 

Mr. Supa. Yes; I do 

Mr. Macnonarp. Will the gentleman yield ? 

Mr. Harr. Yes, I will yield. 

Mr. Macponatp. Is it not correct that a press conference was held 
before the bill was filed? Iam asking Mr. O’Hara, is it not true that 
a press conference was held between Mr. Harris and yourself prior to 
the filing of the bill? 

Mr. O'Hara. I think about 11:30 that morning. 

Mr. Hare. You think that the press conference and the filing of 
the bills drove up the securities that afternoon ? 

Mr. Sura. Yes, sir; I do. 

Mr. Hare. How did the market react to your statement yesterday ? 
[ Laughter ]. 

Mr. Suea. I do not think the market would be at any time affected 
by my statements. 
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Mr. Hare. You are modest. 

That is all. 

Mr. Wiuttams. Mr. Roberts? 

Mr. Roverts. I have no questions. 

Mr. Witutams. Mr. Heselton ? 

Mr. Hesrvron. Mr. Shea, let. me ask you: Are you familiar with 
the proceedings before the Federal Power Commission resulting in 
findings and an order issuing permanent certificates on May 20, gr ‘ant- 
ing certificates of public convenience and necessity on May 20, with 
reference to the so-called CATCO group? 

Mr. Sura. Yes, Mr. Heselton, I am. 

Mr. Heservron. As I understand it from the press release issued by 
the Federal Power Commission on May 20, these certificates authorize 
what are termed to be four independent producers to make offshore 
sales to Tennessee Gas Transmission Co. 

Mr. Suea. That is correct. 

Mr. Hesevron. And, the four independent producers are the Con- 
tinental Oil Co., the Tidewater Oil Co., both of Houston, the Atlantic 
Refining Co., of Dallas, Tex., and the Cities Service Production Co., 
of Bartlesville, Okla. 

Mr. Sura. Yes, sir; they are the companies involved. 

Mr. Hesriron. Before I ask you a question with reference to the 
findings and order, does it appear from the opinion that the pipeline 
company, Tennessee, was permitted to build 107 miles of line to con- 
nect the system from the offshore reserves, at an estimated cost of 
$16,315,412? 

Mr. Siea. That is correct. 

Mr. Heseiron. Do you have the opinion before you? 

Mr. Suea. Yes, sir; I do. 

Mr. Hese.ron. oe and order? 

Mr. Suea. Yes, sir; I do. 

Mr. Hesrevron. Will you refer—and if somebody objects, I shall 
offer this as an exhibit—but in the absence of that, will you refer to the 
second paragraph on the second page, and I will ask you to read that 
paragraph down through—I think I will ask you to read the entire 
paragraph, please. 

Mr. Suea (reading) : 

The CATCO companies urge that if there is no change in existing law the Com- 
mission will have continuing control, under sections 4 and 5 of the Natural Gas 
Act, over the rate to be charged and any increases proposed. However, if the 
Harris bill, H. R. 6790, 85th Congress, or some similar bill to it, becomes law they 
admit that the Commission might possibly lose continuing supervision over the 
future price increases provided in the several contracts between the CATCO com- 
panies and Tennessee Gas. To permit the Commission to retain such supervision 
the CATCO companies propose to amend their contracts so that, if the Harris bill 
is enacted into law, the initial sales price shall be 21.4 cents per thousand cubic 
feet until November 1, 1962, as at present, but after that the “reasonable market 
price” within the meaning of the bill and as determined by this Commission shall 
prevail: Provided, however, that such “reasonable market price” shall be “not 
less than 21.4 cents per thousand cubic feet.” 

Mr. I[esevron. May I interrupt you there to inquire whether the next 
paragraph does not set out that the 21.4 cents is the initial sales price? 

Mr. Sura. That is correct. 

Mr. Hesevron. And this opinion, the portion you have just read or 
the finding, emphasizes that such “reasonable market price” shall be 

“not less than 21.4 cents per thousand cubic feet.’ 
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Mr. Sura. That is right. 

Mr. Heserron. All right, will you continue that paragraph ? 

Mr. Suea (reading) : 

Under this proposal, adjustments may be initiated by the sellers at 4-year inter- 
vals under “indefinite pricing clauses,’ which would replace the “definite pricing 
clauses” contained in the contracts, but would be limited by the step increases 
now provided in the contracts. Tennessee Gas states in its answer that it agrees 
with and fully supports CATCO’s proposal and will enter into the proposed 
amendments to the gas sales contracts of the CATCO companies. 


Mr. Hesetron. Will you turn to the last sentence on that page begin- 
ning, “Furthermore,” and read that full sentence, please ? 

Mr. Suea (reading) : 

Furthermore, under the provisions of the so-called Harris bill, if it is enacted 
into law, the proposed additional price might no longer be subject to adjustment 
by us. 

Mr. Heserron. “By us.” 

Will you go to the first full paragraph on page 3, and read the two 
sentences there? 

Mr. Suea (reading) : 

The condition to the certificates shall be that each of the CATCO companies 
shall amend its contract with Tennessee Gas so as to provide that the initial 
price shall be 18 cents per thousand cubic feet (including 1 cent per thousand 
cubic feet for the Louisiana gathering tax). This price, the record shows, is 
the highest price presently being paid by Tennessee Gas for the purchase of 
any gas produced in the Southwest area. 

Mr. Hesevton. Now, will you go to the first sentence of the next 
paragraph ? 

Mr. Sura (reading) : 


We are not determining that the 18-cent maximum price set herein is the proper 
price under the standards of the act as presently constituted or as it might be 


amended by the Harris bill. 

Mr. Heserron. Mr. Shea, do you know of any other proceeding 
currently before the Federal Power Commission or which has been 
before the Federal Commission in recent days which is similar to the 
proceeding involving the so-called CATCO group ? 

Mr. Suea. I presume there are. I do not know actually that there 
are. 

Mr. Hese_tron. Somewhere in your statement you made reference 
to the fact that some company had presented cost data in a proceed- 
ing. You did not identify the company. 

Mr. Suea. The company is the Phillips Petroleum Co. 

Mr. Hesevtron. Do you happen to know how extensive a case that 
was in terms of volume of gas involved or in dollars? 

Mr. Suea. I have read it, Mr. He aselton, but I cannot repeat it now 
from memory. 

Mr. Hesevron. How recently was that? 

Mr. Suea. It is presently going on. 

Mr. Hesevron. It is going on at this time? 

Mr. Suea. So far as I know. 

Mr. Heseuron. On page 8 of the statement you gave to us yester- 
day, you referred to your objection to the amendments, without going 
into every detail of the bill, said that it was well known that the pro- 
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posed legislation was otherwise developed by several segments of the 
natural-gas industry, and then you said this: 


Because of the extreme complexity of the bill— 
and so forth— 


the principal changes in the Natural Gas Act proposed by H. R. 6790 are set 
forth below— 

and then you listed 12 of the principal changes, running through the 
middle of page 12. 

It is my recollection that you simply submitted that for the record, 
and did not refer to them in any detail. 

Would you care at this time to state, as briefly as possible, some of 
the major conclusions you have arrived at in terms of your study of 
the bill along the lines of the changes you have indicated ¢ 

Mr. Sura. Mr. Heselton, since this statement was prepared, I had 
an opportunity to see the statement of Mr. Goldberg who, I think, 
made a very thorough analysis of the act. And in “the interest of 
saving time, I would subscribe to what he has to say. 

In summary here, I believe that the legislation is not constructive ; 
that it forgets the legislative intent of the original Natural Gas Act, 
and removes practicé uly all the consumer protection that the present 
act now affords. 

Mr. Hesevron. In conclusion, from time to time during the course 
of these hearings and in previous hearings, reference has been made 
to what _ ople are alleged to have believed to have been the intention 
of the Congress in 1938 when it passed the original Natural Gas 
Act, and reference also has been made to and differences of opinion 
have been expressed as to the soundness of the so-called famous Phil- 
lips decision. 

In terms of that decision, and in order that the record may be com- 
plete, because of the remarks you have just made, I wonder if you 
would agree with the language of the Supreme Court in the case of 
Interstate Natural Gas C ompany V. Federal Power Commission (321 


U.S. 682 at 692), when it said as to prices at the origin of production, 
the gathering stage: 


Unreasonable charges exacted at this stage of the interstate movement be- 
come perpetuated in large part in fixed items of cost which must be covered by 
rates charged subsequently to purchasers of gas, including the ultimate con- 
sumer. It was to avoid such a situation that the Natural Gas Act was passed. 

Mr. Sua. I agree with that most heartily. 

Mr. Heseiron. I want to compliment you on your statement. I 
think it is very helpful. 

That is all. 

The CuatrMan (presiding). Thank you, Mr. Heselton. 

Mr. Rogers? 

Mr. Rocers. Are we going to stop, Mr. Chairman, at 12 o’clock ? 

The Carman. Yes, we w will have to stop at 12. 

(Discussion off the record. ) 

The Cuatrman. The committee is going to recess until 15 minutes 
after the Committee of the Whole House on the State of the Union 
arises this afternoon, at which time, Mr. Shea, we hope you can be 


back, and at which time I hope Mr. Farnand and Mr. Reese can be 
back. 


Mr. Suea. I can be here. 
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Mr. Rogers. May I ask just 1 or 2 questions now ¢ 

The CuarrmMan. Yes. You have 3 minutes. 

Mr. Rogers. Mr. Shea, whom do you represent ? 

Mr. Sura. The Lynchburg Gas Co. 

Mr. Rocers. And that is all? That is the only one you represent in 
these hearings. 

Do you own any gas reserves or do you purchase all of your gas 
reserves ? 

Mr. Suea. We purchase all our gas, Mr. Rogers. 

Mr. Rocers. What is the size of your operation ¢ 

Mr. Sura. Expressed in dollars? 

Mr. Rogers. Yes, sir. 

Mr. Suea. Our assets are about $2.5 million, and our annual rev- 
enue from gas sales is about $1,100,000. 

Mr. Rocers. And where do you get your gas from, whom do you buy 
it from ? 

Mr. Suea. A company named Atlantic Seaboard Corp., which is 
a unit of the Columbia Gas System. 

Mr. Rogers. You just operate in Lynchburg, as I understand it. 

Mr. Suea. And the adjoining parts of three counties. 

Mr. Rogers. Adjoining parts of three counties. What size is your 
operation? How far do you extend out, in area, we will say ¢ 

Mr. Sura. We have about a hundred miles of line. 

Mr. Rocrers. A hundred miles of line. 

What do you pay for your gas at the city gates at Lynchburg? 

Mr. Suea. Last year the cost was 58.4 cents per thousand. 

Mr. Rocers. 58.4 cents per thousand cubic feet. 

What do you charge the consumers for gas? 

Mr. Suea. In 1956, the revenue received from that gas was $1.26. 

Mr. Rocers. $1.26 a thousand cubic feet. 

Do you sell that to the consumer on a thousand-cubic-foot basis, or 
on a thermal-unit basis / 

Mr. Sura. On a thousand-cubic-foot basis. 

Mr. Rocers. Their bills go out on a thousand-cubic-foot basis? 

Mr. Suea. Yes, sir. 

Mr. Rogers. How do you have it insofar as the different brackets 
are concerned, as to the number of thousand cubic feet that are used # 

Mr. Suea. You mean the rates ¢ 

Mr. Rocrers. Yes, the rates, your steps. Do you have different 
steps ‘ 

Mr. Sura. We have different steps and different rates. 

Mr. Rocers. Well, now, what different steps do you have? 

Mr. Suea. I do not have a copy of the rates with me, Mr. Rogers. 
But I can get them from the library this afternoon. 

Mr. Rogers. Do you not know what they start out at? I mean, 
if I just use one unit, 1,000 cubic feet of gas, how much would I 
have to pay for it? 

Mr. Suea. Well, the first cubic feet of gas, or less, used per month 
is a dollar. 

Mr. Rocers. Well, now, what is your next rate / 

Mr. Suga. The next 1,800 cubic feet, this is entirely from memory, 
I think is $1.40 per thousand. 

Mr. Rogers. $1.40 per thousand. That is your highest rata 
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What is vour lowest rate ¢ 

Mr. Suea. Sixty cents per thousand. 

Mr. Rocrrs. Sixty cents per thousand. How much do you have 
to buy in gas, dollarwise, before you get to the 60 cents per thousand ¢ 

Mr. Sura. The 60-cent rate is not available except to industrial 
customers. 

Mr. Rocrers. Except to industrial customers. 

Do these industrial customers, Mr. Shea, that you sell to, engage 
in interstate commerce—— 

Mr. Suna. Yes, they do. 

Mr. Rocers (continuing). In any way? 

Mr. Suea. Yes, they do. 

Mr. Rocers. Then you are selling gas to be used for industrial 
purposes to manufacture articles to be shipped in interstate com- 
merce / 

Mr. Suea. Yes, sir. 

Mr. Rocers. Your interest in opposing this bill, or any bill of this 
kind, is, as I understand your testimony that I have heard and read, 
in the interest of the consumer in the price the consumer has to pay; 
that is correct, is it not ? 

Mr. Sura. That is correct. 

Mr. Rocers. Mr. Shea, what is the relationship between the rate 
you charge in Lynchburg and the rates that are charged in cities of 
similar size in Virginia or adjoining States ? 

Mr. Sura. They are about the same, very little variation. 

Mr. Rocers. Very little variation. 

What is the difference in other parts of the country, do you know? 

Mr. Suea. “Other parts of the country” is a large territory. I 
know that in the State of West Virginia, the State adjoining us, the 
gas rates are much lower. 

Mr. Rocers. The gas rates are much lower. Why is that? 

Mr. Suea. Because West Virginia produces the gas. 

Mr. Rocers. Well, how far is it from West Virginia to Lynchburg? 

Mr. Sues. Two hundred and fifty miles. 

Mr. Rogers. How much does it cost a thousand cubie feet to trans- 
port that gas from West Virginia to Virginia ? 

Mr. Sura. Lam inno position to answer that. We pay the rates 

Mr. Rogers. You mean to tell me, Mr. Shea, that you are in the gas 
business and you do not know how much it costs to transport gas from 
a gas field toa city ? 

Mr. Suea. Not in this particular situation. These rates that we 
pay for gas are approved by the Federal Power Commission. 

Mr. Rocers. Well, I understand that, but you were criticizing, as I 
understood it, the Federal Power Commission a while ago, were you 
not, on some of the things that they have done? 

Mr. Sua. I was not criticizing them. I just do not agree with 
them. 

Mr. Rocers. Well, maybe I do not agree with them on the way they 
fix these rates, but what I am talking about is this: You do know 
about what it costs to transport gas generally, do you not, through 
a pipeline ? 

Mr. Sura. I do not, generally, because it is a specific situation of the 
size of the line, and the distance, and the pressures, and matters which 
you cannet generalize on, Mr. Rogers. 
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Mr. Rogers. But all of the gas that you buy, you pay 58 cents a thou- 
sand cubic feet for ? 

Mr. Suea. That is correct. 

Mr. Roeers. Is that a set rate that you pay, or do you pay a different 
price when the measurement is under different temperatures ? 

Mr. Suea. That is the price for all the gas we buy. We buy it, of 
course, at a rate 

Mr. Rogers. That is what you call a balanced rate, is it not, Mr. 
Shea ? 

Mr. Suea. That is correct. 

Mr. Rocers. In other words, you take everything and add it up and 
divide it by the number of thousand cubic feet you have got, and you 
will come out with 58 cents ? 

Mr. Suea. That is correct. 

Mr. Rogers. What is the highest rate you pay ? 

Mr. Sura. Well, the rate is not on a volumetric basis entirely, Mr. 
Rogers. For the demand and commodity rate, we pay approximately 
$2 per thousand cubic feet of daily demand, and approximately 33 
cents a thousand for the gas we actually purchase, plus a facility charge 
which amounts to about $100,000 a year. 

Mr. Rogers. You pay that to the pipeline company. 

Mr. Shea, why is it that they have all of this he, structure in 
order to charge these rates, to fix these rates, do you know? 

Mr. Sura. Well, in this instance, I do not. 

Mr. Rocers. In what instance do you know ? 

Mr. Sura. Well, with pipeline companies that I have been asso- 
ciated with. But what this Atlantic Seaboard Co. does in the way of 
rate structure is not greatly different from what all the natural gas 

wielien companies do. 

Mr. Rogers. Do I understand you have been associated with gas 
pipeline companies ? 

Mr. Sua. That is right. 

Mr. Rogerrs. In the past ? 

Mr. Suea. That is right. 

Mr. Rogers. And you still say you cannot give me an estimate as 
to the transmission costs per thousand cubic feet of gas from West 
Virginia to Virginia? 

Mr. Suea. In this particular instance, no, without certain— 

Mr. Rogers. Let’s use the balanced idea now. You are familiar 
with gas from pipelines. Let’s use the balanced thing, like you fix 
the rates with all these complex things. 

You ought to be able to give me an estimate generally of what it 
costs to transport a thousand cubic feet of gas in the type of pipeline 
that is generally used. 

Mr. Suva. What it costs and what they charge for it are somewhat 
different. The cost of gas to the Atlantic Seaboard Cor p. at the point 
where it picks it up, I would say was in the neighborhood of 20 to 
25 cents per thousand cubic feet. 

Mr. Rogers. Twenty to twenty-five cents a thousand cubie feet for 
how long a distance? 

Mr. Sura. That is where they get it, that is the cost of the gas to 
them. 

Mr. Rogers. Now, Mr. Shea, you know what I am talking about. 
T am talking about a per-mile cost per thousand cubic feet. 
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Now, I am a simple fellow, and there are a lot of these things I do 
not understand a lot about, but I know—let us not doubletalk each 
other, because I come from gas country myself. 

Mr. Suea. [ am not attempting to doubletalk 

Mr. Rocers. You know what I have been talking about; you have 
been with pipelines, Mr. Shea, have you not ? 

Mr. Suea. | have. 

Mr. Rocers. You know they figure this out minutely, they know 
exactly how much that gas costs them every inch it moves. Actually 
they can determine that. 

Mr. Suea. But I am not in the pipeline business. I am representing 
a distributor here. 

Mr. Rogers. Well, but you have been. That is the reason you are 
representing a distributor now. You are a man well grounded in 
knowledge on gas matters. How much does it cost, a mile, to transport 
a thousand cubic feet of gas in the average-sized pipeline ? 

Mr. Sua. There is no such thing as an average-sized pipeline. I 
cannot answer that, Mr. Rogers, no matter how hard I try. 

[ could tell you how much—I could figure the cost of how much it 
would be in a line that I might design, but I cannot pick out a general- 
ization and give you a figure per mile. 

Mr. Rocers. Well, the line that you get it from; how much would 
it cost ? 

Mr. Suea. I do not know. I have no familiarity with their busi- 
ness. 

Mr. Rogers. Then it is your testimony that you just do not know 
what it costs ? 

Mr. Sura. Yes, per mile, under any and all circumstances, I do 
not know. 

Mr. Rogers. And you do not want to make a guess at it? 

Mr. Sura. No. I make it a practice not to guess in matters of this 
kind. . 

Mr. Rocers. Now, Mr. Shea, as a distributor interested in the con- 
sumer’s interest, as you say you are so deeply, do you not think it 
would be proper for you, as an official of the Lyne hburg Gas Co., to 
find out what it costs to transmit that gas from West Virginia to 
Virginia, or from Texas to Virginia, to your lines, when you take 
care of these consumers you profess to help? % 

Mr. Macponaup. Will the gentleman yield ? 

Mr. Rocers. Not now. 

Mr. Suea. It is not my business to determine that, Mr. Rogers, 
and I think that 

Mr. Rocrers. You are not interested in what it costs to get it to 
the pipeline. All you are interested in is trying to nail down a price 
for the — so he cannot make a living; is that it? 

Mr. Suea. I did not contend such a position in any part of my 
statement or anything I have said. I have made it perfectly clear 
that I think the cost of gas in the field is going wp, and maybe it 
should go up. My only contention is that it ought to go up by the 
same rules that the rates at retail go up and the rates “at transmis- 
sion go up. 

Mr. Rogers. Well now, if we follow that out to a logical conclu- 
sion, you think that it ought to be regulated so that it can be regu- 
lated up or down as the matter might require 
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Mr. Suxa. Correct. 

Mr. Rogers. In the consumer’s interest. Now, under that logic, 
do you not think it would be proper that your company also be under 
the Federal Power Commission, along with all the other distributing 
companies, so that the consumers w ould not be gouged by different 

rates at a different time ? 

Mr. Sura. I would not have any objection to having my business 
under the Federal Power Commission. 

Mr. Rocers. You think it would be all right to have you under the 
Federal Power Commission ? 

Mr. Sura. Yes, sir. 

Mr. Rogers. Have your rates regulated by the Federal Power Com- 
mission ? 

Mr. Suea. Yes, sir. 

Mr. Rogers. You would have no objection to it ? 

Mr. Suea. None whatsoever. 

Mr. Rocers. Do you speak as a spokesman for the industry gen- 
erally, the distribution end of this industry generally, when you speak 
of that, or just for the Lynchburg Gas Co. # 

Mr. Suea. I qualified that. You asked me whom I spoke for at the 
beginning. I qualified that and said I speak only for the Lynchburg 
Gas Co. 

Mr. Rogers. Only for the Lynchburg Gas Co. If I may reserve 
some time, Mr. Chairman. The bell rang. 

The Cuarrman. You would be recognized, under the circumstances, 
first, when we reconvene again 15 minutes after the committee arises 
of the House. 

I have been advised that you have 50 minutes left. 

Mr. Rogers. Mr. Macdonald, I yield to you, if it is all right. 

The Cuairman. The committee will have to adjourn now, in view 
of the fact that we have a distinguished guest at the House. 

The committee will adjourn, then, under the circumstances. 

(Whereupon, at 12:10 p. m., the committee adjourned, to reconvene 
15 minutes after the recess of the House.) 


AFTERNOON SESSION 


The CuarrmMan. The committee will come to order. 

Mr. Clerk, will you advise Mr. Bennett, Mr. Macdonald, and Mr. 
Dingell that the committee is in session and that, following the con- 
clusion of Mr. Shea, they will have an opportunity to question Mr. 
Farnand and Mr. Reese ? 

Mr. Rogers, when the committee adjourned at the call of the House, 
you were in the process of interrogating the witness. And, under the 
arrangement, you are rec ognized to continue your questions. 


STATEMENT OF MICHAEL E. SHEA—Resumed 


Mr. Rocers. Thank you. 

Mr. Shea, I believe you testified before that you had a first step 
in your rate of $1 for each 200 cubic feet or part thereof; in other 
words, your minimum bill is a dollar? 

Mr. Snea. The rate, Mr. Rogers, is the first 200 cubic feet or less, $1. 

Mr. Rocers. $1; that is your minimum charge? 

Mr. Sua. That is right; per month. 
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Mr. Rogers. In other words, that simply means this, that you sell 
that gas at a rate of $5 a thousand cubic feet for the first 200 ‘feet, do 
you not? 

Mr. Suea. That ts correct. 

Mr. Rocers. Now, what was the next rate, the next step? 

Mr. Suea. The next 1,800 cubic feet used per month, $1.40 per 
thousand. 

Mr. Rogers. $1.40 per thousand ? 

Mr. Suga. Yes. 

Mr. Rocers. For the next 1,600, which would be a little bit—when 
you say $1.40 a thousand cubic feet, you are basing it on the thousand 
cubic feet from there on; in other words, your first step is on the 
thousand-cubic-foot basis. 

Mr. Suea. The billing done on a per thousand cubic feet is a mini- 
mum bill proposition, is it not? 

Mr. Rogers. And your 200 cubic feet is a minimum-bill proposition 
is it not? 

Mr. Sura. That is correct. 

Mr. Rogers. How many customers do you have that you sell your 
gas to for $5 a thousand cubic feet—what I means is: What percentage 
of your customers pay that minimum bill that use less than 200 cubic 
feet ? 

Mr. Suea. Per month? 

Mr. Rogers. Per month, that is right. 

Mr. Suea. That would vary throughout the year, but I would say 
that there are fewer than 200 customers who are regularly billed on the 
minimum bill. 

Mr. Rocrers. How many customers do you have altogether ¢ 

Mr. Sura. 9,000. 

Mr. Rogers. You have 9,000 and just a few of them are paying that 
top rate ¢ 

Mr. Suga. Paying the minimum bill, yes. 

Mr. Rogers. Now then, when you get out of the 1,800 feet, what 
was it you hold us you moved to then, your next step in your rate? 

Mr. Sura. $1.40 per thousand feet the next 1,800. 

Mr. Rogers. Then above 1,800 ¢ 

Mr. Sea. The next 3,000 feet—this is from memory now, Mr. 
Rogers. 

Mr. Rogers. Yes. 

Mr. Sura. I may be mixed up, $1.20 per thousand. 

Mr. Rogers. $1.20 per thousand ¢ 

Mr. Sura. Yes. 

Mr. Rogers. And that is the next 3,000? 

Mr. Suea. That is right. 

Mr. Rogers. For $1.20? 

Mr. Suea. Yes. 

Mr. Rogers. Now then, what is your next step? 

Mr. Sura. All over 5,000 feet used per month, $1 per thousand. 

Mr. Rogers. $1 per thousand ? 

Mr. Sura. Yes. 

Mr. Rocers. That figure out on the amount of gas that you sell at 
$1.20 a thousand cubic feet for your operation at a balanced rate? 

Mr. Sura. For the year 1956. 

Mr. Rocrrs. Have vouchanged your rates recently ? 
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Mr. Sura. They went down since the Ist of January. 

Mr. Rogers. The rates did. 

Mr. Suea. The retail rates were decreased. 

Mr. Rogers. Did you do that or did the Commission do that? 

Mr. Sura. The company has what is known as a purchase gas 
adjustment clause, as the cost of gas to the company goes up or 
down at the city gate, the retail r ates are e adjusted accordingly. 

Mr. Rogers. "Then your gas went down at the city gates from the 
pipeline ? 

Mr. Sura. As a result of the determination by the FPC that a 
rate filed by the pipeline company in 1954 was partially set aside. 

Mr. Rocers. Partially set aside. Then there was a decrease in the 
gas rate ? 

Mr. Sura. No. There was an increase over the 1954 filed rate, but 
not as much as the company had asked for. 

Mr. Rogers. But you had been charging your customers on what 
they had asked for ? 

Mr. Suea. That is correct. 

Mr. Rogers. And you had decreased the rate / 

Mr. Sura. That is correct. 

Mr. Rogers. So actually you didn’t do anything for the customer, 
did you—you just did whatever the situation demanded that you do 
in regard to raising or lowering the price as the Commission might 
determine. 

Mr. Sura. We did what our purchase adjustment clause tells us 
to clo. 

Mr. Rocrers. Mr. Shea, you told me this morning, I believe, that 
you paid 58 cents a thousand cubic feet for that gas. 

Mr. Suea. That is correct. 

Mr. Rogers. Is that after the increase—— 

Mr. Suea. That reflects the increase. 

Mr. Rocers. After the rebate or not? 

Mr. Suea. That reflects the increase in effect in 1956. The price of 
gas went down on February 1, 1957. Andon March 1, 1957, the retail 

rates were decreased in the same amount. 

Mr. Rogers. What were they before? 

Mr. Suea. Well, it is only a matter of a couple of cents per hundred 
cubic feet. The figures I gave you are only adjusted by a tenth of a 
cent. 

Mr. Rocers. It would not be more than a tenth? 

Mr. Sura. Well, no. 

Mr. Rocers. Mr. Shea, do I understand—who do you deal with 
who did you say sells it to you? 

Mr. Sura. Atlantic Seaboard Corp. 

Mr. Rocers. Do you know whether or not that has any connection 
with any other gas company ? 

Mr. Sua. Yes; it is part of the Columbia Gas System. 

Mr. Rogers. A subsidiary of the Columbia Gas System. 

Mr. Suea. That is right. 

Mr. Rocrrs. Do I understand that you pay them 58 cents a thousand 
cubie feet for gas at the city gates? 

Mr. Sura. That is correct. We paid that in 1956. 

Mr. Rocrrs. How much are you paying now ? 

Mr. Suea. For the month of April it was 60 cents even. 
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Mr. Rogers. Isn’t it the same every month ¢ 

Mr. Suea. No; it depends on how much gas you buy. 

Mr. Rogers. Oh, you mean you have a different rate? 

Mr. Sura. We have the same rate but the volume of gas you take 
determines the price. 

Mr. Rogers. What do you mean, you mean you have got a gradu- 
ated rate with the pipeline company ? 

Mr. Suea. I explained the rate to you this morning. We have a 
two-part rate. 

The first part of it is what is known as the demand charge. And 
the demand charge in this instance is about $2 per thousand cubic feet 


of maximum d: aily demand. And you pay that whether you take any 
gas or not. 


Mr. Rogers. I see. 

Mr. Suea. And then there is a “commodity charge” of approxi- 
mately 33 cents per thousand cubic feet purchased per month. 

Mr. Rocrrs. I see. 

Mr. Sura. There is a distinction between the demand charge which 
is per day, and the commodity charge which is per month. 

Mr. Rocers. Yes. 

Mr. Sura. Under that type of rate, your rate goes down as the 
amount of gas you purchase goes up. So gas in the wintertime costs 
us 5 to 6 cents a thousand less than it costs in the summertime. 

Mr. Rogers. You do have a graduated rate? 

Mr. Srea. No. We do not have a graduated rate. I just told you 
what the rate is. 

Mr. Rogers. You have got a fixed rate? 

Mr. Suea. It is a fixed rate. 

Mr. Rocers. A fixed rate but it vascillates. 

Mr. Sue. It does not vascillate. 

Mr. Rogers. It stays the same all the time? 

Mr. Sura. Stays the same. 

Mr. Rocers. At 58 cents? 

Mr. Sura. No, sir. 

Mr. Rogers You mean it is 60 sometimes and sometimes it is 58 
cents; fixed to move around. 

Mr. Sura. Mr. Rogers, the rate is the same, as I just explained to 
you, all = the time, $2 per thousand cubic feet of maximum daily de- 
mi and, 3 33 cents per commodity per thousand cubic feet per month. 
That is the rate. The cost of the gas is the product of that rate. 


Mr. Roeers. Is that rate, if you know, fixed by the FPC—if you 
know ? 


Mr. Sura. Yes, sir: it is. 

Mr. Rogers. The demand part of it and all of it is fixed clear across 
the board? 

Mr. Suea. Every phase of it. 

Mr. Rogers. Do you have a basic rate that you start out with from 
the pipeline company ? 

Mr. Suea. That is it. 

Mr. Rogers. What is the basic rate that you start with ? 

Mr. Suea. Just what I told you. 

Mr. Rogers. 33 cents? 


Mr. Suea. No. The rate has two components, the demand charge, 


and the commodity charge. 
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Mr. Rogers. Yes. Well now, does that same rate apply to industrial 
sales—does it ? 

Mr. Suea. It applies to all of the gas purchased by the company, no 
matter what it is used for. 

Mr. Rocers. And what do you get for your gas that you sell for in- 
dustrial sales ? 

Mr. Suea. 60 cents per thousand cubic feet. 

Mr. Rogers. 60 cents. 

Mr. Suea. Yes. 

Mr. Rocers. If you pay 60 cents for that gas and you sell it for 60, 
you do a lot of business but do not make much money ? 

Mr. Sura. We do not pay 60 cents for the industrial gas 

Mr. Rogers. How much do you pay for it ? 

Mr. Snea. At the commodity rate, we pay for it, we pay 33 cents 
for industrial gas. 

Mr. Rocrrs. The commodity rate. That is what I am getting at. 

Let us get this thing clear. I cannot for the life of me see the rea- 
son for all of these complexities in it, unless the purpose is to confuse 
somebody or to work out a way whereby you can collect more than the 
people think they are paying. 

That is the thing I want to get clear, because it seems to me that it 

-ather odd that when you sell gas in Texas for 8 and 9 cents a thou- 
S wail cubic feet and before you get through with that gas in New York 
it is selling for $2.42 a thousand cubic feet, there is something wrong 
somewhere. 

You told me that you are paying 33 cents for gas, you just pay the 
straight commodity rate. 

Does that mean, Mr. Shea, that that is for the gas as a commodity, 
that you pay 33 cents for? 

Mr. Suea. It is the volume of our purchases. 

Mr. Rogers. All right. Is the demand charge in the nature of a 
service charge? 

Mr. Sura. No. Mr. Rogers, it does appear complex but in reality 
it is a very simple thing. 

Mr. Rocers. I am glad to hear that. because it still has me confused. 

Mr. Svea. And the rate I am dese ribing is typically representative 
of the rates in effect by natural gas pipeline companies. The de- 
mand 

Mr. Rogers. You told me this morning you did not know anything 
about how these pipeline companies charge. 

Mr. Suea. I might have said that, but I know something about 
their rate structures. And I say that this rate is typical of pipeline 
company rates. 

The demand is the capacity—it is the right to take on your peak 
day a specific amount of gas, and you pay for it whether you take it 
or not. 

For example, if a company has established a demand of 5 million 
cubic feet per day, and your demand charge is $2 per thousand cubic 
feet of demand, you pay 5,000 times $2 per month, a fixed charge, 
whether you take a cubic foot of gas or not. 

Mr. Rogers. Yes. 

Mr. Sura. And the purpose of such a rate is that the pipeline com- 
pany goes all the way back in the field and buys that capacity and in- 
stalls transmission capacity—I mean buys that gas, and installs trans- 
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mission capacity, and compressor station capacity to meet your peak 
day. 

And the utility company is in effect paying for that gas on the take- 
or-pay-for basis. 

Mr. Rogers. But ou are only paying 33 cents as a commodity rate 
and the demand rate is something that you can fix yourself. 

Mr. Suea. No, sir; the demand rate is fixed as part of the tariff. 
The amount of demand I take can be fixed, but it cannot be changed 
once it is fixed. 

Mr. Rocers. But you charge the consumers on the 58-cent rate 
but you charge it up at 33 cents to the industrial user 

Mr. Sura. For a very good reason, Mr. Rogers. 

Mr. Rogers. How do you separate that gas ? 

Mr. Suea. We do not separate the gas, ‘actually, but your industrial 

sales do not impose a peak. 

So, therefore, the demand charge is not applicable to your indus- 
trial sales because on your peak day your industrial sales are com- 
pletely curtailed or partially curtailed. 

Mr. Rogers. In other words, you mean that you have got an indus- 
trial demand that you can foresee for a year, whereas the consumer 
demand where it is retail consumption by the householder, is high in 
the winter and low in the summer ? 

Mr. Suea. That is right. 

Mr. Rocers. But your charge, insofar as your costs of gas are con- 
cerned, you charge 58 cents or 60 cents, as you say, this last one in 
April? 

Mr. Sura. That is right. 

Mr. Rogers. You charge 60 cents as your basic charge that you 
pay over to this pipeline company for gas that you sold to the con- 
sumers. 

Mr. Suea. That is what we actually paid, Mr. Rogers, not what 
we charge. The actual gas bill we paid for the month of April. 

Mr. Rogers. 1 mean, you set that up on your books to show as a 
cost item insofar as fixing your rates as concerned. 

Who regulates your rates, the Virginia Corporation ? 

Mr. Suna. The State Corpor ation Commission of Vi irginia. 

Mr. Rocers. And you use the 60 cent rate as your basis of cost? 

Mr. Sura. Sixty cents—you mean what the price of gas was in 
April. 

Mr. Rocers. Well, | mean whatever rate you paid. You use your 
commodity rate plus your demand charge to fix your basic rate. I 
mean to fix the rate that you ge base your charges on 
for rates from the commission. 

Mr. Suea. We do not fix it, that is what the pipeline company 
fixes for that commodity. We pay the pipeline company for the 


as. 





Mr. Rogers. I] understand you do not try to balance between your 


industrial sales and your consumer sales and show that cost as a bal- 
ance between that ? 


Mr. Sura. No, sir. 

Mr. Rocers. You use the highest charge for your cost insofar 
consumer sales are concerned, is that correct ? 

Mr. Sura. We use the actual cost of gas. 

Mr. Rogers. The actual cost of gas? 


as 
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Mr. Sura. Which I gave you as 58.4 cents for the year 1956. 

Mr. Rogers. But you keep your industrial sales separate from your 
consumer operations, don’t you / 

Mr. Sua. In what sense do we keep them separate ¢ 

Mr. Rocers. You don’t show, in other words, you don’t show the 
Virginia Corporation Commission your industrial sales insofar as 
getting the rates fixed on the consumer operations,-do you / 

Mr. Suea. I don’t understand the question. 

Mr. Rogers. Well, what I mean is this, when you go—say you were 
seeking a rate ine rease—you go to the commission, you tell them what 
the gas costs you, that you are going to sell to the householder, don’t 
you. 

Mr. Suea. No. We don’t show them anything. When we go for 
a rate increase the commission itself investigates our costs. 

Mr. Rogers. They get your books, don’t they / 

Mr. Sua. They do. 

Mr. Rogers. Your books are kept on consumer sales and industrial 
sales ? 

Mr. Suea. They are positively not. 

Mr. Rocers. They are not kept separate? How do you know you 
are paying 33 cents for gas to the industrial and paying 60 for the 
consumers ¢ 

Mr. Suea. That is one company’s rates. I just quoted 33 cents. 
That is the commodity charge. 

Mr. Rocers. But don’t you keep a separate set of books, separate 
items to show how much the industrial sales you make are as against 
how much consumer sales you make? 

Mr. Sura. That isn’t a separate set of books. It is a classification 
of our revenue, yes every 

Mr. Rocers. I do not mean you keep a complete set of separate 
books. What I mean is you keep two sets of figures on it. 

Mr. Sua. The revenue is classified by types, of business in accord- 
ance with the uniform system of accounts. Our books are kept as 
the State Corporation Commission tells us to keep them. 

Mr. Rocers. I know that. If you kept all of those books and all 
of those sales together and lumped them into one it would mean a 
decrease in the sale insofar as your charges to the consumer are con- 
cerned, wouldn’t it? 

Mr. Suea. It certainly would not. 

Mr. Rogers. You say it would not ? 

Mr. Sura. I don’t see how it would. 

Mr. Rogers. Well, I see how it would. I can understand why you 
keep it that way. That is part of the operation. 

Personally, I have nothing against it except I think the record ought 
to show the exact facts of what is going on in distribution operations, 
because, now this morning you didn’ t know anything about how much 
it would cost to transport 2 ras in the pipeline, that that was not your 
business. 

Mr. Suea. You didn’t let me finish my answer. 

Mr. Rogers. I gave you 14 chances to answer it. You go ahead and 
finish it now. 

Mr. Suea. At the time you asked me that question, before I got 
a chance to answer Mr. Macdonald asked you to yield. 
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My answer was that, no, it was not by business to determine the cost 
of transmission of gas to us by the Atlantic Seaboard Corp. That 
was a matter regul: ited by the FPC. I relied on them to find out. 

Mr. Rogers. W ell, but now we had a little repartee about that this 
morning and you told me you were not in position to estimate 

Mr. Sua. That is right. 

Mr. Rogers. How much the cost was because you didn’t know what 
their cost was as an average of the pipeline and you didn’t know what 
size of pipeline that was that you were getting that from; didn’t 





you ¢ 


Mr. Suea. I still maintain that. 

Mr. Rogers. You came in here and undertook to tell this committee 
that you are qualified to say that there ought to be a regulation of the 
producer of gas back in the field. 

Mr. Sura. Mr. Rogers, I didn’t pretend to tell the committee that. 
The 75th Congress decided that the gas industr y ought to be regulated. 

Mr. Rogers. Of course, we differ about how far ‘that went. 

But you take the position that you do know enough about the gas 
distribution at the wellhead to testify to this committee that it ought 
to be regulated because the consumers are going to get charged more, 
if it is not. 

Mr. Sura. Nothing in my statement, Mr. Rogers, to this committee 
or as stated aside from that indicated that position. 

Mr. Rocers. Well, you come in here and say that you are interested 
in the consumer’s interest, and it is highly necessary that the Phillips 
decision be followed and there be regulation of the gas producers, 
have you not / 

Mr. Suea. Mr. Rogers, you were not here during most of my testi- 
mony. 

I didn’t say—I said I disagree with the Phillips decision. 

Mr. Rocers. In what regard ? 

Mr. Suea. Well, I say that the mandate of the Supreme Court did 
not require the Federal Power Commission to go to the bottom of 
every gas well and to the safety deposit box of every royalty owner 
which, in effect, they have done. 

This is the third time I have stated this on the record. 

Mr. Rocsrs. That is it. I am glad to hear it. I am glad to listen 
to it. Go ahead. 

Mr. Sura. That is all. 

Mr. Rogers. That is all? Well then, I gather from that, Mr. 
Shea, that you are for exempting the owners of gas wells that are pro- 
ducing gas insofar as Federal regulation is concerned ? 

Mr. SHEA 4. No, I am not. 

Mr. Rocers. What are you for? 

Mr. Suea. Just as I put it in my statement that the Natural Gas 
Act should be left alone, be sustained and be administered in accord- 
ance with the legislative intent. 

Mr. O’Hara. Will you yield at that point? 

Mr. Rogers. Yes. 

Mr. O’Hara. You recognize since the Phillips decision the price of 
gas has been going up time after time—since the Phillips decision. 

Mr. Sura. Yes. 

Mr. O'Hara. It has raised, that is, the natural gas rates. Don’t 
some of you have a little concern that maybe you ought to do a little 
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thinking about the pricing of the supply, the question of it falling off 
in the future, for the protection of your consumers / 

Mr. Sura. Mr. O'Hara, in the opening part of my statement I 
yointed out that the gas reserves of the country were increasing at a 
arger rate than 

Mr. O’Hara. That is an innocuous statement, because you have no 
way of stating how much of it goes into interstate, how much of it 
goes into intrastate. And I think it is inconsiderate and short. 
sighted to make that statement, if you will pardon me, because I 
honestly feel that you do not recognize facts. 

Mr. Macponatp. Will you yield? 

Mr. O’Hara. I haven’t the floor. 

Mr. Macponatp. Will you yield ? 

Mr. Rocrrs. Yes. 

The Cuarmman. I think the witness should have the opportunity 
to reply to that. 

Mr. Rocers. I will yield to you. 

The CHaiMan. a you want to respond to Mr. O'Hara? 

Mr. Suea. Yes. I didn’t think my statement was stupid at all. 

Mr. O’Hara. Please do not understand it that way. 

Mr. Suea. Particularly, when you recognize natural gas in a fugi- 
tive asset. If it is produced, something has to be done with it. And 
it cannot all be sold in intrastate commerce. 

If all of the industry in the United States moved to Texas and 
Oklahoma and Louisiana they could not accommodate them. That is 
the only way that all of the gas would be used. 

Mr. O’Hara. That is not the only way. 

The Cuarman. Do not leave our Arkansas. 

Mr. Sura. As I stated in the beginning, the threats and the veiled 
suggestions that natural gas is not going to be available are, in my 
opinion, completely without foundation. 

Mr. O’Hara. Will you yield for one further question ? 

Mr. Rocers. Yes. 

Mr. O’Hara. Now, Mr. LeBoeuf, the size of his organization is 
how many more times larger—and also Mr. Dougherty, how many 
more consumers do they serve than your company—they expressed 
concern over it, Mr. Shea. 

I do not mean that you have got to accept their word for it. But 
I think those gentlemen who backed the Harris bill 2 years ago because 
of what should be done, are going to come in and make misstatements 
of the facts to this it is their concern. 

Mr. Shea, don’t misunderstand me. You are entitled to your 
opinion just the same as Mr. LeBoeuf and Mr. Dougherty and many 
other people are, just as I am. 

But don’t you think sometimes you might be looking a little bad 5 
or 10 years from now on your view on this? 

Mr. Sura. Maybe I will. But at the moment my knowledge of the 
gas business leads me to believe that I am correct. 

Mr. MacponaLp. Will you yield? 

Mr. Rogers. Yes. 

Mr. Macponavp. First of all, I should like to say, I do not think 
your statement could be characterized as “stupid” in the slightest as 
Mr. O’Hara has just done. 
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I would like to point out that even though witnesses have disagreed 
with my point of view that nobody who opposed this bill accused any- 
body of being stupid in holding forth their position. 

And I point out to my distinguished colleague, that it is perfectly 

easy to find out who has the reserves and w hether or not they are go- 
ing into interstate commerce by merely looking at the report of the 
FPC. Its report will show those figures to him. 

Mr. O’Hara. Will you yield? That disr egards the effect of when 
these contracts expire. 

Mr. Macponarp. I do not want to prolong this. I will take but a 
minute. 

I will ask you this question, Mr. Shea. 

Isn’t it a fact that Mr. LeBoeuf and Mr. Dougherty, also represent, 
unlike yourself, also represents a transmission company, he represents 
a pipeline company that owns one in Missouri, and, therefore, you are 
the only gentleman representing a distributor who has appeared before 
us only wears one hat, that of a purely distributing company. 

Don’t you think that perhaps that influences your position as op- 
posed to the gentleman who testified here earlier, and perhaps they are 
swayed by other elements of the industry that they represent ? 

Mr. Suea. I think that summarizes very accurately what I think, 
Mr. Macdonald. 

Mr. Rogers. Mr. Shea, let me make this remark in regard to Mr. 
Macdonald’s statement. I cannot understand why you are not repre- 
senting a lot of these other distributors in view of your statement 
that you want the Federal regulation. You are the first one that 
wants the distributing units put under Federal regulation. That puts 
you to one side. 

Mr. Suea. I said that I would have no objection. I didn’t say I 
wanted it. 

Mr. Rocers. I see. That is sort of like that commodity rate and 
the demand rate. 

Mr. SuHea. You asked me this morning if I would object to the FPC 
regulating our business and I said, “No.” 

Mr. Rocers. W ell, I thought, though, that you said before that that 
you were primarily interested in the consumers’ interest, and I laid 
the predicate that the same group ought to fix all of these rates. And 
you said you would have no objection to it. And I assumed that you 
were going all out for the consumer interest and that you wanted it. 

You mean that you do not want more Federal regulation ? 

Mr. Sura. My statement remains unchanged. I said—— 

Mr. Rocers. Let me ask you the direct question then, Mr. Shea: 
Do you want the distributing units put under Federal regulation 
under the same body you are asking that the producers be put under? 

Mr. Sura. Mr. Rogers, the producers are already under that regu- 
lation. 

Mr. Rogers. I didn’t ask you that. 

Mr. Macponatp. Let him answer. 

Mr. Sura. You are telling me that I want the reguiation for the 
producers. They are already regulated, Mr. Rogers. 

The Cuairman. Mr. Shea, Mr. Rogers asked you the question if 
you wanted the distributors to be brought under Federal regulation. 
You can answer that. You are familiar with the Hinshaw bill. 

Mr. Rocers. It never affected the distributing company. 
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Mr. Sura. Sir, I am not seeking such regulation but I would not 
object to it. 

Mr. Rocers. You are seeking it but you would not object to it? 

Mr. Suga. No. 

Mr. Rocers. But you do think that the producers ought to stay 
under Federal regulation ? 

Mr. Sura. Yes, I do. 

Mr. Rocers. Now, Mr. Shea, you said a minute ago that you were 
against the Phillips case. May be I am wrong about this. You said 
on page 14 of your statement, 

Summarizing the objections as previously stated in the foregoing pages, it 
is my sincere conviction that H. R. 6790 or any similar legislation is not now 
needed to keep the natural-gas industry functioning in its own as well as in the 
public interest as it is patently now doing. And if enacted into law it would 
put the Federal Power Commission in an administrative straitjacket from which 
it would take years of litigation to extricate itself and the industry. 

And it would strip the present Natural Gas Act of virtually all of the safe- 
guards it now contains for the adequate protection of the consumers of natural 
gas. 

If we followed that statement, and adopt your views and your 
opinions, where would we be? Wouldn't we be under the Phillips 
decision ? 

Mr. Sura. I didn’t say that I was against the Phillips decision. I 
said I had a different interpretation ‘of it than the FPC has been 
following. 

Mr. Rocers. I was not listening right. I thought you said you 
were not in favor of the Phillips decision. 

Mr. Sura. I wouldn’t make such a ridiculous statement as that, be- 
cause the Phillips decision has been made by the Supreme Court. 

Mr. Rogers. You are for everything that the Supreme Court does? 

Mr. Sura. Not necessarily. But I think that was good law. 

Mr. Rocrrs. Well now, then we reverse again. 

I thought I understood you to say, if I “listened to your statement 
when you read it, that I would hi ave found out that you were against, 
not in favor of the the Phillips decision. 

Now you say you are in favor of the Phillips decision. And as 
I read your statement, your statement is in favor of the Phillips 
decision. 

Mr. Sura. Mr. Rogers, I hate to burden the record, but all IT would 
say is that I do not think the Phillips decision in itself was intended 
to control or regulate the production of natural gas. That does not 
mean that I am against it. I am just saying that I do not think that 
it meant that. 

Mr. Rocers. You and the Supreme Court are not in accord on that, 
that is one thing that you are differing on, because the Phillips de- 
cision is that. It seems to me that is what all of this business is 
going on about. If it had not been for the Phillips decision, we 
would not be here. You would not be here as a witness before this 
committee. 

And the only thing I am trying to determine is this, Mr. Shea, 
you come here as a distributor, representing the distributor, and you 
are against passage of legislation to clarify a very confused situation, 
in my opinion, because you are for the consumers’ interest, and that 
you want Federal regulation of gas, at the wellhead, and in the pipe- 
lines that come across the country. 
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That is correct, isn’t it? 

Mr. Suna. I didn’t at any time say that I was representing con- 
sumer interests or trying to protect them. 

Mr. Rogers. I thought you said—I asked you this morning if your 
interest in this thing. was not for the benefit of the consumers and 
you said it was. 

Mr. Suea. I don’t recall that. 

Mr. Macponap. I think you have confused what he said, with an- 
other’s testimony. 

Mr. Rogers. What is your primary interest here, Mr. Shea; is it to 
protect the consumers who buy gas at the end of the line? 

Mr. Sura. My primary interest here is set forth very completely 
in the 14-page statement I made. 

Mr. Rogers. I know, but then we misconstrued that statement. So 
let us get it orally. 

What is your primary interest in this bill, in this legislation, and 
your appearance here? Is it for the protection of the consumer at 
the end of the line, in the price he pays for gas? 

Mr. Suea. It is stated on page 1. I maintain that the conditions 
in the gas industry as they exist today do not require anw change in 
the regulatory approach. 

Mr. Rocers. Then aren’t you here because you think somebody is 
fixing to make a mistake : against their own interests and you want to 
protect them from doing that? 

Mr. Suea. I can hardly take such an altruistic view. The con- 
sumers of my State are protected by the State corporation commission. 

Mr. Rocers. Well, Mr. Shea, there isn’t any question in my mind, 
but we won’t argue that point about the protection of the consumers. 
Is your interest in this bill because you are distributing gas and you 
want to fix it as it presently is, so that the gas reserves of this Nation 
will be dedicated to being put into the pipelines from which you can 
get a supply of gas, at a mmimum price, and sell it at a profit ? 

Mr. Supa. No, sir. Had you been here during my previous state- 
ments, Mr. Rogers, I said that I was not an advocate of low field 
prices. I feel that the price of natural gas should go up. And it is 
going up. But it ought to go up—will you give me a chance to fin- 
ish—it ought to go up by the same rules that the retail and the whole- 
sale rates go up. That is, an actual determination of the need for an 
increase by some regulatory body. That is why I am here. 

Mr. Rogers. You would not object to a State regulatory body fixing 
it, insofar as the producers are concerned ¢ 

Mr. Sura. It does not make any difference whether I object to it. 
The courts have already said you cannot do it. 

Mr. Rogers. Are you willing to go by what the court said because 
you think it is in your favor now ? 

Mr. Sura. Not particularly. 

Mr. Rogers. Are you laying this premise to point out something 
about the amount—the pere ent: age or the return that you should have 
on your operations, by the percentage of return by some of the gas 
companies? 

Mr. Sura. Somebody asked me a question what the rate—I mean 
some member of this committee asked me what the company’s rate of 
return was, and I gave the answer. 

Mr. Rogers. What was that? 
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Mr. Suea. 6.23 percent during the year 1956. 

Mr. Rogers. And what was the other comparison that you made; 
did you make a comparison ¢ 

Mr. Sura. Some other member of the committee said, “Do you 
know the rate of somebody else was 16 percent!” I didn’t. All I 
did was answer a question. 

Mr. Rogers. You didn’t know that? 

Mr. Suea. No; I didn’t know that. 

Mr. Rogers. You were not interested in that? 

Mr. Suea. No. 

Mr. Rocers. But you are interested in, Mr. Shea, primarily, and 
the reason you are here is to work out a situation where you can buy 
gas as cheaply as you possibly can, and you want Federal regulation 
to fix those prices; don’t you 

Mr. Suea. I am not here because I want to buy gas as cheaply a 
Ican. Ididn’t say that at any time, Mr. Rogers. 

Mr. Rocgers. But you do want federally regulated gas? 

Mr. Suea. I want the same rules to apply all through the industry. 

Mr. Rogers. Do you want the same guaranties to be present ‘ 

Mr. Suea. What do you mean by guaranties / 

Mr. Rogers. I mean guaranties of monopoly like you have down 
there, and the guaranty of a fixed return on the investment that you 
set up. 

Mr. SuHea. For whom? 

Mr. Rogers. For your company. 

Mr. Suea. We have that. 

Mr. Rocers. I know you have that. But now what about the fellow 
that goes out and drills the well for gas, do you want to give him a 
gu: yranty of a fair return on every nickel he spends to locate gas? 

Mr. Suea. Yes, sir. 

Mr. Rogers. You are willing to underwrite a proposition that he 
get a fair return, regardless of how many wells he drills, and gets dry 
holes before he gets the gas? 

Mr. Suea. That is right. 

Mr. Rocers. You are willing to underwrite that sort of a proposi- 
tion ¢ 

Mr. Suea. That is my idea of regulation in the public interest. 

Mr. Rogers. Well, Mr. Shea, I will say one thing: Maybe I am 
wrong, but I believe you backed and filled and ch: inged around more 
than any witness I have ever seen, in an effort to protect your own 
interests. I want to commend you for it. You have done an ad- 
mirable job of protecting your own interests. 

Then you do not advocate the President’s proposed amendment, 
Mr. Shea, that the direct cost be used in determining the return ? 

Mr. Suea. The President’s amendment, as I understood it, was 
that the prohibition against the use of cost be taken out of the proposed 
amendment. 

Mr. Rogers. What is that? 

Mr. Sura. That the prohibitions that are now in a certain section 
of the bill be removed. That is, as I understood the presidential 
suggestion. 

Mr. Rogers. That is right. To turn that around, in other words, 
you say the President was advocating the use of cost as a basic item 
of determining what the return should be? 
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Mr. Suea. I wouldn’t say that at all. I would not agree with 
such a contention. 

Mr. Rogers. You would not agree to that? 

Mr. Sura. No. 

Mr. Rocrrs. Do you mean you think that the President wants to 
do away with the use of cost as an item to determine what the price 
of gas should be at the wellhead ? 

Mr. Suea. I understood Mr. Kendall to say during all of it that 
the only sugestion that they had, that the only prohibition was 

against ‘the use of cost, and specified i in the amendments be removed. 
That does not means that it be included. 

Mr. Rogers. And that Federal Power Commission could use it but 
did not have to use it, if they didn’t want to. 

Mr. Sura. My answer is, I think that suggestion of removing it 
is almost meaningless. 

Mr. Rogers. Almost meaningless ? 

Mr. Suea. Yes. 

Mr. Rogers. And you believe then, basically, Mr. Shea, in the Fed- 
eral regulation of commodities, in the Federal regulation of the price 
of those commodities, regardless of what they are? 

Mr. Suea. No. As I said before, it isn’t what I believe. 

Mr. Rogers. I am not talking about what the Congress did or what 
the Supreme Court did. I am asking you for your views on this. 
We want your advice. We are a committee here sitting on legislation, 
and we want to know that. 

Mr. Suea. My advice is to leave the present law alone. I have 
said it a dozen times since I have been here. 

Mr. Rogers. And leave the operation under the Phillips decision ? 

Mr. Suea. Yes. 

Mr. Rocers. That is what I thought you said. 

That is all. 

The Cuatrman. Mr. Dingell ? 

Mr. Drncgevit. Thank you, Mr. Chairman. 

Mr. Shea, I want to compliment you on your statement, sir. 

At the bottom of page 5, Mr. Shea, you say the Federal Power 
Commission has vacillated from top to bottom 

What do you mean by that statement, sir? 

Mr. Suea. Mr. Dingell, I explained that at the request of Mr. 
Heselton. 

Mr. Dincen. All right, then, in view of the fact that is in the 
record, [ will withdraw the question. 

Mr. Suea. I explained that today. 

Mr. Dincety. Tell me this, sir: I would like to refer you to the 
bottom of page 6. You say any consideration of amendatory legis- 
lation should recognize that real progress in the last few months has 
been made by the Federal Power Commission toward the problem 
of producer regulation. 

What do you mean by that statement, sir? 

Mr. Sra. Well, at the suggestion—in response to a question from 
Mr. Macdonald this morning, I said that I wanted to amend that 
statement in view of certain other recent decisions of the Commission, 
which I read into the record. So I think I have explained that. 

Mr. Drnceti. All right, sir. 

Mr. Suea. I will be glad to repeat it. 
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Mr. Dinceru. Tell me this: Are you familiar with the background 
and the legislative intent of the Natural Gas Act? 

Mr. SHEA, Reasonably so, Mr. Dingell. 

Mr. Drnceti. Do you have any views or opinions you would care 
to express to the committee on that particular subject ? 

Mr. Sura. Well, in 1938, I was here as a spectator when the Natural 
Gas Act was enacted. 


Section 1 (2), the declaration of policy, says: 


As disclosed in reports of the Federal Trade Commission made pursuant to: 


Senate Resolution 83 (70th Cong., Ist sess.) and ether reports made pursuant 
to the authority of Congress, it is hereby declared that the business of trans- 
porting and selling natural gas for ultimate distribution to the public is affected 


with a public interest. * * * 

That is not. the whole section, but it is so far as germane here. 

That is one of the reasons I urge that no change be made in the 
present Natural Gas Act, because in the first 3 or 4 words it says, 
“As disclosed in reports of the Federal Trade Commission.” 

Mr. Dincetr. What are those reports of the Federal Trade Com- 
mission that you refer to, sir? 

Mr. Sura. The Federal Trade Commission, pursuant. to an order 
of the 70th Congress, investigated public utility corporations, and 
out of that came about 120 reports having to do with the business 
conduct and the financial operations of virtually the whole public 
utility industry in the United States, principally gas and electric 
companies. 

Mr. Dixceti. Were you associated with the Federal Trade Com- 
mission at that time? 

Mr. Snea. No, I was not. 

Mr. Drncett. Were you ever, before or later, connected with the 
Federal Trade Commission ? 

Mr. Sura. I have never been with the Federal Trade Commission. 

Mr. Dincetr. I am sorry, go ahead, sir. 

Mr. Suea. These Federal Trade Commission reports disclosed the 
very important developments that were taking place at that time in 
the industry, and these reports not only resulted in the passage of the 
Natural Gas Act, but they did in the Holding Company Act of 1935 
and the Securities Act and the Securities and Exchange Act, and the 
Trust Indenture Act, and a number of other corrective pieces of legis- 
lation. 

And TI have stated before to this committee that my position as 
reflected in the statement is largely dictated by the fact that I cannot 
forget why the Natural Gas Act was passed to begin with. 

Mr. Drxcett. Why was that, sir? 

Mr. Sura. The Federal Trade Commission reports disclosed that 
the natural-gas business was conducted in what might be termed an 
improper manner, and I use the word “improper” advisedly and 
charitably. 

Mr. Dtyceti. Would you care to elucidate on that last statement, 
sir? 

Mr. Sura. As I say, there are over 120 volumes of the Federal Trade 
Commission reports, and I do not know how many had to do with the 
natural-gas business, but there were enough of them to convince the 
75th Congress there ought to be remedial legislation. 
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It showed that the people who conducted the business did so with 
a high degree of disdain for the public welfare. They entered into all 
sorts of agreements, that left the public without consideration, for 
establishing of unconscionable rates. 

They entered into conspiracies among each other or against each 
other, the natural-gas companies did, to parcel out the markets and 
prevent competition. 

Mr. Dinceti. I want you to refer to your statement on page 7, if 
you will, sir. 

Mr. Suga. Page what? 

Mr. Dinceiy. Page 7. 

You say there: 

The problem, I believe, is not in the law, but is in the people who administer 
the law. 

Will you tell us what you mean by that statement, sir? 

Mr. Suea. That is just a quotation of Senator Kefauver. He is the 
one who said it. 

Mr. Drncetxi. Well, you quoted it. 

Mr. Sura. Yes. 

Mr. Dince.ty. What does that mean to you, sir? 

Mr. Suea. Well, I think that has to be prefaced by the first para- 
graph or the paragraph preceding the quotation. It says: 

Whether there is any real need for amendments to the Natural Gas Act is 
partly answered by the statement of Senator Kefauver taken from the Con- 
gressional Record of February 7, 1957. 

Mr. Drncetx. And that is in reference to the Union Oil & Gas Com- 
pany of Louisiana price raise to the people of Tennessee; is that 
correct ¢ 

Mr. Suea. That is correct. 

Mr. Dincety. Now to return to this thing we discussed just a little 
bit earlier, this business about the reasons for the original passage of 
the act, you told me that there were a series of things which generally 
brought about the Holding Company Act and these various other acts, 
and the various parceling out of markets, and so forth. 

Was this Natural Gas Act passed to combat that precise form of 
abuse ? 

Mr. Siiea. In my opinion, Mr. Dingel, and as I say, in 1938, I was 
here in this very room when the Natural Gas Act was passed, not as a 
witness before the committee, but as a spectator, and I think that the 
Natural Gas Act was passed in response to or as a result of the Federal 
Trade Commission investigation of the public utility corporations; 
yes, sir. 

Mr. Dinceii. Do you have any information, then, that you could 
give this committee which would buttress the statement that would— 
or rather, to the effect that the Natural Gas Act was passed specifically 
to regulate the producers ¢ 

Mr. Sura. It would be difficult for me to summarize all of the 

Federal Trade Commission reports, but I would suggest that it ought 
to be—they ought to be dite ine reading for any member of this com- 
mittee who wants to amend the Natural Gas Act. 

Mr. Dincett. I see. 

[ want to compliment you on your statement, Mr. Shea, and thank 
you very much. 








1410 NATURAL GAS ACT 


Mr. Sura. Thank you, Mr. Chairman. 

The CuarrmMan. Mr. Shea, since every other member of the com- 
mittee has asked you questions or has had an opportunity to ask you 
some questions, your answers compel me to ask 2 or 3 questions. 

In the first place, I would never even indicate or imply that you 
were not sincere and honest in the presentation of your statements 
here to this committee. 

I must try to again clarify the record, just in case someone might 
read it and take as a matter of fact, what the history of the legis- 
lation shows. 

You were here, as you have stated, in 1938 when the act was passed. 
You have endeavored to explain some of the history behind it. 

As a matter of fact, the investigation by the Federal Trade Com- 
mission as a result of a resolution from this committee, was into the 
operation of the natural-gas companies which are the long transpor- 
tation lines; is that not right ¢ 

Mr. Suea. Not exactly. 

The CuHairmMan. Well, who else did it apply to? 

Mr. Sura. It applied to all utility corporations, and it was begun 
in 1929. 

The Cuatrrman. Well, when were the producers brought in? 

Mr. Suea. I do not know whether the producers were ever brought 
into it, Mr. Harris. 

The Cuatrman. Well, that is the point I wanted to mention, be- 
‘“ause your explanation here, as I would interpret the record now that 
you have helped to make, would imply that the investigation of the 
Federal Trade Commission as the result of a resolution of Congress, 
was because of the activities of the producing industry, and we are 

talking about the producing industry here. 

Mr. Suea. I think the record will show that I said “natural-gas 
companies.” 

The Cuammnan. I know, but this bill applies to the producers, does 
it not? 

Mr. Suea. That is true. 

The Cuatrman. All right. We are talking about that. And then 
so many people, when you get to talking about the bill and the ree- 
ord and you apply it to the natural-gas companies, then they immedi- 
ately think that you are still talking about the producing natural- 
gas companies. 

I do not believe you intended the record to show that, did you? 

Mr. Sura. Well, the Federal Trade Commission investigation in- 
cluded a lot of natural-gas production if it was part of such com- 
panies as Colorado Interstate, Natural Gas Pipeline Company of 
America, Texoma Natural Gas, Interstate Natural Gas. 

The CnarrMan. But it had nothing to do with the independent 
producers themselves, did it? 

Mr. Suea. To the extent they were related to utility corporations, 
it did. 

The CHamman. Well now, can you give us any ex: ample where an 
independent producer related to any utility corporation ? 

Mr. Sua. I said to the extent that a utility corporation was en- 
gaged in the production of natural gas, it was included in the inves- 
tigation. 
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The Cuarrman. I am talking about independent producers of 
natural gas. 

Mr. Suea. They were not investigated. 

The Cuamman. And they were not a part of this whole program 
that resulted in the Natural Gas Act of 1938, were they 

Mr. Suea. Producers, independent producers as such, were not. 

The Cuarrman. That is right. 

And in fact, since you were here, do you recall what happened when 
the producers, independent producers | am talking about now, thought 
that they might be brought under this, and came in and complained 
about it, and that they were told that under the exemption provision, 
they would not be brought under it, and they went home and forgot 
about it? Do you recall that, or did you know about it ? 

Mr. Sura. I not only re smember it, but I remember who said it; Mr. 
Lea, the chairman of this committee. 

The Cuairman. And they did go home? 

Mr. Sura. I do not remember where they went, but I remember 
him telling them that. 

The CnatrmMan. And they always thought, as did Mr. Lea, the 
chairman of this committee, and the whole Congress then, who ac- 
cepted that, thought the independent producers were exempted from 
the provisions of the act ¢ 

Mr. Sura. Lagree with that. 

The Cuairman. | think that clears up that point, and the argument 
here a short while ago. 

I feel the history of this legislation should have caused or led the 
Supreme Court so to interpret it, but they interpreted it in a different 
way. 

You have talked about the Supreme Court. It is not clear to me just 
what you have in mind with reference to the procedure affecting “0 
producers of natural gas, the independent producers of natur: al g 

You say that under the Phillips case, your interpretation is— if 1 
misunderstood you, correct me—that under the Phillips case, you say 
that the Federal Power Commission is not required to regulate the 
producing industry ? 


Mr. Sura. Lam ‘looking for the Phillips decision, if you do not mind, 
for a minute. 

Mr. Macponanip. That is what he said on the record, Mr. Chairman. 

The Cuairman. That is what I thought he said. 

Mr. Macponaup. But he added, to the extent that the Federal Power 
Commission has gone forward under the Phillips dee ‘1slon——— 

The Carman. I know, but let us see what he interprets the law to 
be as the Supreme Court said it was. 

Did I understand you to say that under the Phillips case, in your 


opinion, the Federal Power Commission was not required to regulate 
the producing industry ? 


Mr. Suea. The production of natur al gas: yes, sir. 


The CramrMman. Is that your interpretation of it ? 
Mr. Sura. Yes, sir. 


The CrarrmMan. So far as I have been able to understand, you are 


I have not heard 


the only man I have ever heard so interpret that. 
anyone else so interpret. it. 


Mr. Sura. Mr. Springer said I was right. 


92196—57 pt. 2———37 
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The Cramman. He said technically you were right. 


Mr. Sura. The recor d shows, I read it this morning, he said that, 


“The witness is correct.” 

The Cxatrman. Do you think, then, that the Federal Power Com- 
mission could, if it so chose, not require a producer of natural gas to 
obtain a certificate of convenience and necessity ? 

Mr. Suea. Under the present act, I think they are required to do 
that. 

The CuAtrmMan. Do you think under the present act and the Phillips 
case, that the producers of natural gas must be regulated as a public 
utility ? 

Mr. Sura. Well, I have repeated a number of times that at no 
place in the Natural Gas Act are the words “public utility” used, in 
so far as regulation. 

The CrarrMan. Well, it defines a natural gas company. 

Mr. Suma. Yes. 

The Crarrman. And then it sets up the procedures, beginning with 
section 4—— 

Mr. Snea. That is right. 

The CuarrMan (continuing). On to section 15, for public utility 
regulation, does it not? 

Mr. Sura. For regulation of natural gas companies. 

— HAIRMAN. That is right. 

Mr. Sura. There is a distinct difference between public utility 
regulation and Natural Gas Act regulation. 

The Cuatrman. I think that was true until the Phillips case said 
that the Federal Power Commission had authority to control the price 
of the natural gas produced, either before, prior to, or after it entered 
the interstate lines. 

You agree with that, do you not? 

Mr. Sura. That is right. 

The CuarrMan. How can you interpret it any other way except the 
Federal Power Commission then would have to regulate them as a 
public utility, complying with the other sections of the act beginning 
with sections 4, 5, 6, on through 13? 

Mr. Sura. They would have to regulate them as natural gas com- 
panies. 

The Cruarrman. That is right. And you agree with that? 

Mr. Suea. Yes. But I think there was plenty of latitude for the 
Commission to do otherwise. 

The Cuarrman. Now, aside from the Supreme Court decision, let 
me get your own comment on this—maybe I can help clear up the 
colloquy between you and Mr. Rogers some. 

From your viewpoint, do you think that the producers of natural 
gas should be regulated by the Federal Power Commission as a public 
utility ? ¢ 

Mr. Sura. I cannot answer that question “yes” or “no.” but I will 
try to answer it. I do not think that a producer who has 5 wells in 
this field and 5 wells in another field, and sells his gas to a gathering 
system or pipeline system, ought to be a natural gas company. 

The Cuairman. Well, the purpose of the Natural Gas Act was to 
regulate as a public utility under the rules generally accepted, as a 
public utility operation, was it not ? 
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Mr. Sua. No, I do not agree with that. There is a very distinct 
difference between the regulatory authority of the Federal Power 
Commission over the natural-gas industry and regulation of public 
utilities by the various commissions, a very definite distinction. 

The Cuamrman. Do I understand you to say that the natural-gas 
company, a long-line transportation company defined as a natural- 
gas company, is not a public utility, in your opinion? 

Mr. Suea. I did not say that. I said there is a very definite distine- 
tion between the regul: ation of natural-gas companies as the Federal 
Power Commission carries it out under the Natural Gas Act, and the 
regulation of public utilities as carried out by the various State com- 
missions. 

The CuatrmMan. By the various State commissions. But what 
about the Federal Power Commission ¢ 

Mr. Suea. I still maintain that the natural-gas companies are 
not subjected to the same type of regulation that public utilities are. 

The Cuamman. Well, I will not pursue the matter any further. 

Mr. Rogers. Would the gentleman yield ? 

The Cuaimman. I would certainly be most reluctant to try to par- 
ticipate in the formulation of a program to be carried out in the 
natural-gas industry with the recommendations that you make here 
today. I donot say that critically. I say that as a matter of fact, that I 
would have some difficulty in ever trying to find what the definitions 
are you would use and how you would apply it to the industry. 

Let me thank you on behalf of the committee for your appearance 
here, expressing your views. And I want to say that your own Con- 
gressman, Mr. Poff, has been interested in your appearance here, and 
has discussed with me a number of times your having an opportunity 
to appear before this committee. 

I did want you to know that he had expressed an interest in your 
appearance here, too. 

Mr. Sura. Mr. Chairman, I appreciate the opportunity, and the 
consideration that the committee has shown me. 

I would like to ask if I may have placed in the record a letter that 
Judge Hooker has written to Mr. Hale in response to his request on the 
d: ay he appes sared. Mr. Hooker gave me the letter. 

The Cuarman. Well, you may leave the copy of the letter with us. 
We could very well already have it for the record, if Mr. Hale so 
desires, so if you will leave the copy for the record, either we will put 
in the copy or the original which Mr. Hale has. 

You may leave the copy with the clerk, if you so desire. 

Mr. Sura. Thank you very much. 

The Cuatrman. Mr. O'Hara, do you have any questions? 

Mr. O’Hara. Mr. Chairman, I just had a couple of short questions. 

In response to this morning’s questions just before we adjourned 
at noon, Mr. Hale, was asking you about exhibit 5 in your statement, 
and I think the direct implication or the direct charge you made was 
that the price of some of the oil and gas companies had gone up on 
April 10 as a result of the introduction of the bills by Mr. Harris and 
myself. 

Of course, there are a great many things that affect the price of 
stocks. Asa matter of fact, generally speaking, i is that not the general 
up-and-down price of the oil and gas stocks as they may vary from 
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day to day in a general way on the market, that you indicate? Some 
were up, some were down, % point, 1% points, 1 le point? 

Mr. Sue. If you question means, is that typical of a usual trend in 
those stocks on the market, I would say that it is not. 

Mr. O'Hara. Well, did anything else happen on that day, that you 
recall, which might have affected ‘the price of stocks, particularly in 
the oil and gas field ? 

For example, we have been having a little trouble in the Suez Canal, 
have we not, and was that not the day that the Suez Canal was de- 
clared open, as a matter of fact ? 

Mr. Suea. That I would not know. 

Mr. O’Hara. Would you check that and make any comments you 
want to in the record ? 

I have been informed, I have not checked it and I do not know how 
accurate my information is, that that was the day that that cleared up. 

The Cuarrman. Would the gentleman yield to me? 

Mr. O’Hara. Yes. 

The CuatrmMan. Furthermore, I wondered if you might consider the 
fact that this committee filed a report the day before on the oil lift to 
Europe, at which time we made it publicly official, from this com- 
mittee, what a good job the oil industry had done on the oil lift to 
Europe, indicating that the matter was being settled and the canal 
opened right away. That was the day before this happened. 

Mr. Sura. That is correct. 

Mr. O’Hara. Would that have some impact on the prices of stocks, 
such an announcement of an international crisis being terminated 
which had affected the world market, not only in gas and oil but per- 
haps in many other things ? 

Mr. Sura. It probably would have. But in my statement, all I say 
1S, it shows the trend, and ostensibly reacting to this bill. And that 
is not an indictment of the stocks. 

Mr. O'Hara. It is the most hopeful thing that was ever said about 
somebody introducing a bill. I never believed it could have such an 
interpretation. 

The Cuatrman. Well, again, Mr. Shea, let me thank you very much. 

Mr. Macponatp. Could I inquire? Literally, Mr. Chairman, I will 
not go more than a minute. 

I would just like to compliment you on your entire statement, Mr. 
Shea, because I see eye to eye with you on many accounts. 

Secondly, I would just like to say that what really pleases me 
about you is that you are forthright enough to represent a distributing 
company, and get down to this committee and not pose as protec ting 
the consumer as others have done. 

For you and I know that in many ways the distributing companies’ 
and the consumers’ interests are not necessarily identical. You are 
the first representative of a distributing company who has not stated 
that he is representing “the consumer.’ 

And with that, I will stop, except, since we are looking at figures, 
I was interested in your exhibit 4, in which you listed the earnings 
record for 30 oil and gas ¢ ompanies expressed in dollars per share, and 


I saw Superior Oil ‘Co., which in 1954 was earning $24.54, and it 


dropped to $8.04 in 1955, and I was wondering if you had any idea 
why their earnings dropped that much in 1 year. 
It seems to me that is a drop of—$16. 
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Mr. Suea. Mr. Macdonald, I have no personal knowledge of what 
went on in any of these companies. These financial reports s that I got 
were taken from data published by the company. I could not for a 
fact say that I know any contributing reason. 

Mr. Macponatp. You mean using the word “contributing” with no 
malice aforethought, I am sure, Mr. Shea. 

Is that the company that was involved in the other body with some 
report that got featured in the President’s veto? 

Mr. Sura. I think the Superior Oil Co. was involved in what is 
known as the Case incident. 

Mr. Macpvonaip. Thank you, sur. 

The CuarrmMan. Well, I cannot see any relationship whatsoever, 
and in fairness to everybody, in 1955 was when you were talking about, 
and that did not develop until 1956. 

Furthermore, I think the record should not reflect the fact that Mr. 
Shea is not interested in the consumers, because I think all distributing 
companies are interested in their consumers, and I know he is inter- 
ested in those he serves, too. 

So, thank you very much, Mr. Shea 

Mr. Sua. Thank you. 


STATEMENT OF P. L. FARNAND, ATTORNEY, MINNEAPOLIS GAS 
CO., MINNEAPOLIS, MINN.—Resumed 


The Crarrman. Mr. Farnand, we are going to take time to give the 
members an opportunity to ask some question of you, and let me say it is 
necessary for us to do this because tomorrow the House is called in 
session at 10 o’clock, and we have got the very important bill of defense 
appropriations. 

(Discussion off the record.) 

The Cuairman. Mr. Williams, any questions of Mr. Farnand ? 

Mr. WixtuiAMs. I have no questions. 

The Cuatrman. Mr. O'Hara? 

Mr. O’Hara. Mr. Farnand, in addition to the companies which you 
say you make the statement in behalf of, you have listed some 8 or 10 
companies of which you added a few more this mor ning, and I presume 
that you are, you mean by that they have seen the written statement 
and have approved it. You are not claiming that you represent those 
companies, 1s that correct? 

Mr. FaArnanp. Only for this purpose, only for the purpose of 
making this appearance; yes, sir. 

Mr. O'Hara. Your client is actually the Minneapolis Co. 

Mr. Farnanp. That is correct. 

Mr. O’Hara. I believe the Minneapolis Gas Co. as you have testified 
purchases at the present time all of its gas from Northern Natural ? 

Mr. Farnanp. That is right. 

Mr. O'Hara. As a matter of fact at the present time Northern Nat- 


ural is the only supplier of natural gas to the entire State of Minne- 
sota ? 


Mr. Farnanp. That is right. 

Mr. O’Hara. And there is presently pending before the Federal 
Power Commission the application of, I believe, not only Northern 
Natural to extend its several but, is it 2 or 3 other pipeline companies 
that are applying also for a certificate to serve other communities in 
Minnesota ine luding Minneapolis and St. Paul ? 
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Mr. Farnanp. Only one other pipeline, Midwestern Gas Transmis- 
sion and they are not proposing to serve the Twin City area. They 
are proposing to serve communities along the northwest border, and 
in central Minnesota and in Duluth and the iron ranges. 

Mr. O'Hara. So that, | presume is prefaced on the supposition of 
getting in gas from Canada, is that correct. 

Mr. Farnanp. That is correct. 

Mr. O’Hara. And those applications are pending before the Federal 
Power Commission now ? 

Mr. Farnanpb. That hearing is in progress right now; yes, sir. 

Mr. O'Hara. Mr. Farnand, it is also true, is it not, that you are a 
member of the firm of Nichols, what is the name of your legal firm ? 

Mr. Farnanp. Nichols, Farnand, Lee and Master, been recently 
changed, Mr. O’Hara. 

Mr. O’Hara. Yes. One of your partners became the president of 
the Minneapolis Gas Co., that is? 

Mr. Farnanp. That’s correct. 

Mr. O’Hara. What was his name? 

Mr. Farnanp. Gerald Mullin. 

Mr. O'Hara. Mr. Gerald Mullin? 

Mr. Farnanp. That is right. 

Mr. O’Hara. Well, of course, you and he and some of your friends 
up there are old friends of mine but: anyway Mr. Mullin for many 
years served ably and certainly most effectively as one of the leaders 
of the senate of the State of Minnesota, did he not? 

Mr. Farnanp. Well, it is a kind statement of you to make. 

Mr. O’Hara. You also served very able in the senate. 

Mr. Farnanp. Yes, but Mr. Mullin has been one of the outstanding, 
I believe, personally, senators of the State. 

Mr. O’Hara. He has been one of the leaders of the senate not only 
for the Democratic Governors but for Republican Governor as well. 

Mr. Farnanp. That is correct. 

Mr. O’Hara. Recently he succeeded whom as president of the com- 
pany ? 

Mr. Farnanp. Mr. Harry K. Wrench. 

Mr. O’Hara. And your firm is the general attorney, and you have 
been for many years, of the Minneapolis Gas Co. 

Mr. Farnanp. That’s right. 

Mr, O'Hara. Now Minnesota does not have a so-called public-utility 
commission which regulates either the sale of gas or of electricity, is 
that not true ? 

Mr. Farnanp. That iscorrect. 

Mr. O’Ha ra. That is, we do have a railroad and warehouse commis- 
sion which deals with telephone companies, in urban bus companies, 
and railroad warehouse matters generally ? 

Mr. Farnanp. That’s right. 

Mr. O'Hara. But we are 1 of the 2 States which does not have a 
public-utilities commission. 

Mr. Farnanp. I don’t know what other one it is. 

Mr. O'Hara. Well, there is one other State, and I have forgotten 
which one it is too, but there is one other State. 

Mr. Farnanp. Yes. 

Mr. O’Hara. Now, you do not have as such a public-utilities com- 
mission in Minneapolis? 
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Mr. Farnanp. No; we have a city council, and the city council exer- 
cises regulatory powers over the Minneapolis Gas Co. 

Mr. O'Hara. Well, you have a contract with the city of Minneapolis 
to furnish the gas under an exclusive franchise ; do you not ? 

Mr. Farnanp. We do have a contract with the c ity of Minneapolis 
to furnish gas, and we are the sole supplier of natural gas to the in- 
habitants of the city. However, the franchise issued by the ¢ ity to the 
Minneapolis Gas Co. is a nonexclusive franchise. 

Mr. O’Hara. And then Mr. Sawyer was down here and testified in 
behalf of the mayor, the city attor ney, and I think he testified that 
you people were guar: anteed a return of 614 percent upon your in- 

vestment ¢ 

Mr. Farnanp. Thas is right. 

Mr. O'Hara. If there is an overage of those earnings, then it remains 
in the bank, so to speak, and it is applied i in the next year or in sub- 
sequent years, whichever is determined ? 

Mr. Farnanp. Yes. <A lot depends on what the amount of the over- 
age might be. If it is of a sufficient size, the rate is reduced, and that 
has occurred a number of times in the past. If it is not too large, it 
remiins there as a cushion so as to obviate the fluctuation of rates in 
the future. 

Mr. O’Hara. Do you take the position, Mr. Farnand, that the pro- 
ducer, the independent producer, should be regulated ; the independent 
gas producer ? ¢ 

Mr. Farnanp. Yes. 

Mr. O'Hara. As such? 

Mr. Farnanp. Yes; with the exemption that I mentioned. 

Mr. O'Hara. The Macdonald bill ? 

Mr. Farnanp. That is correct. 

Mr. O'Hara. That is what is known in the common parlance around 
here as the diversionary bill? 

Mr. Farnanp. I see. | Laughter.] 

Mr. O'Hara. Most of those “who were for that bill were against the 
Harris bill, which removed the exemption 2 years ago from the gas 
producers. 

Mr. Macpvonarp. Will the gentleman yield? I would just like to 
point out for the record the same bill last year was introduced by Mr. 
Heselton and myself, last year known as the Heselton-Macdonald bill, 
and was up for consideration, and it was not introduced as any diver- 
sionary measure. 

Mr. O'Hara. We may draw our own conclusions. 

Mr. Macponaip. You said common parlance. 

Mr. O’Hara. Well, some of the witnesses referred to it in that 
language. 

At least some of us, Mr. Farnand—it is not in poor taste, I hope— 
refer to it as a diversionary measure. 

Do you think that is the answer to our problems today; the Mac- 
donald bill ? 

Mr. Farnanp. Well, I think that since we believe that the inde- 
pendent producer should be regulated under the provisions of the 
Natural Gas Act, if that is to remain the law, the Macdonald bill ought 
to pass so as to relieve the Federal Power Commission of the burden, 


which it is apparent has been cast upon it, as the result of the Phillips 
decisions. 
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Mr. O'Hara. It is not the only burden that has been cast on them, 
either. I say that is not the only burden. The Pomona case also 
cast a pretty heavy burden on them in the matter of rates; did it not ? 

Mr. Farnanp. I am not familiar with the Pomona decision. 

Mr. O'Hara. Well, it was a rate-case proceeding, which was ap- 
pealed to the circuit court of appeals and affirmed, and certiorari 
denied as I understand it; Mr. Kuykendall stated that that case, as I 
understood it, was one which imposed a very heavy burden on them. 

Mr. Farnanp. I think you mean the Panhandle case—T7he City of 
Detroit v. Panhandle Pipeline. 

Mr. O'Hara. I am quite sure that he referred himself to the Pomona 
case. Now I appreciate the City of Detroit case was also involved ; 
the Panhandle case was involved. 

Mr. Farnanp. The only Pomona case IT am familiar with is one 
involving Pomona and the Natural Gas Pipeline of America, that 
went to the Supreme Court on the question of the validity of the Okla- 
homa commission mine-price order as applicable to the Hugoton field 
in Ol:lahoma. 

Mr. O’Hara. If I am mistaken, I certainly would want to correct 
the record, but it was my recollection, if I am wrong, at least he said 
that the particular rate case, whether it was the City of Detroit-Pan- 
handle case or whether it was the Pomona case, as I understood it, it was 
the Pomona case which was a straitjacket on rates. 

Mr. Farnanp. I am sure he must have meant the City of Detroit- 
Panhandle case, because the net effect of that decision was that a pro- 
ducer in seeking a rate increase had to come in and show his costs, and 
if he wanted more than what was required to return him his costs, plus 
a fair return, he would have to show that it was in the public interest 
that he receive more. Now the avenue is open for the Commission to 
give him more than cost under that decision and under the Natural 
Gas Act. 

Mr. O'Hara. I have used my 5 minutes. 

The Cuatrman. Mr. Rogers? 

Mr. Rocers. Mr. Farnand, you represent all of these names that ap- 
pear on the first page of your statement ? 

Mr. Farnanp. Yes; plus two others that I read into the record. 

Mr. Rocers. I believe you say all customers of the Northern Natu- 
ral Gas Co. 

Mr. Farnanp. That’s right. 

Mr. Rogers. Mr. Farnand, do you claim to be here in the interests 
of the consumer or against his interests? 

Mr. Farnanp. W ell, we think we are here in the interests of the 
consumer. 

However, let us say this—that we do not believe that our position is 
infallible. 

Mr. Rogers. And you are not here, certainly, against the interests 
of these companies you represent, Mr. Farnand ? 

Mr. Farnanp. That’s correct. 

Mr. Rocers. Mr. Farnand, do you pay the same price at the city 
gates, where these companies operate for gas from the Northern 
Natural Gas Co. ? 

Mr. Farnanp. Some pay a little more than others, as the result of a 
zoning that the Commission established in June of 1955. There are 
three separate zones, for rate purposes, now on Northern’s system. 
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Mr. Rocers. That is the Federal Power Commission you are talking 
about? 

Mr. Farnanpv. That is correct. 

Mr. Rogers. Now, then, are you familiar with the rates that are 
charged the consumers by these several companies that you represent ? 

Mr. Farnanv. No; I am not. I am familiar with the rates that 
the Minneapolis Gas Co. charges its consumers. 

Mr. Rogers. Well, you mean you don’t know what these companies 
get for their gas when they deliver it into the homes of the consumers? 

Mr. Farnanp. I do not. 

Mr. Rogers. Well, do you have any idea at all about it, Mr. Farnand ? 

Mr. Farnanp. Oh, I could make some general expressions. 

Mr. Rogers. I mean, does it vary greatly ? 

Mr. Farnanp. Not too greatly. You will notice that a number of 
these are municipal operations. 

Mr. Rogers. Yes, sir. 

Mr. Farnanp. Their rate of course would be somewhat smaller than 
a private utility since a municipal operation does not have to pay any 
Federal income tax. 

Mr. Rogers. Well, but of course those municipal operations also 
sometimes use those public utilities to use the funds from those to off- 
set the tax reductions; do they not ? 

Mr. Farnanp. That’s right. 

Mr. Rogers. Regardless of which utility it is. 

But what I am talking about is the rate charged by these different 
companies, how many do they vary from town to town ? 

Mr. Farnanp. Well, that isa little difficult to say. I would make 
a rough guess that the variation does not exceed 15 or 20 percent. 

Mr. Roerrs. In all the towns operated by these companies ? 

Mr. Farnanp. I am merely guessing now, Mr. Rogers. 

Mr. Rogers. I figure you are in a pretty good position to guess. 

Mr. Farnanp. Well, that would be— 

Mr. Rogers. I mean you are appearing in behalf of these com- 
panies ¢ 

Mr. Farnanp. Yes, that’s right, that would be my best guess. I 
don’t keep myself advised of intercity rate of every gas distributing 
company on Northern’s system. 

Mr. Rogers. Do you represent these companies before city councils? 

Mr. Farnanp. No. When some of these companies heard that the 
Minneapolis Gas Co. was going to make an appearance before this 
committee, realizing that such an appearance was made 2 years ago, 
they asked whether or not I would be willing to make a statement for 
them as a part of the statement and I said, “Yes.” 

Mr. Rogers. To indicate their opposition ? 

Mr. Farnanp. That is correct. 

Mr. Rogers. To the legislature ? 

Mr. Farnanp. That is correct. 

Mr. Rocers. What do you pay in Minneapolis at the city gates for 
gas? 

Mr. Farnanp. In 1956 we paid an average of 35.4 cents per thousand 
cubic feet. 

Mr. Rogers. And how much did you sell it for? 

Mr. Farnanp. In that same year our gas revenues totaled, averaged 
75.45 cents per thousand cubic feet. 
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Mr. Rogers. Averaged. Now you are talking about the consume:’s 
gas and the industrial sales. 

Mr. Farnanp. That is correct. 

Mr. Rocers. Altogether ? 

Mr. Farnanp. That is the total altogether. 

Mr. Rogers. What is the residential ? 

Mr. Farnanp. The residential is one dollar point six cents. 

Mr. Rogers. $1.06 a thousand cubic feet? 

Mr. Farnanp. That’s right. 

Mr. Rogers. What rate did that start out at, your first 

Mr. Farnanp. You want the block rates now ? 

Mr. Rogers. Yes, sir, whatever you call them. 

Mr. Farnanp. All right. Those rates are as follows: For the first 
300 cubic feet or less $1.60, that is known as the minimum rate, for the 
next 29,700 cubic feet 87 cents per M c. f. For the next 130,000 
cubic feet, 80 cents. 

Mr. Rocers. Do you have a separate document there that could 
be filed with the committee of those rate? 

Mr. Farnanp. I have here one that has some pencil notations on it. 
I can have this typed out. 

Mr. Rogers. Mr. Chairman, I would like to have those rates in the 
record if we can have them. 

The Cuairman. Could you supply them for the record? You can 
send them in. 

Mr. Farnanp. I can; yes, sir. 

The Carman. Very well. 

(The information referred to is as follows:) 





NICHOLS, FARNAND, LEE & MASToR, 
Attorneys at Law, 


Minneapolis, June 18, 1957. 
Re H. R. 6790 and 6791 


Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

Dear Sir: I testified before your committee on Tuesday, May 28. At page 2818 
of the transcript, Mr. Rogers requested that there be supplied the block rates 
of the Minneapolis Gas Co. for gas sold in the city of Minneapolis. Those rates 
are as follows: 

First 300 cubic feet or less: $1.60. 

The next 29,700 cubie feet : $0.87 per thousand cubic feet. 

The next 130,000 cubic feet : $0.80 per thousand cubic feet. 

These are what are known as the rates for general service which includes 
residential space heating. 

Thanking you for the many courtesies extended to me, I am 

Very truly yours, 
P. L. FARNAND. 

Mr. Rogers. I believe that is all for the present. 

The Cuatmrman. Mr. Macdonald, do you have some questions ? 

Mr. Macponap. Yes, sir. 

Once again I would like to compliment you, sir, on a very fine forth- 
right statement and I would like to ask you just this: If the costs do 
vary in the communities which you serve, the costs to the consumer 
that is, are those variances based on the costs to you? 

Mr. Farnanp. The cost, not necessarily. ‘The cost, let’s say put it 
this way, the charge to every distributor in zone 3, for example, where 
we are, is the same. That charge is set by the Federal Power Com- 
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mission. But the situations within the distributing area of different 
companies may vary. 

The load factor of one company may be high; the load factor of the 
next company may be low, and that would make their average costs 
different. 

Mr. Macponap. Right, sir. 

Therefore, in order to get an increase in your prices you would have 
to go before the regulatory body and show why one of your groups 
needs extra charge to the consumer. 

Mr. Farnanp. That’s right. The local council. 

Mr. Macponautp. And you could not possibly run your business 
without knowing what your costs were; could you ¢ 

Mr. Farnanp. No. 

Mr. Macponatp. Do you know any business that can survive unless 
they know what their costs are? 

Mr. Farnanp. No; I don't. 

Mr. Macponatp. Do you feel that the — 

Mr. Farnanp. Unless it isa gambling joint. 

Mr. Macponap. I understand, sir, even there they pretty well figure 
out what their percentage is. (Laughter. ] 

Sir, is the president of your company a Mr. Harry Wrench ? 

Mr. Farnanp. Wrench? 

Mr. Macponartp. Wrench. 

Mr. Farnanp. Wrench. He was president up until the 6th of May. 
He retired and Mr. G. T. Mullin, my former partner 

Mr. Macponavp. The Mr. Mullin that you referred to succeeded Mr. 
Wrench. 

Mr Farnanp. That’s right, he is now the president. 

Mr. Macponatp. Did you ever have any conversations with Mr. 
Wrench before his retirement concerning the so-called industry 
meetings ? 

Mr. Farnanp. Oh, I may have, Mr. Macdonald. If I did, it was 
some time back. I never attended any of those meetings myself. 

Mr. Macponap. Yes, sir. Well, it was injected into the record 
earlier that Mr. Wrench attended one of these meetings, presided over 
by Mr. Doherty who testified here and testimony was given that when 
Mr. Wrench objected to Mr. Doherty’s handling of the meeting and 
his insistence that the entire industry take the bill which is now the 
Harris bill, he was told that everybody who didn’t agree might as 
well leave because this bill was going to be the bill of the industry. 

Do you have any knowledge of that? Did Mr. Wrench confide that 
to you? 

Mr. Farnanp. No, he did not; but that does not mean that this did 
not happen, because when he returns from these meetings out of the 
city, I am always busily engaged on other matters and we don’t 
always discuss what occurred at the meetings that he attended. 

Mr. Macponarp. Actually that was carried in the St. Louis Post- 
Dispatch ? 

Mr. Farnanp. Yes: I remember. 

Mr. Macponatp. Of February 11, 1957 ? 

Mr. Farnanp. Yes; I remember reading about that, the day I read 
it, he was out of the city and I never did discuss it with him after that. 

Mr. Macpvonarp. All right, sir. 
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Well, sir, I would just like to thank you for the support of my bill 
which I assure you is not known in common parlance in the Congress, 
however, it may be known to individual Congressmen, but certainly 
it is not common parlance that my bill is a diversionary bill for as a 
matter of fact, it is anything but. 

It is about as diversionary, in my opinion, as Lincoln’s Emancipa- 
tion Proclamation of the slaves. 

It isa divisionary bill per haps but a diversionary bill. 

Mr. Farnanp. Well, I sincerely believe that if the producers are 
going to be regulated as the law now provides, that there must be 
some exemption provided, because the Federal Power Commission 
will just be so overloaded that actually they probably will not be able 
to regulate efficiently at all, and that will affect the transmission regu- 
lation which now affects us, and will also affect the regulation “of 
producers. 

Mr. Macponarp. Right, sir. 

Mr. Rogers. Will the gentleman yield ? 

Mr. Macponaup. Let me just ask this question and I will be h: appy 
to yield to the gentleman from Texas as he always has to me. 

Sir, don’t you think it would be of much more benefit to the Federal 
Power Commission to be able to turn their attention to the companies 
that really control this natural gas business / 

Mr. Farnanp. I do. 

Mr. Macponarp. And to turn loose auditors and hire people of some 
skill who are able to go through the books of these companies that 
these rate vennnidslician would provide perhaps with less confusion, 
if they were relieved from this administrative duty of checking every 
poor little old farmer from west. Texas who has 3 or 4 gas wells who 
can’t possibly affect the public interest ? 

Mr. Farnanp. Yes; I agree in substance with that. 

Mr. Macponatp. On that note I am happy to yield to my colleague. 

Mr. Rocers. Mr. Farnand, would you favor or oppose legislation to 
bring all of the distribution units, gas, under Federal regulation / é 

Mr. Farnanp. Well, I personally probably would oppose it, because 
of the lack of necessity for such a move. Local distributing companies 
are now regulated. 

Mr. Rocers. Well, I know, but you are saying this, you are saying 
that you are satisfied with what has h: appened to you but you want 
something else to happen to somebody else. 

Don’t you think it is only fair that if one regulatory body picks up 
the commodity at the beginning and fixes the rate on it that unless you 
let that same regulatory body carry it out clear to the end where it 
goes to the consumer, who you say you are protecting, that there is at 
least a chance for the consumer to get skinned in the end ? 

Mr. Farnanp. Mr. Rogers, it is a question in my mind whether the 
Congress of the United States has the authority to impose or to give 
to a regulatory agency the right to set retail rates, that is purely an 
intrastate matter. 

Mr. Rocers. Well, I know now, but Mr. Farnand, I am not talking 
about that because those intrastate-interstate matters have become so 
commingled. I am talking about a matter of principle, in that, I am 
talking about a basic matter of principle. You say you are for the 
consumer. 
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Mr. Farnanp. Let me put it this way: If there was no regulation 
of the distributing end at all at the local level, and if it was within 
the power of Congress to regulate the distribution rates, then I 
would say that they should be regulated. We have lived under regula- 
tion in Minneapolis, and I as one of the attorneys for the company, 
for 20 years know its beneficial effects on the ultimate consumer. 

Mr. Rogers. But you don’t know 

Mr. Farnanp. We also know the beneficial effects of the regulation 
of the transmission end of this business. 

Mr. Macponatp. Mr. Chairman, since we are operating under the 
5-minute rule, I take it I refuse to yield further until I ask two or 
more questions and then I will yield the balance of my time to 
Mr. Rogers. 

Mr. Witniams. If we are operating under the 5-minute rule the 
time of the gentleman from Massachusetts has expired. Mr. O'Hara 
is recognized. 

Mr. O'Hara. Mr. Farnand, what price did you say you paid North- 
ern Natural for your gas ¢ 

Mr. Farnanp. I think I said 35.4 cents was the average cost at the 
city gate. 

Mr. O'Hara. I have before me a chart used in the report of the 
Harris bill for the 1955 action of the committee, and it shows that 
the price paid producers was 9.8, the price received by the pipeline 
company was 20.2 which would make it 30 cents. Has that been 
increased since then / 

Mr. Farnanp. Yes. 

Mr. O’Hara. That was as of 1953 ? 

Mr. Farnanp. Oh, yes, oh, yes ; and—— 

Mr. O'Hara. Well, let me ask you presently what price is paid to 
the producers in the field, if vou know, by Northern Natural that 
supplies you? 

Mr. Farnanp. I think the figures in Northern Natural’s annual 
report for 1956 show a price of 10.6 cents. 

Now, if I may add, however, in this sixth rate filing that you have 
referred to— 

Mr. O'Hara. Right. 

Mr. Farnanp. The figures there show 12 cents. In other words 
there is a jump of 1. 4 cents in this 1 vear, and that reflects the tremen- 
dous increase in the cost of purchased gas in the Permean Basin where 
Northern had to go down and pick wp the supply, and i in that connec- 
tion, that brings Northern’s figures for this sixth rate increase to this 
point, whereas in 1956 their figures show that out of every dollar which 
they collected from their customers they paid 30.7 cents for the cost of 
purchased gas, this rate filing shows they will pay 37.4 cents. 

Mr. O'Hara. Well, of course, that illustrates, Mr. Farnand, very 
clearly, that under the Phillips decision the price of gas has been going 
up, does it not / 

Mr. Farnanp. All the Phillips decision said was that Phillips was 
a natural gas company, and was subject to regulation by the Federal] 
Power Commission. Now a lot of people I think misunderstand the 
Natural Gas Act. There is nothing in the Natural Gas Act even under 
regulation that says to a distributor you can’t go out and ask for any 
price that you can get. That is (i ue today and under regulation. Ail 
he is subject to is to have that price reviewed in the future. 
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Mr. O’Hara. That’s right. 

Mr. Farnanp. And declare or to have the Commission declare 
whether it is just and reasonable. 

Mr. O’Hara. Let me follow this just a little further. 

Mr. Farnanp. Yes. 

Mr. O’Hara. What then—we have spoken of—what is the price 
Northern Natural charges on that to you! Delivery at the gate? 

Mr. Farnanp. For 1956 it was an av erage of 35.4 cents “for 1,000 
cubic feet. 

Mr. O’Hara. And your cost of distribution is what? In other 
words what do you charge your consumer ¢ 

Mr. Farnanp. Our average charge is 75 cents, that is overall. That 
is industrial sales and residential sales. The residential is $1.60 
average. 

Mr. O’Hara. How many raises has Northern Natural applied for? 
You speak of the sixth raise. Is that since when? I mean how many 
have they applied for since 1954 ? 

Mr. Farnanp. Since 1950, they have applied for six raises, includ- 
ing this one which was filed in February of 1957. 

Mr. O'Hara. How many did they apply for between October 1954, 
which is when the Phillips decision became effective to the present 
time? 

Mr. Farnanp. Well, none, their last rate increase prior to this Feb- 
ruary 1957 increase became effective August 2, 1954. 

But that has been filed 5 months previous to that and had been 
suspended by the Commission for the 5 months’ period. Incidentally, 
may I point this out, that in all of those five filings, Northern asked for 
rate increases totaling 41,513,000. But after review by the Federal 
Power Commission they were settled for 18,957,000. In other words, 
22,556,000 were eliminated. 

Mr. O°H ARA. That means to all their cosigners ¢ 

Mr. Farnanp. To the whole, that’s right; ; their whole cost. We say 
that that is a constructive note on the beneficial results of regulation. 

Mr. O’Hara. That is a very interesting point. 

You speak of regulation at Minneapolis of your company. That is 
about the most informal regulation I know of. Actually, does not 
one man act as sort of a rate expert for the Minneapolis C ity Council 
in the relationship between the council and the company in the matter 
of rates that are to be charged by your company ¢ 

Mr. Farnanp. That is correct. 

However, when a rate increase is filed, that man must report to the 
utilities committee of the council. 

Mr. O’Hara. That is completely different than a utilities commis- 
sion as such, is it not ? 

Mr. Farnanp. Oh, yes; absolutely. They are just members of the 
Common Council of the City of Minneapolis. 

Mr. O’Hara. They know just about as much about it as I do. 

Mr. Farnanp. They rely on their experts, just as the Federal 
Power Commission relies on their experts, and I assume from time to 
time the members of this committee rely upon their own staff of ex- 
perts. 

Mr. O’Hara. That is correct, Mr. Farnard. 

I have often, over the years, thought we should have a public utilities 
commission in Minnesota. 
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Mr. Farnanp. We would have no objection to that. 

Mr. O'Hara. Is it not a fact that your good friend, the senator, 
who is now president of the company, has opposed, while he has been 
in the senate, utilities commission bills, State utilities regulation bills 
which have been introduced ? 

Mr. Farnanp. I do not think so. 

Mr. O’Hara. Well, I am informed that he has. 

Mr. Farnanp. Maybe so. 

Mr. O'Hara. Very effectively. 

Mr. Farnanp. Maybe so, but I do not think so as a matter of 
fact—— 

Mr. O’Hara. Did you ever appear before the legislature or the in- 
terim commission in opposition to these bills? 

Mr. Farnanp. No, never. 

Mr. O'Hara. Do you know whether or not Mr. Farnard vigorously 
opposed—I mean Mr. Mullin opposed it, I do not think it was this 
legislature, but the last one? 

Mr. Farnanp. He did not. 

Mr. O'Hara, Mr. Mullin effectively opposed a bill which was either 
before the legislature or an interim commission, I am not positive 
which. 

Mr. Farnanp. I know the bill which you refer to as being before 
the interim commission, and I know for sure that he never did ap- 
pear before that commission, and was not a member of it. 

Mr. O’Hara. He might not have appeared, but he might have let 
the membership know how he felt about it. 

Mr. Farnanp. I do not think so. 

Mr. O’Hara. You do not think so? 

Mr. Farnanp. Mr. O’Hara, let me make this statement 

Mr. O’Hara. You would favor now, as the attorney—I mean you 
are for the producer being regulated, and certainly heaven knows 
there is not anyone in the C ongress who says the pipelines should not 
be regulated. They are a monopoly. 

But do you not think it would be healthy in our State if we had 
a public utilities commission to regulate public utilities generally / 

Mr. Farnanp. It probably w ould be, and I do not think you would 
find the Minneapolis Gas Co. would oppose it, with this exception, 
that they would probably ask that a provision be put into it insofar 
as the city division was concerned, recognizing the validity of that 
contract. 

But out in the suburban area where we have a separate ratemaking 
policy, and we keep our books on a separate basis, that then would 
become subject to the jurisdiction of a ratemaking body in the State, 
and I am sure we would have no objection to that. 

As a matter of fact, I can recall back in 1952 and 1953 when we were 
earning 3 percent in the suburban area. Under a regulatory body, 
you would never get a bad deal like that. 

Mr. O'Hara. Well, that was a different contract than you had with 
the city of Minneapolis. 

Mr. Farnanp. With the city, that is right. 

Mr. O'Hara. You are guaranteed a 614 percent rate of return. 

Mr. Farnanp. That is right. 

Mr. O'Hara. Mr. Farnand, in fairness, how in the name of regula- 
tion can you take this situation, which as I understand it is not un- 
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usual, that a man may go out and drill 10 wells and get 1 well—now, 
that may man may go out in that 

same field and pot | 5 paralls out of 5 5. iow: of course, how in the world 
are you going to fairly fix the costs of the man who got 1 well out of 10 
as compared ‘with the one who got 5 out of 5? 

Mr. Farnanp. All I can answer on that is by saying that I do not 
know of any situation which has presented itself, thus far, to the rate- 
making body covering facts like that, and I do not know how often 
that happens i in the production field. 

I said this morning that certainly there will be instances presented 
to the regulatory body which will prove tough nuts to crack, but that 
loes not mean that the whole scheme should be knocked aside because 
of that reason. 

Mr. O’Hara. You speak of the feeling you have with reference to 
the provisions in this bill, Mr. Farnand, with reference to present 
just and reasonable rates, which is the public utility formula, which 
certainly does not apply, in my opinion, to a gas well. 

Do you agree that that is an extraordinary provision to apply to 
an independent gas producer ? 

Mr. Farnanp. The facilities of an independent gas producer today 
are attached to the kitchen range and to the furnace in the home, the 
same as the facilities of the local distributing company; and if it is 
in the public interest to regulate the distributing company, to regulate 
the transporter of the gas, then the man who produces it is subject to 
that same public interest. 

Mr. O'Hara. You, as a good lawyer, Mr. Farnand, as I know you 
are, and a very able one, can you envisage such terriffie shock to the 
Federal Power Commission if this bill were to become law, as between 
their application of the words “just and reasonable” and “reasonable 
market price”? 

I mean, is there actually legally any great difference, along with the 
other yardsticks which are in this bill, of the elements which the Fed- 
eral Power Commission must take into consideration ? 

Mr. Farnanp. Oh, yes. I think there is a vast difference between 
“Just and reasonable” rate as that has now become interpreted under 
the law, and the term “reasonable market price.” 

Mr. O'Hara. Well, we just heard a witness compl: uning about the 
vacillation and the change of the Federal ate Commission in its 
rulings upon rates. Maybe they are justified. I donot know. They 
certainly do not all follow the same pattern. 

That isa fair statement, is it not ? 

Mr. Farnanp. I think that is probably true. 

Mr. O'Hara. But do you not think, or do you have any suggestions 
to make on this bill or on these bills of Mr. Harris and myself, Mr. 
Farnand, as to anything that should be in there ? 

Have you ever seen a more earnest attempt to provide the various 
things which the Commission may take into consideration in an at- 
tempt to set up a fair measuring stick for all people, the producer, the 
pipeline, and the consumer / 

Mr. Farnanp. Mr. O'Hara, I agree that it is an earnest and a sincere 
attempt, but I think it is a matter of a basic difference in philosophy. 

I do not think there is any question in the world but what the pro- 
ducer will get more money for his gas under this bill than he will 
under the concept of a just and reasonable rate, and that excess money 
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over the level of a just and reasonable rate must come from the ultimate 
consumer. 

Mr. O'Hara: Well, I know; but, Mr. Farnand, I think you will con- 
cede that under the cost theory which is applied to a public utility— 
and strangely, Mr. Harris and I are in the position of opposing wind- 
falls which will come to them under the cost theory. 

Mr. Farnanp. There are instances where I am sure—— 

Mr. O'Hara. I think you know of one particular instance which 
means a windfall of perhaps as much as thirty-two to thirty-five 
million dollars. 

Mr. Farnanp. That is right. There will be instances where the 
cost theory may produce a rate higher than the reasonable market price 
theory. 

Mr. O'Hara. That is right. 

Mr. Farnanp. That may be true. 

But, as I have noted for you here, our experience under the “just and 
reasonable” concept of regulation of the transmission company has 
shown that there have been tremendous benefits to the ultimate con- 
sumers. And we believe—I am sure that there is a chance we could 
be wrong, of course—we believe that that will, those benefits will, flow 
to the ultimate consumer under the “just and reasonable” concept as 
applied to the producer’s rates. 

Mr. O'Hara. But is it not a fact, Mr. Farnand, in the sense of the 
law, that oftentimes you will find the measure of damages or the meas- 
ure of costs, as you go through the court decisions that I am thinking 
of, and I am thinking of my own State of Minnesota and yours, th: at 
sometimes it will be the reasonable market price, sometimes it will be 
the just and reasonable price? I mean, it varies as to particular 
cases, but in the overall, to me, generally, as a lawyer who used to be 
fairly active in practice, the result was about the same. 

Now, is that a fair statement of the general proposition ? 

Mr. Farnanp. Well, I do not think it is a statement that can be 
applied to rates which will be charged for produced gas. 

Mr. O'Hara. First, is it a fair statement of the measure of the gen- 
eral law / 

Mr. Farnanpn. Of the general law, I would say, generally speaking, 
that is true. 

Mr. O'Hara. But you do feel that in particular—actually, you just 
want the Phillips decision to sit as it is; is that it? 

Mr. Farnanp. With the exception of amending the act to eliminate 
the vast majority of the small producers, and to eliminate the require- 
ment of filing for certificates of public convenience and necessity under 
section 7, with the possible exception of 7 (b). 

Mr. O’ Hara. But they are such a tiny amount, as Mr. Macdonald 
says, 6 or 7 percent, that it does not amount to anything, does it, in the 
matter of costs to these consumers and distributors? I mean, that is 
the net effect of it, according to the terms 

Mr. Farnanp. Well—— 

Mr. O'Hara (continuing). That his bill would exclude only about 
6 or 7 percent of those, in volume. 

Mr. Farnanp. That is in volume. It would exclude about 10 per- 
cent. 

Mr. O'Hara. In volume? 

Mr. Farnanp. As I understand it. 
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Mr. O’Hara. Of course, what would you do in the case of a man who 
has got 2 billion feet and he has to dig another well, and he immediately 
has got to come in and apply ? 

Mr. Farnanp. That is right. 

Mr. “J Hara. I mean, that is a practical situation. 

Mr. Farnanp. That is correct. You will alw ays meet those in any 

regulatory situation. 

Mr. O'Hara. But you do not actually believe, down in your heart, 
that the Macdonald bill is going to solve the problem which exists 
today, do you? 

Mr. Farnanp. It is going to help the problem of the Federal Power 
Commission in arriving at the matter of regulating the large producers, 
if that is the a result. 

Mr. O’Hara. Now, Northern States Power Co., I am not questioning 
that you represent them, but who requested that you represent them 
in your statement ? 

Mr. Farnanp. I have the telegram here, and it is signed by Mr. Earl 
Ewald, vice president in charge of operations. 

Mr. O'Hara. When was that? 

Mr. Farnanp. That was sent to me here at the Mayflower on the 
10th of May. 

Mr. O’Hara. They do not serve Minneapolis ? 

Mr. Farnanp. No. They serve the cities of St. Paul, Northfield, and 
Faribault. 

Mr. O’Hara. That is all, Mr. Chairman. 

The Cuatrman. Mr. Macdonald, further questions ? 

Mr. Macponaxp. [have just a very few questions. 

First of all, as a request, sir, I would like to ask of you to notify 
the Congressmen from Minnesota and Nebraska—one Congressman 
from Minnesota you do not have to notify—from Minnesota, Ne- 
braska, and Iowa, of the position that you have taken in support of 
my bill. 

I would certainly contact them myself, but you know as well as 
I that word from home goes a little further than word from a col- 
league in Washington. 

T was just going to ask you, sir, if you did not think that the prob- 
lem which was posed to you by Mr. O'Hara about the man who hits 
5 dry wells and 1 good well, would not be solved by the Macdonald 
bill? 

Mr. Farnanp. I think so. 

Mr. Macponap. Because that type of man, for whom everybody 
is bleeding here, does not usually produce 2 billion. 

Mr. Farnanp. I think that is probably right. 

Mr. Macponaxp. As a matter of fact, that is an added reason for 
the Maedonald bill’s passage, for people who are truly interested in 
helping the small independent. 

Mr. Farnanp. I agree. 

Mr. Macponatp. Thank you very much. 

The Cuarman. Mr. Farnand, let me thank you very much for 
your appearance here before this committee. 

We apologize for detaining you this late in the day. I know you 
understand the situation. ; 

Mr. Farnanp. I certainly do, and I apprec iate the opportunity of 
being here, and I want to thank you, Mr. Chairman, and the mem- 
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bers of the committee, for giving me this privilege. Thank you very 
much. 


STATEMENT OF ROBERT REESE—Resumed 


The Cuarmman. Mr. Macdonald, you did not have any questions 
of Mr. Reese ¢ 

Mr. Macponaxp. I do not think so. Mr. Reese’s statement this 
morning was so forthright, I cannot see how anyone could question 
him. But, to answer you directly, I do not have any questions; no, 
sir. 

Mr. O’Hara. I am going to pass. 

The Cuarrman. Mr. Williams, do you have any questions? 

Mr. Witu1aMs. I pass, Mr. Chairman. 

The Carman. Well, Mr. Reese, evidently you have convinced 
them with your statement as to your views in this matter. 

If we have detained you unnecessarily here and prevented you 
from getting out this afternoon, we are very sorry. 

Mr. Reese. That is quite all right. 

The Cuarrman. We do not control that place over yonder in the 
House Chamber. 

Mr. Reese. This has been quite an education for me; thank you. 

The Cuatrman. We have been very glad to have had you before 
us, and to have your statement. 

The Chair has a communication from Mr. H, J. O'Leary, chief, 
rates and research department of the Public Service Commission of 
Wisconsin, responding to the question which was referred to him by 
the attorney general when they were here sometime ago, which will 
be included in the record at the appropriate place. 

(The document referred to will be found on p. —.) 

The Cuatmrman. The Chair has a communication from Mr. FE. G. 
Boyer, Mr. Edward G. Boyer, manager, gas department of the Phila- 
delphia Electric Co., of Philadelphia, Pa., requesting that his state- 
ment be included in the record, and it will be received at this point 
in the record. 

(The statement referred to is as follows :) 


PHILADELPHIA Errecrric Co., 


Philadelphia, Pa., May 17, 1957. 
Hon. OrEN Harris, 


Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr. Harris: You will recall that a request has been made that I be per- 
mitted to appear before the committee for the hearings on H. R. 6790 on May 
14-17, 1957. , 

The present progress of the hearings makes it appear unlikely that I will be 
reached during this period. My present commitments make it extremely doubtful 
that I will be able to appear in the near future, and I therefore take this oppor- 
tunity to request that instead of appearing personally, my statement be filed with 
the committee. ‘ 

I am enclosing herewith 10 copies of my statement, and am forwarding an 
additional 150 copies under separate cover. 

Very truly yours, 


E. G. Boyer, 
VWanager, Gas Operations. 
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STATEMENT OF EpwaArp G. Boyer ON BEHALF OF PHILADELPHIA ELEcTRIC Co. 


My name is Edward G. Boyer. 

I am manager of gas operations of Philadelphia Electric Co. My duties are 
to direct and manage the operations of Philadelphia Electric Co. with respect 
to production, supply, transmission, and distribution of gas; also to know the 
production, transmission, and distribution facilities and their costs and to know 
the cost of supplying gas service now and in the future. I have held my present 
position since 1939 and have been employed by Philadelphia Electric Co. or its 
predecessors since 1924. TI am a graduate of Lehigh University with a degree 
in mechanical engineering. 

I am a past president of the Pennsylvania Gas Association. I have been a 
member of the council of the association for about 19 years and have served as 
chairman of the production committee for several Vears. I was a director of the 
American Gas Association for 5 years. I headed the gas production research 
of the American Gas Association and have served on various committees. I was 
a member of the Gas Industry Advisory Council established by the Secretary of 
the Interior. 

I am authorized to appear before this committee and present this statement 
on behalf of Philadelphia Electric Co. 

Philadelphia Electric Co., through its gas operations, serves over 200,000 gas 
customers in 5 counties lying outside the city of Philadelphia in southeastern 
Pennsylvania. Approximately 41 percent of the customers have gas house heat- 
ing. The gas service area has a population of 1 million people. Gas service has 
been supplied in this territory for more than 100 years by various companies 
which are now merged into Philadelphia Electric Co. The company purchases 
approximately 35 billion cubic feet of natural gas annually. 

It is said by the proponents of H. R. 6790 that it represents a compromise and 
contains provisions which protect the consumers’ interest. It is true that the new 
bill specifies the elimination of the most objectionable types of escalation clauses 
and provides Commission review of the propriety of other types of indefinite 
pricing clauses. It also provides regulatory procedures for notice of producer 
rates and rate changes to distributor companies and a right to be heard. These 
are desirable provisions, but they do not provide adequate protection in the 
face of the requirements that the Federal Power Commission use “reasonable 
market price” as the test of gas producer rate levels in place of the require- 
ments that such rates be “just and reasonable.” 

The proponents of the bill argue that its change in the rate standard is 
required to provide inducements which will encourage the producer to prospect 
for additional gas reserves which are needed in order to maintain gas service 
to the consumer. This is, undoubtedly, a proper purpose, but there has not 
been, and cannot be, any demonstration that a change is necessary to achieve 
the purpose. The Commission can now give consideration in determining rates 
te any relevant facts. The courts have aftirmed the Commission's right to 
determine rates at a level above the strict cost of service formula level, and 
I wish to state clearly now that insofar as rates above that level are shown 
to be required to stimulate exploration for gas, we believe that the producers 
should be permitted to charge such rates. But the substitution of the nebulous 
standard of “reasonable market price,’ coupled with the specific prohibition of 
the Harris bill against any consideration whatever of cost evidence, simply 
opens the door wide to increasingly higher prices for existing gas supplies. 
Increases in rates for gas which has already been found cannot logically 
stimulate further exploration, and, under existing law, the Commission is fully 
empowered to permit higher rates for new gas discovered in the future so that 
the incentive for exploration may be fully adequate. 

We believe that every producer has a right to present before the Commission 
any evidence or considerations- which indicate that he should receive a price 
above that determined by the cost of service standard, but we oppose elim- 
ination of cost as one of the factors affecting the determination of producer 
rates. In this connection, I might say that it seems to me only logical to in- 
quire into producers’ costs when the asserted basis of the producer contention 
that higher rates are required is the increased cost of exploration and produc- 
tion. Is it not reasonable to require evidence showing such increased costs so 
that rates may be fixed accordingly ? 

By specifically prohibiting consideration of cost in passing upon producer 
rates, H. R. 6790 eliminates an essential element. This bill contains no specific 
language protecting the consumer, such as the President requested in his veto 
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message. The reasonable market price standard, as used in H. R. 6790, with its 
exclusion of cost, affords no protection whatever to the distribution companies 
and their customers. 

Finally, the exclusion of cost is wholly inconsistent with the producers’ con- 
tention that increasing costs of finding and producing natural gas make neces- 
sary higher prices, and that exemption from Federal regulation as it now exists 
is essential to assure the producer these higher prices and to encourage him to 
keep looking for gas. This is difficult to believe when one of the most important 
effects of the new Harris bill is to deny the Commission the right to consider 
the producer's cost in passing on the rate he is permitted to charge for gas. If 
the producers were logical in their position, they would insist that the Federal 
Power Commission consider their costs and give full weight to the higher 
costs which they claim they are experiencing. 

I appreciate this opportunity to present my views on behalf of Philadelphia 
Electric Co. and thank the committee for its courtesy. 

The Cuatirman. As I have already indicated, the House is called 
into session in the morning at 10 o’clock. We are, under the 5-minute 
rule, reading the bill for amendment, the defense appropriation bill. 

Therefore, the committee will not be able to sit tomorrow. 

The Honorable Robert F. Wagner, mayor of the city of New York, 
was to have appeared tomorrow afternoon. We have contacted the 
mayor and explained to him our situation, and suggested that we 
will try toarrange a later date. 

Thursday of this week is a holiday. Many members of the com- 
mittee have long since made arrangements for that day, and the Chair 
did not feel it would be appropriate to require them to change those 
plans. 

Furthermore, the witnesses who might appear on that day may 
have made some arrangements of their own. 

Che committee therefore will adjourn until Friday morning, at 10 
o'clock. It is the hope of the Chair that we can get to Mr. Robert E. 
Lee Hall, general counsel of the National Coal Association, and Mr. 
Edward Hollander—no; Mr. Hollander cannot be here that day— 
[ assume that will be the only witness we can get to, unless we can get 
to one of the others on the list to be heard. 

Phe committee will adjourn, and will meet again Friday morning at 
10 o’clock. 

(Whereupon, at 7:35 p. m., the committee adjourned, to reconvene 
at L0a.m., Friday, May 31, 1957.) 
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(Regulation of Producers’ Prices) 


FRIDAY, MAY 31, 1957 


House or REPRESENTATIVES, 
ComMMITTEE ON INTERSTATE AND ForetGN CoMMERCE, 
Washington, D. ©. 

The committee met, pursuant to recess, at 10 a. m., in Room 1534, 
New House Office Building, Hon. Oren Harris (c dakeuie’ presiding. 

The Cuairman. The committee will come to order. 

This morning the committee is resuming the hearings on various 
and sundry bills proposing to amend the Natural Gas Act. We have 
for a witness Mr. — Lee Hall, the general counsel of the National 
Coal Association, Southern Building, W Vashington, D.C. 

Mr. Hall, you may come around. 

I observe the National Coal Association and the National Council 
of Coal Lessors, Inc., are two different organizations, I believe. 

Mr. Hatz. That is right, Mr. C hairman. And I would like to state 
at this time that Mr. Rolla D. Campbell, representing that organiza- 
tion, will not be able to appear, and he has authorized me to say that 
they endorse the statement of the National Coal Association and desire 
to have that constitute the form of their appearance here today. 

The CrarrMan. Very well, that will be noted for the record. 

Mr. Haux. Thank you. 

The Cuarrman. Mr. Hall, you have been already identified for the 
record. Youmay proceed. 


STATEMENT OF ROBERT E. LEE HALL, GENERAL COUNSEL, NA- 
TIONAL COAL ASSOCIATION, ACCOMPANIED BY N. T. PATTESON 


Mr. Hai. Thank you, Mr. Chairman. 

My name is Robert E. Lee Hall. I am general counsel of the 
National Coal Association, whose offices are in the Southern Building, 
15th and H Streets NW., Washington 5, D. C. 

The National Coal Association is the trade organization of American 
bituminous coal mine owners and operators whose total production is 
approximately two-thirds of all the commercial bituminous coal mined 
in the United States. 

The bituminous coal industry is opposed to H. R. 6790 (and H. R. 
6791) in its present form and proposes two amendments thereto which 
would (1) confer jurisdiction upon the Federal Power Commission 
over direct sales of natural gas to industrial consumers by natural gas 
pipeline companies, and (2) prohibit below-cost sales of natural gas 
to industrial consumers. 
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If the House Interstate and Foreign Commerce Committee is also to 
consider H. R. 7105 (the Staggers bill) at this time, we endorse this 
measure as written. 

The general policy to be expressed here today is in consonance with 
the resolution adopted by the membership of the National Coal Asso- 
ciation at its annual meeting of June 14, 1956, wherein among other 
things, it was— 

Resolved, that the Federal Government adopt a national fuel policy which 
would balance competitive conditions in the United States and contribute to 
the best long-term interests of the Nation in maintaining coal’s capacity to meet 
the expanding fuel requirements in the years to come by (1) extending Federal 
regulation to cover direct sales of natural gas to industrial consumers, and (2) 
prohibiting continued sale of gas to industrial consumers at a price less than 
the cost of such gas plus a fair proportion of fixed charges * * *, 

The bituminous coal industry is an outstanding example of the free 
competitive enterprise system in action since there are thousands of 
operating companies competing for the available fuel markets of the 
Nation. 

Our industry has long been an outspoken opponent of any unwar- 
ranted extension or continuation of Federal controls over any element 
of the American business community. 

This conviction cannot, however, be translated into unqualified sup- 
port for proposals to remove Federal controls over the production of 
natural gas unless two important loopholes in the Natural Gas Act 
are closed at the same time. 

The Natural Gas Act of 1938 defines jurisdictional sales of natural 
gas by the interstate pipeline carriers to industrial consumers, even 
though such gas is clearly beyond the produe tion and gathering phase, 
has crossed State lines, and is unquestionably subject to Federal 
regulation in the public interest. 

Moreover, the act contains no clear congressional mandate which 
would empower the Federal Power Commission to prohibit sales of 
natural gas to industrial consumers below actual cost plus a fair 
proportion of the fixed charges. 

These defects in the act are contrary to the best interests of the 
public at large. They also represent a severe handicap for the 
bituminous coal industry which must compete with this hybrid in- 
dustry—part public utility—part private enterprise. 

It must be remembered that the natural-gas industry enjoys the 
benefits of utility status in its protected markets and guaranteed rate 
ef return. 

The position of the bituminous coal industry on H. R. 6790 is that 
if the producers of natural gas are to be given freedom of the market 
or vce with respect to the production and gathering phases of natural 

gas, the eer interest requires amendments to correct the inequities 
in the Natural Gas Act which permit unregulated direct industrial 
sales of natural gas by pipeline companies “and sales below cost. to 
industrial consumers in order to achieve a balanced fuel economy. 

It is our contention that unregulated direct industrial sales are 
against public interest. An examination of the legislative history of 
the Natural Gas Act of 1938 leads to the inescapable conclusion that 
direct mainline industrial sales of natural gas were exempted from 
FPC jurisdiction on the assumption that such sales, being —_ 
directly to industrial consumers, would be regulated by State commis 


SS 


NATURAL GAS ACT 1435 


sions and that the public interest would be protected through this 
process. 

However, the facts are otherwise because a survey of State com- 
missions has disclosed that few, if any, attempt to exercise any regula- 
tory authority over direct sales to industrial consumers made within 
their jurisdiction. 

Thus we have the unique result that a significant proportion (ap- 
proximately 20 percent) of the natural gas sold in interstate commerce 
is responsive to neither Federal nor State authority. 

It will be hereinafter shown why the public interest is not best 
served by suffering the continuance of such a regulatory vacuum with 
respect to a utility-type business which has grown to the giant na- 
tional proportions of the natural-gas industry. 

The jurisdictional “loophole” in the Natural Gas Act of 1938 with 
respect to direct sales is against the public interest because natural- 
gas pipeline companies exploit that “loophole” by making direct 
sales of natural gas in great volumes to industrial consumers using 
coal (or oil) and sell such gas “below actual cost” in order to capture 
these markets during their periods of excess supply. 

Natural-gas pipeline carriers are subjected to public utility regula- 
tion with respect to all other phases of their interstate operations 
and as regulated utilities enjoy special benefits unavailable to com- 
peting fuel industries such as the right of eminent domain, a 
guaranteed rate of return, and exclusive “franchise” rights (that is, 
certificates of public convenience and necessity) in fuel markets. Yet 
a significant proportion of the volume of the natural gas they transmit 
is unregulated. 

Furthermore, natural-gas pipeline carriers “dump” natural gas 
into industrial coal (and oil) markets on a price-cutting basis that is 
contrary to the spirit and intent of the nation’s antiprice discrimina- 
tion laws (Robinson-Patman Act) but can apparently legally do so 
because of their otherwise regulated status. 

Moreover, natural-gas pipeline carriers eagerly prospect for direct 
sale industrial markets because they are relatively unaccountable to 
the FPC for such revenues and, by and large, this constitutes a source 
of quick profit without affecting the permissible rate of return fixed 
by the FPC, thus raising the ultimate cost of gas to the millions of 
consumers who are the resale customers. 

Finally, natural-gas pipeline carriers making such direct industrial 
sales generally are not required to allocate a proper proportion of 
the cost of transportation and sale of natural gas to the unregulated 
direct industrial sales. The result is a disproportionate cost load on 
domestic (that is, the residential, space heating, etc.) consumers who 
are least able to afford to bear this cost burden. 

We believe that the domestic gas consumers have a stake in the 
direct sale issue. 

One of the most significant factors that is most often overlooked 
with respect to the effect of this “loophole” in the Natural Gas Act 
favoring industrial consumers is the adverse effect. that this practice 
has upon the interest of the millions of residential and household 
consumers of natural gas. 

They have the highest stake of all adversely affected parties (with 
the possible exception of the coal industry) in this issue, yet these 
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important facts apparently have never been successfully brought to 
their attention. 

One of the principal obstacles in the way of arousing consumer in- 
terest in an issue which so vitally affects their interests is the highly 
complex nature of the problem that makes communication of the 
danger difficult. 

However, in simplest terms, the “loophole” in the act which permits 
the natural- -gas pipeline companies engaged in interstate commerce 
to operate as an unregulated private business with respect to direct 
industrial sales hits the consumer where it hurts the most—that is, 
in the pocketbook. 

How can you explain in understandable terms to the average resi- 
dential user of natural gas that the natural-gas transmission com- 
panies have their rates of return based on their jurisdictional sales 
which are heavily loaded with pipelines’ capital, costs and fixed 
charges ? 

Direct industrial sales of natural gas off these main pipelines do 
not bear a proper proportion of such costs and charges with the in- 
evitable result that the rates at the domestic consumer’s end are higher 
than they should be. 

How can it effectively be illustrated that the principal burden of 
the actual cost of tolerating a continuance of the “loophole” falls on 
the small consumer of natural gas? 

Who has the greater ability to pay the fair share of such pipeline 
costs—the domestic consumer of gas or the industrial consumer who is 
the beneficiary of this subtle form of Government largess ? 

How can you dramatize these facts to the small consumer of natural 
gas? Will his attention really be attracted by an authenticated as- 
sertion that a low proportionate share of the pipeline costs are placed 
against the exempt direct industrial sales, that the rate of return may 
be high so that the overall rate of return (jurisdictional and non- 
jurisdictional sales combined) may actually be higher than the FPC 
would permit if all sales were under its jurisdiction, or similar com- 
plicated explanations ? 

Economy and efficiency, as well as conservation principles and serv- 
ice to the smaller users, would plainly seem to call for the most complete 
use of the pipeline facilities possible at the ultimate distribution end, 
instead of preferential treatment to the large direct industrial users 
along the way. 

If direct industrial sales were changed from their present nonjuris- 
dictional character to jurisdictional, such action would serve to reduce 
the price gap between interruptible and firm gas, thereby causing 
industrial gas to bear a fairer share of the cost of the transmission of 
natural gas. 

This is not all. The inducement for natural gas pipeline companies 
to make direct industrial sales is extremely great because such sales 
add to their profit position but do not affect their regulated rate of 
return. 

Nor are the pipelines required to share the wealth by passing along 
any of these profits in the form of reduced rates for domestic 
consumers. 

Since the inducement to sell direct industrial customers is so very 
great, it should come as no surprise that there is now a process—with 
much more in prospect for the future unless corrected—a government 
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tolerated practice which is leading to the unwarranted and dangerous 
reduction in the life expectancy of our natural gas reserves. 

The latest life reserve index figures on natural gas of the American 
Gas Association show that there is only 21.8 years left in 1956, based on 
the present rate of consumption, whereas in 1947 the figure was 32.8 
years. 

Moreover, this accelerated withdrawal of natural gas reserves means 
the earlier exhaustion of available natural gas under existing supply 
contracts at relatively low prices, requiring the pipeline companies to 
go into the market place for new natural gas supplies at substantially 
higher prices. 

Therefore, it should be readily recognized that the interest of the 
domestic consumers in both the price and continuity of supply is being 
subverted by the exploitation of the loopholes in the Natural Gas Act. 

These are some of the considerations that have been skillfully 
clouded in a protective air of mystery and complexity. 

The domestic consumers of gas should be given all the facts of life on 
this problem. It is also a matter of public concern that unregulated 
direct industrial sales of natural gas are also extremely injurious to 
the coal industry whose prev ny established markets are the targets 
of the pipeline raids and foray 

We believe it isa colada of these considerations that have led 
responsible elements of the Federal Government to support amend- 
ments in the Natural Gas Act which would close these loopholes and 
subject direct industrial sales and below-cost industrial sales to proper 
regulation as a part of the general utility status of the natural gas 
pipeli ine carriers. 

We believe that the below-cost industrial sales of natural gas are 
igainst public interest. 

It is a fact that a significant proportion of the sales of natural gas 
in interstate commerce (after the production and gathering ph: 1se) 
are being made below actual cost to industrial consumers on both a 
direct sale basis as well as by resale to industrial customers. 

This is a fact that is sometimes lost sight of. 

Below-cost gas sales are never made to the domestic consumers of 
natural gas. This is a benefit specially tailored for industrial cus- 
tomers. The practice has developed because the producers of natural 
gas will not commit their natural gas reserves to interstate transporta- 
tion and sale unless the pipeline -arriers agree to take excessive mini- 
mum volumes of natural gas notwithstanding the great peaks and 
valleys of predictable dem: and due to seasonal weather c hanges. 

Although the producers of natural gas are usually ¢ apable of Vv: arying 
their sendouts of natural gas to correspond with anticipated varying 
demand, nevertheless the FPC continues to approve the uneconomic 
and unrealistic gas supply contracts calling for uniform amounts the 
vear round. 

The resulting “take or pay” contracts force the pipeline carriers to 
load their lines with unneeded natural gas during a significant pro- 
portion of the year’s service period, forcing the pipelines, to sell excess 
volumes of gas at less than cost to mitigate the enforced losses in 
periods of lesser demand. 

This practice is against the public interest and should be eliminated 
because natural gas pipeline carriers are forced into the election of 
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paying for gas they cannot use or selling it to industrial users at less 
than its value. 

Thus, by either direct industrial sale or by resale, the natural gas 
to industrial consumers is sold on an inter ruptible basis at any price 
(usually quoted just below coal or oil) in order to avoid paying for 
unused gas and to protect the profit position of the pipeline companies. 

Natural gas pipeline carriers are forced to waste valuable and scarce 
(based on present rate of consumption the reserve life index of natural 
gas now stands at only 21.8 years) natural gas in order to maintain 
their high profit position notwithstanding the fact that valuable re- 
serves of natural gas are irretrievably lost to the firm year-round small 
domestic customers who depend on this fuel. 

Moreover, below-cost industrial sales result in a loading of a dis- 
proportionate share of allocated costs upon the resale customers least 
able to afford the high prices of gas at the distribution end of the line— 
the domestic customers. 

Finally, below-cost industrial sales encourage the wasteful use of 

natural gas which should be conserved so as to be available for the 
higher uses of residential and space heating as well as processing. 

There are almost limitless reserves of bituminous coal available for 
steam generation purposes with which to meet all the needs of the 
Nation’s rising demands for energy production. 

Below-cost industrial sales are primarily directed at markets already 
established by the coal and oil industries and the practice does great 
damage to these basic American fuel industries on which all consumers 
must rely in both peace and war. 

We believe that the gas consumers’ stake is in the below-cost sales 
issue. 

As in the case with respect to the loophole in the Natural Gas Act 
which permits natural gas pipeline carriers to make unregulated direct 
industrial sales, it is difficult if not impossible to demonstrate to the 
residential users of natural gas that their interests are subverted by the 
practice of making sales below cost to industrial users. 

It is important to remember that such sales are made on a direct 
basis (unregulated) as well as on a resale basis (regulated), but 
whether jurisdictional or nonjurisdictional in character, such. sales 
benefit only two elements of the natural gas economy—the industrial 
consumers who can afford to pay more, and the natural gas pipeline 
carriers who can afford to profit less. 

Natural gas for steam generation, for example, is usually sold at 
price levels just below that of the more plentiful bituminous coal in 
order to capture the market, while the residential gas consumers are 
faced with higher gas costs due to these unnecessary dump sales of 
natural gas; and are also faced with an acute shortage of natural 
gas earlier than the circumstances will requre. 

Such below-cost sales of natural gas to industry should be re- 
quired to carry a larger share of the joint costs of providing pipeline 
capacity if the consumer is to receive adequate protection and lower 
or better stabilized prices. 

As in the case of unregulated direct industrial sales, the profit in- 
ducement to make regulated below-cost sales is so great that it results 
in heavy inroads upon gas reserves and serves to hasten the day 
when natural gas will no longer be available for those now committed 
to this source of fuel—the domestic gas consumers. 
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Most of this below-cost gas is channeled into boiler fuel consump- 
tion, whereas the demand for domestic uses of natural gas grows 
heavier every year. 

The latest figures of the United States Bureau of Mines indicate 
that in the period 1950-56 there was a 97 percent increase in the 
volumes of natural gas committed for boiler fuel uses in electric 
plants, whereas ae was only a 53 percent increase in other consump- 
tion of natural ga 

Obviously, a " diapropentodan amount of the total United States 
gas is being needlessly committed to boiler fuel uses because of the 
inducements offered by the loopholes in the Natural Gas Act which 
permit unregulated direct industrial sales and below-cost sales to 
industrial customers. 

It must be remembered that these ever-increasing volumes of natu- 
ral gas that are being committed to boiler fuel purposes are being 
disposed of to industrial consumers at prices far less than the prices 
which domestic consumers must pay for the same natural gas. 

The attention of the committee is directed to the attached table I 
which shows the value per thousand cubic feet of natural gas to the 
various classes of consumers by regions and States. 

We believe that this information will serve to illustrate by example 
the serious problem created by the loopholes in the act for the domes- 
tic consumers as well as the unregulated fuel industries which must 
compete with the regulated natural gas pipelines. 

One of the justifications offered for the discrimination in price be- 
tween industrial users and domestic (residential) users is in the theo- 
retical difference in the character of the natural gas service. 

It is the theory of “interruptibility” that has clouded the issue and 
constitutes the handy device through which the interstate pipeline 

sarriers attempt to justify below- cost industrial sales on such an ever- 
growing scale. 

The “theory” is that the gas is sold to industrial installations sub- 
ject to being cut off without notice when the demands of the domestic 
and superior users require such gas, 

However, a glance at the figures will show that the “interruption” 
of natural gas 1s largely illusory and actually is rapidly approaching 
the vanishing point. 

As a result, exactly the same natural gas on almost the same service 
basis is being sold to industrial users at a rate which discriminates 
unreason ably against the domestic gas users 

On the basis of our examination of FPC and United States Bureau 
of Mines figures covering the major coal competitive regions of the 
United States (excluding the West, South Central, and Pacific re- 
gions) consumption in the period 19 4 \6 during the coldest. quarter, 
January-March, averaged 50 percent of that for the peak summer 
quarter. 

In short, based on the 3-year experience, our projection demon- 
strates that ee half the boiler gas supply to electric utilities is 

eally “all-year” gas. 

The total maximum use of boiler gas by the electric utility power- 
plants in the coal competitive regions for the years 1954-56 is 
92 trillion cubie feet (4 x the 550 billion peak quarter). 

a amount of such gas actually used during this period amount 

» 1.6 trillion cubic feet. The total amount of boiler gas used for 
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electric utility purposes for all of the United States (including 
noncoal competitive regions) actually exceeds 1 trillion cubic feet 
per year. 

Seventy-three percent of the maximum amount of gas that could 
be used under electric utility plant boilers during 1954 through 
1956 actually did “get through” to the boilers on a so-called inter- 
ruptible basis. 

And this gas was priced on a dump basis below cost. There is 
considerable room for doubt as to whether any of this gas is actually 
paying its fair share of pipeline costs of which it is economically 
capable. 

If below-cost sales of natural gas are prohibited, it would seem 
to be the reasonable result that such action would place a greater 
share of the pipeline joint costs on direct pipeline sales to industrial 
consumers if regulated, and on present inferior use jurisdictional 
sales. 

The increased revenues from such sales would serve to reduce the 
burden on the domestic consumers, It would force the natural gas 
pipeline companies and distribution systems to a more efficient search 
of their markets for commercial and residential sales for superior 
use from industrial sales all of which would inure to the benefit of 
the domestic consumers. 

We wish to point out that there is considerable Government agency 
support for the regulation of direct industrial sales and the prohi- 
bition against below-cost sales to industrial consumers. 

The Federal Power Commission itself has from time to time recom- 
mended that the Congress amend the Natural Gas Act in order to close 
the direct sale loophole in the Federal control over the transportation 
and sale of natural gas in interstate commerce. 

Specifically, the FPC recommended that direct industrial sales be 
made the subject of FPC jurisdiction in its annual reports to the 
Congress in 1940, 1952, and 1953. 

A typical recommendation of the FPC on the subject is contained 
in the 33d Annual Report of the FPC (1953) which at page 154 
reads as follows: 

* * * 7. Natural Gas Act—Direct sales for industrial use.—That section 1 (b> 
of the Natural Gas Act be amended so as to vest jurisdiction in the Commission 
over direct sales in interstate commerce of natural gas for industrial use. 

During the last Congress, a Federal Power Commission report to the 
House Interstate and Foreign Commerce Committee on the Staggers 
bill (H. R. 4943-—May 2, 1955) stated that the majority of the Com- 
mission did not then favor FPC jurisdiction over direct industrial 
sales because “there has been no demand for such regulation by any 
industrial user.” 

It is quite improbable that there was any such demand on the part 
of industrial users when the legislative recommendations were made 
by the Commission in 1940 and 1952 and in 1953, on the principle of 
the safe assumption that children seldom advocate the killing of 
Santa Claus. 

Of course, the aor al users would not band together and demand 
the elimination of a loophole in the law that immensely improves 
their profit position at the expense of the domestic consumers of 
natural gas as well as their fuel competitors. 
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It is equally safe to assume that there would indeed be an insistent 
demand for such legislation heard throughout the land if the small 
gas consumers fully understood their high stake in the closing of this 
loophole. 

As for the present, the members of this committee undoubtedly 
heard FPC Chairman Jerome Kuykendall support a recommendation 
for correction of this loophole in the act “in principle” in his response 
to the cross-examination of Congressman Staggers during the morning 
session of May 9, 1957, in connection with the consideration of H. R. 
6790. 

Substantial agency support for the closing of this loophole is not 
confined to the endorsements of the Federal Power Commission. A 
recommendation for such an amendment is inherent in The White 
House Report on Energy Supplies and Resources Policy issued 
February 26, 1955, by the Presidential Advisory Committee on Energy 
Supplies and Resources Policy, section 2 of which reads in part as 
follows: 

The Committee recommends, therefore, that appropriate action be taken that 
will prohibit sales by interstate pipelines either for resale or for direction con- 
sumption, which drive out competing fuels because the charges are below actual 
cost plus a fair proportion of fixed charges. 

The above recommendation was further implemented by ODM 
Director Gordon Gray in a letter of May 1, 1957, to Chairman Harris 
of this committee. The letter suggests some amendments to H. R. 
6790 and then in the next to the last paragraph thereof says: 

Your attention should also be called to the fact that the bill does not ae- 
complish a prohibition of sales for direct consumption “below actual cost plus a 
fair proportion of fixed charges which drive out competing fuels” as recommended 
by the Presidential Committee on Energy Supplies and Resources Policy in its 
report of February 26, 1955. 

The letter of Director Gray was given further meaning and force 
through the testimony of ODM General Counsel Charles Kendall who 
was the administration’s witness testifying with respect to H. R. 6790. 

On this occasion Witness Kendall stated that his department and 
the administration stood behind the recommendation above quoted 
from the President’s report. 

Thus we find the Federal Power Commission and the Office of 
Defense Mobilization lending support for the principle which would 
subject direct mainline sales of natural gas to appropriate Federal 
controls inasmuch as such sales fall clearly within the regulatory 
power of the Federal Government. 

Such recommendations would not have been made by such respon- 
sible sources unless the end result thereof was at least in part in the 
beneficial interest of the millions of domestic users of natural gas. 

Federal Power Commissioner Kuykendall in effect attested to this 
when he said that there was no demand for the change in 1955 on the 
part of industrial users. 

However, it remained for a retiring Federal Power Commissioner to 
give public expression on the issue in a manner that emphasizes the 
high public question that is involved. 

In the hearings before this committee on May 2, 1955, Commissioner 
Nelson Smith was quoted by Chairman Kuykendall as favoring the 
extension of FPC authority to cover direct and industrial sales and 
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supporting the view that an appropriate amendment to the Natural 
Gas Act is desirable: 

(1) * * * to fully implement its ability to prevent undue discrimination, 
prejudice and preference; (2) to simply ratemaking procedures generally by 
avoiding the necessity of allocating costs of service between jurisdictional and 
nonjurisdictional sales: and (3) to eliminate any incentive now afforded pipe- 
lines to raid the markets of their local distributors by reason of the opportunity 
to thereby take more profitable unregulated direct sales. 

IT will repeat that again: “More profitable unregulated sales.” 

And by way of conclusion, it goes without saying that the Office 
of Defense Mobilization has expressed itself in favor of amend: atory 
legislation which would prohibit sales below cost to industrial con- 
sumers in view of the clear expression of opinion on the subject cited 
above from the report of the Presidential Advisory Committee on 
Energy Supplies and Resources Policy of February 26, 1955. 

Moreover, ODM General Counsel Kendall clearly indicated that 
the administration favors such legislation. Similarly, Chairman 
Kuykendall in these hearings has expressed agreement “in principle” 
on the subject. 

Therefore, it is a fair assumption that the administration favors 
the two amendments of the Natural Gas Act which the bituminous 
coal industry believes are necessary to achieve the desirable end of a 
balanced fuel economy. 

We believe it particularly significant that the Federal Power Com 
mission, which is the agency charged with the duty of administering 
the Natural Gas Act, has made recommendations from time to time 
supporting the position that direct sales of natural gas to industrial 
consumers should be subject to Federal regulation. 

Furthermore, on the subject of a prohibition against below-cost 
sales of natural gas to industrial consumers, the FPC expressed itself 
clearly on the matter through Chairman Kuykendall’s testimony of 
May 2, 1955, before this committee wherein the following statement 
was made: 

The Commission would favor any measure which specifically prescribes that 
any rate must be compensatory. 

Obviously, the Federal Power Commission recognizes the problem 
and feels that there should be a remedy. If indeed there be any 
difference of opinion at all by these Government agencies, it must 
relate only as to how the desirable end of proper regulation can be 
achieved. 

The FPC would amend the Natural Gas Act so as to require that 
rates be “compensatory” and few can quarrel with this approach to 
a proper solution to an important problem. 

Attempts to solve this problem in the 84th Congress were inherent 
in section 6 of the Staggers bill (H. R. 4943), and section 6 in the 
Kilgore bill (S. 2001). 

In the present Congress, the only bill which translates the recom- 
mendations in the report of the President’s Advisory Committee into 
legislative form is the new Staggers bill, H. R. 7105. 
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This measure proposes to free the producers of natural gas as well 
as correct the loopholes in the Natural Gas Act which permit unreg- 
ulated direct industrial sales of natural gas to industrial consumers. 

Insofar as the bituminious coal industry is concerned, H. R. 7105 
merits support, and we believe that the public interest requires its 
enactment into law. 

As previously stated, we are in favor of the removal of Federal 
controls over the production and gathering phases of the natural gas 
industry but only if the truly interstate aspects of that industry are 
subjected to the full measure of its regulated utility obligations. It 
is for these reasons that we endorse H. R. 7105 and urge its enactment. 

If the Harris bill, H. R. 6790, cauaticeibl the chosen instrument for 
the freeing of the producers of natural gas, the bituminous coal in- 
dustry can and will support it if it is also amended in a manner which 
will insure that direct industrial sales of natural gas will be sub- 
jected to proper Federal controls and the FPC is given sparen 
authority to prevent the damaging below-cost sales of natural ga 
to industrial consumers. 

If these ends are achieved, we are confident that it will correct the 
situation which was so graphically described in section 2 of the recom- 
mendations on natural gas legislation set forth in the White House 
report issued by the Presidential Advisory Committee on E nergy 
Supplies and Resources Polic ‘y on February 26, 1955, which reads a 
follows: 


2. Sales below cost by interstate pipeline companies : 


The basic principle regarding the regulation of natural gas and the use of 
alternative energy sources should be as far as possible that of free choice by 
the consumer and free and fair competition among suppliers. 

This, it is confidently thought, will provide most effectively for the assurance 
and flexibility of energy supply, both for economic growth and strong security 
readiness. 

jut sales either for resale or direct consumption below actual cost plus a fair 
proportion of fixed charges which drive out competing fuels constitute unfair 
competition and are inimical to a sound fuels economy. 


That constitutes the prepared statement which I wish to present for 
the comp: iny today. 

The CrarrmMan. We thank you very much for your appearance here. 
I observe that you have a table connected with your statement that I 
assume that you would like to be included ? 

Mr. Haut. Yes, sir; I referred to it earlier in the statement and it 
would be my wish to have the table included. 

The Cruamman. It may be included with your statement in the 
record. : ; 

Mr. Hany. Thank you. 
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(The table is as follows :) 


TABLE I.—Natural gas * to consumers in the United States, 1955 


VALUE PER THOUSAND CUBIC FEET 


Region 





New England.-._- 

Middle Atlantic 

East North Central-_-_-.___-- 
West North Central 

South Atlantic_______- 

East South Central______..-_- 
Mountain_____ : 


Total, United States 


aie 


I ee Ee ican en uke 
ATeORA. ....... ilteakeen as 


Arkansas______-- ua Sdabbeek ban 
California. -.....-. = 


NN ito e cic 


Connecticut 


Delaware, District of ‘Columbia, 


Maryland-_._-_-_- 
| ee 
Georgia 
Illinois - _ - 
Indiana_--- 
ee 
Kansas Boas 
Kentucky -____-- 
Louisiana. - --_._---- ; 
Massachusetts -__- dinaaa 
Michigan 
Minnesota 
Mississippi 
BMiiesourt.........-.- 
Montana 
Nebraska edas 
New Hampshire 
New Jersey ; 
New Mexico_.....- 
New York 
North Carolina . ‘ 
North Dakota and South Dakota 
Qhie...... need 
Oklahoma. __--.-- 
Pennsylvania 
Rhode Island 
South Carolina 
Tennessee ______- a 
.. Sate area 
4. eee at 
Virginia_-__...._- Jissdted.<2 
West Virginia_-_ 
Wisconsin ___.-- 
W yoming.------- 


Total, United States 


AVERAGE VALUE AT POINTS OF 


Residen- 
tial cial industrial | 

$2. 25 $2. 00 $0. 77 

1. 16 . 88 . 55 

85 | .74 42 

. 76 44 . 28 

1.02 .79 . 33 

77 . 54 24 

“- . 52 23 

. 89 . 62 . 26 


ee $0. 91 $0. 54 
jachad . 93 i) 
. 58 . 42 | 

ns shaint 79 . 56 

ad . 76 | . 63 
; ; 1. 97 1.79 | 

and 

1. 43 1. 32 | 

. 85 75 

77 .49 

1.00 .79 

. 99 , 87 
. 83 . 59 | 

. 58 . 38 

. 66 . 56 

. 63 . 35 

2. 30 2. 09 

.93 . 87 

. 88 . 53 
; .70 44 | 

steal . 76 . 69 

| . 58 .41 

. 78 . 54 

1.72 1. 37 

2.01 | 1.59 

a . 68 .48 

1.11 1. 08 

1. 76 1.52 

. 80 .54 
. 67 . 64 | 
» . 61 . 38 | 

99 | . 57 

2. 67 2.13 

2. 01 1.70 

87 .57 
71 . 43 | 

63 . 52 

1. 54 1.04 

55 49 

1. 31 1.15 

50 . 40 

&Y 62 


! Excludes gas used for field use and carbon black manufacture. 
? From a study by National Coal Association—sales of companies reporting to FPC. 


3 Not available. 
‘Includes Nevada. 


Source: U.S. Bureau of Mines and Federal Power Commission, 


Commer- Total 


CONSUMPTION 


$0. 23 
4,27 
16 
oe 
. 20 
. 90 


. 67 


22 


| 


| Direct | Electric 
industrial utility 
pipeline | boiler 
sales? | fuel 
———|—_____- 
$0. 36 

$0. 42 | . 33 
. 33 | 23 
.2 2 
. 29 . 26 
25 | .19 
. 22 . 21 

(3) .19 

$0. 24 | $0. 20 
. 25 | 27 
17 | 18 

(3) . 26 
. 20 | .16 

(3) . 39 

(3) (3) 

.21 | . 22 
32 . 25 
28 | .23 
34 27 
27 . 26 
20 | 19 
35 | 22 
15 | .12 

(3) | . 36 
.38 2 

28 | 26 

. 20 18 
27 | 21 

. 26 32 

. 26 | 25 

(3) 

5 29 
a 16 
) . 35 

(3) | (3) 

(3) . 28 
41 | 17 
.18 | .14 
.42 | . 29 

(3) | .4l 
. 28 | . 30 
. 30 - 22 
.13 | 11 

(3) 21 

(3) | (3) 

40 | 35 

(3) | . 34 

14 ee 

(3) .19 


The Cuarrman. That does then conclude your formal presentation ? 
Mr. Hatt. Yes, sir, it does. 
The Cuarrman. Mr. Staggers. 
Mr. Sraccers. Mr. Chairman, and Mr. Hall, I wish to compliment 
you for your presentation to the committee. 








9 


+6 


NATURAL GAS ACT 1445 


One question that I think should be cleared up for the benefit of the 
committee : 

Did you read or hear the presentation of Mr. Boatright in regard to 
the direct sales and the cost of other sales that go to the city gates? 

I wonder if you have read or seen that statement ! 

Mr. Hatt. Mr. Staggers, if you have reference to the supplimentary 
statement of Mr. Boatright 

Mr. Sraccers. That is right. 

Mr. Hau. I believe that had to do with his comment on the three 
additional amendments that apparently had appeared during the 
course of the hearings. He had reference to the one involving indus- 
trial sales, below cost sales, 

Mr. Stacerers. That isright. And I wondered, as a matter of public 
interest, if you would have any statement to make on it or express any 
views on it to help the committee. 

Mr. Haury. Well, yes,sir. The figures presented by Mr. Boatright— 
I believe he made the statement that he was testifying on behalf of 
himself, althouh he had been for 25 years with Standard Oil of Indi- 
ana—are a little difficult to understand, that is, the conclusion which 
he is driving at. 

He presented a table, I believe, the committee may recall, which 
purportedly showed a study made with respect to 14 pipeline com- 
panies, showing the compa arative average cost of main-line industrial 
sales in their relative position to sales to utilities at the city gate. 

And although I am somewhat at a loss to understand the conclusion 
that he intends by the exhibit, it does purport to show a basis of rela- 
tive equality between the average prices on main-line industrial sales 
and the city-gate prices on regulated sales. 

It is my ‘contention with respect to these figures that they are mis- 
leading, although undoubtedly unintentionally so, if the conclusion he 
proposes to draw is that there are no below -cost sales made in the 
United States. 

It is like, Mr. Staggers, I would say, taking figures of a river in the 
Southwestern part of the United States, compiling them on an average 
basis to show that the average depth of the river is only 2 feet, making 
it, therefore, safe to cross at any point. 

I believe the fallac ry of that ty pe of reasoning is at once apparent. 

The average depth of the river is no assurance that you may cross 
at any point. To arrive at a 2-foot average there must be places where 
the river is obviously much deeper than the 2 feet. 

The Cuairman. Are you considering the flood waters, too, which 
we are going through with now ? 

Mr. Haun. I would say that I doubt if we would compile the figures, 
Mr. Chairman, at a time of peak demand. 

The same is true with the figures Mr. Boatright has shown. He has 
given figures here showing averages, but hidden within those aver ages 
are the very below cost sales about which we are complaining. 

IT have read his statement very carefully and I do not see anywhere 
within his prepared comment on it, any statement that there are no 
below-cost sales being made. 

Obviously, below -cost sales are being made. The FPC feels that 
way today. The Office of Defense Mobilization feels that way today. 
The Presidential Advisory Committee felt that way in February of 
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1955 when it issued its report. I am advised that the task force work- 
ing on the Presidential report had not only adequate but from the 
coal industry point of view I would say, a disproportionate gas rep- 
resentation on the committee’ They were adequately advised of the 
facts of life on natural gas. 

Of course, the answer is that these figures do not in any way show 
that there is an absence of below-cost sales. There are other expres- 
sions of opinions that will show that that is the case, if you feel we 
should develop the point further. 

I had not taken Mr. Boatright’s testimony very seriously because 
it does not go to the heart of the matter. 

Mr. Sraccers. That is all, Mr. Chairman. 

The Cuarrman. Will you yield at that point? 

In order to resolve the apparent conflict presented by Dr. Boatright 
and your answer to the statement, you are aware of the fact that in 
the statement he submitted, according to his own statement, the fig- 
ures do not include the Southwestern States ? 

Mr. Hautw. Yes,sir. Lamaware of that. 

The Cuatrman. In other words, that is the area generally con- 
sidered to have the heaviest natural gas reserves; is that not true ¢ 

Mr: Hauy. That is correct. 

The Cuatrman. And that is the area where the problem that you 
have expressed here is today not so apparent because of the fact that 
there is not a great deal of the competitive element between coal and 
natural gas in those Southwestern areas where they have major re- 
serves of natural gas and very little coal / 

Mr. Hau. That is correct. When we prepare our own studies on 
this problem, we normally exclude those same States. 

The Cuatirman. Therefore, he says, in his statement: 

. All States north of Kansas and Arkansas and east of the Missis- 
sippi” were included in his tabulation to show what the problem was 
with reference to the sales. 

When you show that it is applicable to those areas, east of the Mis- 
sissippi River and north of Kansas and Arkansas—taking those States 
that he used with the problem which obviously exists as you have 
pointed up here, would you say that his comparative figures in those 
areas were misleading ? 

Mr. Hau. Insofar as it purports to show there are no below-cost 
sales. 

The CuarrmMan. He didn’t say that. He said 

Mr. Hau. He does not say that—that is correct. 

The Cuairman. We will have to draw any conclusions as to whether 
or not they are below cost or not. For example, since 1953, it shows 
that the sales to utilities at the city rates in those areas, east of the 
Mississippi and north of Arkansas and Kansas, 20.1, industrial sales 
23.6. Would you say that that average was misleading ? 

Mr. Hauz. Yes, sir. If the conclusion be drawn from it that there 
are no below cost sales. 

The Cyaan. Let us forget about below cost sales at the moment. 

Mr. Hau. But we cannot—that is why I am here. If it proves any- 
thing else, I would not undertake to challenge Dr. Boatright’s state- 
ment, but if its purpose 








The Carman, I will get to that a little later. I want to develop 
that because I think there is something involved in that section. 
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Mr. Sraacers. I asked Dr. Boatright to present breakdown figures. 
I asked for them last Monday. 

The CuarrMan. It came in today. 

I have gone over it. 

Mr. Sraccers. I asked for them for last Monday. I was interested 
in the testimony. If he is only representing himself in his testimony, 
I do not see why we have to take it too seriously. He says he is not 
representing any company. 

And if individuals come in here, we should not take them too 
seriously. 

That is all I have at the present time. 

The Cuatrman. We know as well as any that we may not be par- 
ticularly interested in somebody that comes to represent himself as 
they oftentimes do but the ultimate fact is what we want to come to. 

I won’t pursue that any further. 

Mr. O'Hara. 

Mr. O’Hara. Mr. Chairman, Mr. Hall, I am glad to get as much 
information as possible on the problem that bothers me that has been 
before this committee a number of times in the various gas bills. 

My friend from West Virginia, of course, has been constantly pre- 
senting them to the committee over the years. I have tried to absorb 
the viewpoints of the coal people in trying to understand the problems 
of the gas people and I realize that you may have some justifiable 

cause of complaint, but as a pr inciple, you are opposed to regulation 
of competition by Government, because I take it, you do not like regu- 
lation any better than the aver ‘age American citizen does, unless it be- 
comes a highly important public | policy question ? 

Mr. Hau. Yes, sir. 

Mr O’Hara. Mr. Hall, I do not know whether you have seen the 
statement which Mr. Boatright has filed. That was received this morn- 
ing, but I note that in his supplemental statement which was filed, I 
believe with the committee today, that, for example, in West Virginia, 
the comparison of the average sales—he gives a number of States and 
I am picking out West Virginia, in 1953, the sales cost per thousand 
cubic feet, sales to other utilities was 23.8. 

I would assume in that category he probably means to distributing 
companies. I assume that is what he means. The price was 23.8. 
The main line industrial sales per thousand cubic feet was 37.6, for 
example. Considerably higher price to the industrial gas user than 
to the distributing utilities. 

Bringing that down to 1955, cost per thousand cubic feet in West 
Vir a 

Mr. Sraceers. Will you yield? Are we going to have—the rest 
of the committee—a copy of that ? 

Mr. O’Hara. Mr. Boatright stopped at my office about 9:30 this 
morning and he said he filed it with the committee. 

Mr. Sraccers. I haven’t seen it. I don’t know whether the com- 
mittee has or not. 

Mr. O'Hara. I assure you that I am reading it accurately. 

Mr. Sracerrs. I wanted to establish how you got hold of that. 

Mr. O'Hara. The sales in West Virginia in 1955, to the other utili- 
ties, was 28.2, and the sales to the main line industrial users cost per 


thousand cubic feet, was 45. 
Mr. Hau. Yes, sir. 
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Mr. O’Hara. That shows a considerably higher rate being charged 
to these users, industrial users, than paid for by the distributing 
companies, as I gather from his statement. You probably have not 
had a chance to see that, or the cost figures which Mr. Boatright 
has furnished us. 

Mr. Hat. My observation, Mr. O’Hara, on that is that it would 
be interesting to know whether the figures you have classify the 
West Virginia industrial sales as between the two categories of firm 
industrial sales and interruptible sales or not. 

If they do not, the figures are still useless for the purpose of deter- 
mining whether they are below-cost sales, for in West Virginia that 
is an extraordinary high amount of processing gas sold on the firm 
basis and nowhere in our position do we make the contention that 
the industrial gas for processing purposes should not be sold by the 
gas line companies. 

It is not competitive with coal or oil. It does not, as the Presi- 
dent’s advisory report states, compete. It is not a competitive fuel. 

Processing gas comes high. The gas companies recapture full 
costs in the sale of processing gas. 

The significant thing which should be furnished this committee 
in all of the figures of whatever the 14 companies are, and all of the 
other natural gas companies are concerned, is how much of the gas 
is interruptible and the price at which the interruptible gas is being 
sold. 

One of the objections I have to Mr. Boatright’s original supple- 
mentary statement is that he does not say in the right-hand Salaun 
figure on main line industrial sales whether they include firm indus- 
trial sales. 

If so, then they become extremely unreliable in the test of the 
issue whether below cost sales are being made. 

Mr. O’Hara. Further reading from Mr. Boatright’s statement, he 
has figures for the years 1953 and 1955 and he says this: 


Of the realized industrial sales a major proportion of which are on an inter- 
ruptible basis and sold a calorific efficiency basis, the competition with other 
fuels are made at a higher price than those secured from sales for resale. 

It is apparent that the residential consumer receives a substantial price pref- 
erence from industrial sales. This benefit was greater than the price. The 
cost of pipeline facilities is heavy. A high proportion of these costs is now 
carried by the extended use of the line. If it is not used in offpeak periods in 
the supply of gas to industrial users, all of the cost would have to be charged 
to gas sold to distributors for resale. 

That would be true, would it not? 

Mr. Hatt. No, sir. It is not true, and it goes to the very heart of 
the issue. If he has reference to direct firm industrial sales, perhaps 
it is true. If you say they are not broken down between firm and in- 
terruptible sales it is impossible to draw that conclusion. 

Mr. O’Hara. What difference would it make? 

Mr. Hatz. On the firm interruptible sales it has been our experience 
and that of the FPC, and all of the other agencies who are aware of 
this problem, that they properly recapture their costs but the inter- 
ruptible sales which are made on the dump basis do not recapture 
their proper proportion of the costs, they are loaded onto the do- 
mestic consumers. 

I was wondering if Mr. Boatright’s statement 
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Mr. O’Hara. You fail to observe what I think is certainly a utility 
formula, whether it be electricity, gas or otherwise, contracts are 
made upon a demand basis, and the more electricity, for example, that 
is used, the cheaper the rate—the more gas that is used by a pipe- 
line, the use of their pipeline, should give a greater benefit to the 
consumers on that pipeline, should it not? 

Mr. Haut. And it would if interruptible direct sales were regu- 
lated sales, Mr. O'Hara. That is the very point, the gravamen of 
the issue here. 

The unregulated sales are not required to bear their proper propor- 
tion of the cost. The interruptible direct sales are not jurisdictional 

sales; the others are. 

Mr. O’Hara. They certainly affect the earnings; they have to dis- 
close their sales in dollars and cents. 

Mr. Hatz. That is absolutely correct. They must disclose them 
in the form of a casual report to the FPC. It certainly affects the 
revenues—in short, it affects their profit position. 

You are certainly right. But it is not passed on to the domestic 
consumer. And that is the very point that is of most importance to 
get across. 

They are not required to pass along to consumers the revenue bene- 
fits from direct sales. That is the inducement for the gas companies, 
the pipeline companies to make direct sales. It adds to their profit 
position. 

Mr. O’Hara. Mr. Hall, my point is, take one of the large pipe- 
lines that enters into a contract with X company, a distr ibuting com- 
pany, that is based upon guaranteed supply of a certain amount by 
the pipeline company to the distributor; isn’t it? 

The distributor correspondingly must make an agreement to use 
so much gas or pay a premium above that which he does not use. 
Isn’t that true, generally speaking, of every pipeline? 

Mr. Haut. We do not agree that they must. We agree that they 
do. . 

As I said in my statement, the present policy represents an in- 
ducement, let us say a permissive situation, where the FPC approves 
just such contracts for higher excessive minimums than we feel is 
justified in the public interest. 

So when the gas distributors find themselves required to take ex- 
cessive amounts of gas, what can they do but dump it into the industrial 
market? There is nothing else they can do. 

Mr. O'Hara. Mr. Hall, I have used by original 5 minutes. 

The Cuatrman. Mr. Moss. 

Mr. Moss. No questions. 

TheC HAIRMAN. Mr. Avery. 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Hall, it seems to me that if you are going to entirely rec a nap 
the regulation that you seek here, you are going to have to apply i 
some way to get the FPC for intr astate; are you not? 

Is it not the gas-producing States where this problem is most preva- 
lent, being sold below cost of production ? 

Mr. Haz. That would depend entirely, I think, on the outcome of 
the effort to free the producers. 

For example, in a producing State an interstate producer of natural 
gas covered by the FPC, in the absence of the Harris bill, was regarded 
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as a pipeline company, and they made a direct sale in the State of 
production, it is quite possible that that would be covered by any 
provision which would commit direct sale to FPC jurisdiction. 

The test is whether or not it is a natural-gas pipeline company 
subject to the act making the direct sales. 

Mr. Avery. The inference that you make is that there have been 
definite sales in the Eastern States at a below-cost rate. Although we 
do not have the table that immediately points that out, you have 
definitely left the impression with me that there are widespread sales 
below cost in Eastern States; is that right ? 

Mr. Hatt. That is correct. 

Mr. Avery. Those obviously could be subject to the Federal Power 
Commission. 

Mr. Hau. We feel should be. 

Mr. Avery. They could be. All right. 

Mr. Hatx. Yes, sir. 

Mr. Avery. It would seem to me that that is probably a small pro- 
portion of the below-cost sales; is that not right? 

Mr. Hau. Well, if I understand you to mean that there are more 
below-cost sales than we are aware of—— 

Mr. Avery. No—all right ; go ahead. 

Mr. Haz. But is it a small proportion in relationship to the total 
sale of natural gas, if that is what you mean? It is our understanding 
that it ranges somewhere between 20 and 40 to 45 or 50 percent of all 
of the natural gas used in industrial installations. It might be as 
high as half of the total percent of natural gas, not all of which are 
below-cost sales. Enough to damage the coal industry significantly. 

If you are interested in a brief reference, this damage is not limited 
to the coal industry. I have a statement here indicating that the oil 
industry has not been totally unaware of this particular practice. 
There was a statement made in April of 1955 by Mr. Richard A. Grant, 
president of the Oil Producers Agency of California, wherein, among 
other things, he said that a study should be made of the effect of 
natural gas brought into the State of California. He says it should 
include an examination of public utiilty company policy, both as to 
prices paid for gas and prices charged to various classes of customers. 

In the warm months of low demand, Mr. Grant says, the surplus gas 
is sold to industrial users and steam plants at dumping prices, with 
which fuel oil cannot compete. 

There are other expressions by oil-marketing agencies against this 
practice. It is not confined to the damage to the coal industry at all. 

But it is these considerations, in my opinion, that led the Presi- 
dent’s Committee, the Presidential Advisory Committee, to make 
reference to the adverse public-interest aspect of driving out compet- 
ing fuels by this practice. And the reason they do so is not any parti- 
cular paternalistic attitude toward coal and oil, far from it, but 
rather because they know, as we know, that the real burden of the re- 
capturing of the costs is on the domestic consumers for whom they 
have the real concern. 

I feel very strongly about it, and I believe it to be true. 

Mr. Avery. I had better yield back the floor here. We will pursue 
this a little later on. 

The Cuarrman. Mr. Dingell? 


Mr. Drncett. Thank you, Mr. Chairman. 
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Mr. Hall, I enjoyed your statement, but I want to try to find out; 
Are you for this bill or against it, sir? 

Mr. Hatt. As the bill now stands, we could not support it because 
it fails to close the two loopholes which I have talked about in my 
presentation. 

Mr. Dineett. The reason I ask you is, at the conclusion of your 
statement here you say: 

As previously stated, we are in favor of the removal of Federal controls over 
the production and gathering phases of the natural-gas industry but only if the 


truly interstate aspects of that industry are subjected to the full measure of its 
regulated utility obligation. 


Mr. Hat. Yes, sir. 

Mr. Dineett. Now, you think this bill presently before us does 
that, if it includes the two amendments that you want; is that right? 

Mr. Hatu. I would like to answer that this way: If the bill as 
presently before you, in the judgment of this committee and in the 
judgment of the Congress, achieves the end of freeing the producers, 
and you are satisfied with it, we have no quarrel with it if it con- 
tains a prohibition against below-cost sales and embraces within it 
the authority of the ‘Federal Power Commission to regulate direct 
sales, 

But we do not feel that it is the province of the coal industry to 
prescribe the method and means of freeing the gas producers. 

Mr. Dincett. We still do not seem to be able to get down to a 
“ves” or “no” answer here. 

In view of what you have said, are you for or against this bill? 

Mr. Hati. We are not for this bill unless it is amended in the two 
methods which we have proposed here. 

Mr. Dincett. That is precisely what I asked. Are you for the 
bill if it includes those two amendments ? 

Mr. Hatt. I said, sir, I do not believe you were here in the first 
part of my statement, I said we can and will support H. R. 6790 if it 
contained the two amendments which we proposed here. 

Mr. Dincett. That was the point I wanted to get at. 

Let me ask you this question: What is the cost per British thermal 
unit of coal-—anthracite and bituminous coal ? 

Mr. Hatt. Mr. Dingell, I am not in position to say because I do 
not know. I have with me—— 

Mr. Dinceti. Could you get that information for us? 

Mr. Hatxu. I would be glad to do so. If such information is avail- 
able, we will be glad to furnish it to the committee. 

re Dincett. Roughly, if you can get us the delivered price per 
B. t. u. of coal in the various areas of this ¢ ountry, for anthracite and 
rbd coal in the various grades, so we can have a pretty good 
idea of what it would cost the industrial user, the household user, 
the small commercial user, in the various parts of this country. If 
you can give us that figure. 

Mr. O'Hara. If my colleague would yield, I have Dr. Boat- 
wright’s figures here on a percentage basis, not as to the actual cost, 
but percentage, for 1940 to 1956, inclusive, according to the Bureau 
of Labor Statistics. 

Mr. Dincetn. I would be delighted to see those figures. But I 
still would like to have this witness get them in dollars and cents if 
he could, and I hope the Chair would be agreeable to that. 
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The Cuarrman. Yes. Mr. Hall said he could supply those figures. 

Mr. Hatx. I would like to amend that, because I do want to point 
out it is never our association’s desire or practice to avoid furnishing 
anything that we can, but I do have to make this point: Our organi- 
zation does not in any way gather price information. I believe there 
are other Federal laws affecting this practice. 

Mr. Dincett. The point I make is this—— 

Mr. Hatt. We do not have up to date or past comprehensive 
figures on prices, and I would have to ask Mr. Patteson, who is with 
me here, whether or not it is possible for us to get what you ask for. 

Mr. Drincett. Let me ask Mr. Patteson: Is it possible, Mr. Patte- 
son ¢ 

Mr. Parreson. No, sir. 

Mr. Dincett. All right, we will get those figures from the Federal 
Power Commission. 

The Cuarrman. I think, since you brought Mr. Patteson in on 
this, he should indentify himself for the record. 

Mr. Hatx. This is Mr. N. T. Patteson, of the Bureau of Coal Eco- 
nomics of the National Coal Association. 

Mr. Dinceri. Let me ask you this: Is gas selling to consumers, 
both home and industrial, at below figures at which coal would sell 
for the same B. t. u. content ? 

Mr. Hatu. Do I believe that natural gas is being sold to industrial 
and domestic consumers below the price of coal ? 

Mr. Dincett. For the same B. t. u. content. 

Mr. Haru. Ona B. t. u. basis, I cannot answer. But on a straight- 
out comparison of coal versus natural gas, I would say, yes, in many 
instances. 

Mr. Dincett. Of course, the B. t. u. content is the only general 
yardstick you can use, because we are talking about heat content or 
energy content, are we not? 

Mr. Hatz. I would say, Mr. Dingell, that is particularly true in 
industrial installations. They figure out the comparative B. t. u. 
basis and make their selections on that basis, that is correct. 

Mr. Drncetx. Let me put it to you this way, then: What I am try- 
ing to do is to figure out whether or not gas prices are going to go up 
to the prices of competitive fuel, or come down to the present prices 
of competitive fuel if this bill passes. What is your opinion on that? 

Mr. Hatz. I have no opinion on that, sir. 

Mr. Dincett. Let me ask you this, then, sir: Will the price of 
gas to household consumers rise or fall if this bill is passed ? 

Mr. Hay. Ido not know. I have no opinion on that. 

Mr. Drnceii. Let me go a step further and ask you this question: 
A raise in gas prices will benefit coal producers, will it not? 

Mr. Hau. It would be our hope that if natural gas prices achieve 
the level of what we regard as their intrinsic value, that we would 
benefit from such a result. 

Mr. Dineexii. And that is the reason that you favor this bill? 

Mr. Hau. No, sir. 

Mr. Dinceuy. Or that is the reason you would favor this bill if the 
amendments you discussed are included ? 

Mr. Hau. No, that is not—that is a two-part question. That is not 
the reason we favor this bill. I have testified that we only condi- 
tionally favor the bill. If our only motivation were one of achieving 
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the benefits of increased prices of gas, it is quite possible that we 
might just support H. R. 6790 alone. But that is not our motive, as 
I have pointed out earlier in my testimony. 

Mr. Dincetzt. Mr. Chairman, may I just have one more last question 
before I cease this line of questioning ? 

You are not in a charitable business, and your industry is not an 
industry which goes out and fights for great principle where it does 
not concern your industry. ‘The point I make is this: If, as you 
assume, gas prices will rise to their intrinsic worth under this bill, 
it is fair to assume that the coal industry, as you hope, will derive 
some certain benefits. And I want to see if that is not the reason you 
are favoring this particular bill, in the light of your own testimony 
here this morning. 

Am I correct or not ? 

Mr. Hat. No, sir, because we are not favoring this particular bill, 
and I think Iean shar pen the issue by pointing out 

Mr. Dinerii. If you have the amendments included, do you not? 

Mr. Haw. If we have the amendments, it would be because it is our 
sincere belief that the two amendments would place coal on a fair 
fair competitive basis for the industrial markets that are now being 
taken on an unfair competitive basis. 

Mr. Dinceti. And you would still derive the benefits of having the 
gas rise to its intrinsic worth, as you told me. 

Mr. Hau. My appearance here is not entirely pro bono publico, we 
also represent the coal industry. 

Mr. Dinceit. That is what I wanted to find out. 

Thank you, Mr. Chairman. 

That is a big word, but I think it covers what I want. [Laughter. | 

The CuamMan. You can extend your remarks and explain that, 
if you like. 

Mr . Alger. 

Mr. Acai Mr. Hall, you have mentioned in your statement a 
number of times the term “below cost.” What is below cost? And, 
for that matter, what is “cost,” and do you think you know the cost of 

as? 
: Mr. Hatt. No, sir, I do not think I know the cost of gas, but I am 
willing to accept the word of others who are more expert on this subject 
than I: am, and it has been repeatedly stated throughout Federal Power 
Commission proceedings, in opinions, in their annual reports, that 
below-cost sales are a public pr sitials 

And I would like to point, out that below cost is not synonymous 
with the term “below profit.” Below cost merely means that a sale 
is made, from our point of view, to an industrial installation at a 
commodity rate which does not bear a fair proportion of the capital 
charges and the other fixed charges. 

Now, if you would like to have an illustration 

Mr. Arcer. I have read your statement, and I know your viewpoint, 
and I have only 5 minutes, Mr. Hall, and you have already answered 
because you said you did not know, whieh I think is a very straight- 
forward answer. 

As a matter of fact, do you know, of all of the witnesses here, no- 
body yet has admitted how they could compute the risk factor in 
drilling for gas as one of the basic costs. 
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My next question, then, is this: You keep using another phrase over 
and over again, and that is “public interest.” What is “public in- 
terest,” as you see it now, as briefly as possible ? 

Mr. Haix. We have never 

Mr. Acer. I know what your statement says. 

Mr. Hat. I believe the public interest is a term that has a philo- 
sophical connotation meaning the greatest good for the greatest num- 
ber under the guidance of a wise Congress. 

I believe that the public interest considerations, in our point of 
view, also happen to include our own industry interests. 

Mr. Avcrr. Would you say, then, that the greatest good for the 
greatest number, or public interest, would include the lowest possible 
price to the gas consumers? You would not, would you ? 

Mr. Hatx. I do not believe it can be narrowed down to that »roposi- 
tion, because an exceedingly low price, one, let’s say, that would break 
the natural gas pipelines, would not be in the public interest. A low 
price that would make unusual and unwarranted demands upon the 
low natural gas reserves in the United States would not be in the 
public interest. 

Mr. Axcer. First, I am just thinking of the consumer’s interest, 
though, now. Iam not talking about w hat it might do to the pipeline. 

Mr. Haru. But they have an interest in the natural- -gas reserves, a 
very high interest. 

Mr. Aucer. Would you say you are interested in seeing the natural- 
gas consumers getting the lowest possible price? Can you not go 
that far, or can you? “Are you or are you not interested in seeing that 
the gas consumers, the individual consumers—you can rule out the 
industrial if you want—but the individual household consumers, are 
you not interested in seeing they get the lowest possible price ? 

Mr. Haw. Our position is almost the opposite of that, Mr. Alger. 
We do not like to see the lowest possible price to the industrial con- 
sumers at the expense of the domestic consumer. 

Mr. Arcer. I see. 

Mr. Haut. In other words, that is almost the opposite of the 
proposition. 

Mr, Areer. Well then, you would be in favor of Government regu- 
lation of gas pricing in order to equalize the prices? 

Mr. Hatt. + what phase? 

Mr. Axcer. I am taking into account everybody you said. You 
made a strong appeal here the bituminous coal industry is an out- 
standing example of the free enterprise system in action. Then you 
say: 





Our industry has long been an outspoken opponent of any unwarranted ex- 
tension or continuation of Federal controls over any element of the American 
business community. However, this conviction cannot be translated into un- 
qualified support for proposals to remove Federal controls over the production 
of natural gas. 


Now, why can you not remove controls from the production of 
natural gas without aa additional amendments which have to do 
with transmission of ga 

Mr. Hauw. For the very simple reason that once natural gas has 
been committed to the interstate pipeline system and they are being 
transported across State lines 
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Mr. Areer. That has nothing to do with production, now. We 
are talking about production and sale. ue 

Mr. Hatt. It has everything to do with our position, and once 
it is committed into the interstate 

Mr. Axcer. Once it is committed, it is no longer production. 

Mr. Hatz. That is correct. 

Mr. Arcer. I am talking about production. 

Mr. Hai. But you cannot understand our position with respect 
to the producers unless you understand our position with respect to 
the. transporters of natural gas. You cannot segregate out the two 
things and say one is white and the other is black. The two must go 
together. 

Mr. Acer. You do not think you can talk about production and 
gathering of gas as separate and distinct from transmission ? 

Mr. Hai. No, sir, 1 do not. 

Mr. Arcer. Are you assuming that the transmitter is also in the 
production ; is that why you cannot ? 

Mr. Hatt. No, sir, that is not the reason. 

Mr. Arcer. I see. 

I followed your testimony here, so I am not trying to get you to 
recreate your whole statement. 

Mr. Hai. I would like to answer your question, if I may, but I 
do not want to exhaust your time. 

Mr. Acer. Allright. 


Mr. Hau. The reason—we are not responsible for the Natural 
Gas Act of 1938. The Congress decided, in its wisdom, that the 
Natural Gas Act should be passed, covering the interstate transpor- 
tation of natural gas. 

If it is to be given that utility status, it should be fully regulated. 
There is no reason for the exemption, and it is an exemption, of 
direct sales from control by the Federal Power Commission. 

Now, throughout 1955, we heard extensive testimony from the oil 
and gas producing areas that if the producers of natural gas were 
freed from regulation, it would release great volumes of natural gas 
to go into the interstate pipeline systems. 

We are concerned with the additional volumes that they propose 
to put in the interstate pipelines, because it will only aggravate the 
very thing we are complaining about here today. That is why the 
two are related. ’ 

If you are going to release these great additional volumes of natural 
gas as the gas producers say they will if they are freed, it is going to 
aggravate coal and oil’s problem in competing with below-cost sales. 

Therefore, we say if you are going to free the producers, close this 
loophole. 

Mr. Arcrr. I see. 


I will conclude with his statement, if I may, Mr. Chairman. 

You have mentioned several times “below cost,” as you did, and I 
want you to know I do not understand your definition of “below 
cost,” even as I am puzzled still by your definition of “public interest,” 
and once again I share my colleague’s interest in Dr. Boatwright’s 
figures, which show that in 1956 the cost of gas throughout this 
country was 108 as compared with 93 percent of the 1935 to 1939 
level; while bituminous coal has gone up from 102 in 1940, taken 
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as the figure, against the 100 of 1935-39, it has gone up to 222 percent. 
T am one of those who believes the consumer ought to have the lowest 
possible price. And it looks to me without regulation they are getting 


I close with that, because I want to come to that later. 

The CuatrrmMan. Mr. Moss? 

Mr. Moss. Mr. Hall, I have just a few questions. 

Mr. Hau. Yes, sir. 

Mr. Moss. In order to understand your position better I am some- 
what puzzled as to why we find you here as an opponent when it would 
appear from your statement that you are, in fact, a proponent of the 
bill before us; and you urge upon us additional amendments, but as 
the bill is now written there is no part of it with which you disagree. 

It is only the omissions in the bill that you want to bring before the 
committee, is that correct ? 

Mr. Hai. Without an attempt to evade, Mr. Moss, our position is 
that it is the province of those who are sponsoring this bill to determine 
whether H. R. 6790 accomplishes the end of freeing the gas producers. 

Mr. Moss. I think we would stipulate that is a fact, it is up to the 
committee to determine that. 

Mr. Hau. Therefore, we take no position on any portion of it, be- 
cause that is the job of others. 

But if it is to be passed, we feel our amendments should be tacked on. 

Mr. Moss. Then I read your statement incorrectly, because I read 
on page 14 that: 

If the Harris bill, H. R. 6790, constitutes the chosen instrument for the freeing 
of the producers of natural gas, the bituminous coal industry can and will support 
it ifitisalsoamended * * * 

So as the bill is written, you have no disagreement; you will support 
it. But you want, in addition, the amendments you have suggested, 
which would afford you, you feel, greater protection, pricewise, from 
the natural gas in your industrial sales area. 

Mr. Hatt. That is correct, although we have made no attempt to 
analyze the Harris bill as such, believing that to be the province of 
others. 

Mr. Moss. But you have indicated that you will support it. 

Mr. Hat. Any bill to free the producers that contains our provi- 
sions, because we do not care how the producers are freed. 

The Carman. Will the gentleman yield just for one point right 
there ? 

Mr. Moss. Certainly. 

The Cuairman. Do you have the conception, or the misconception, I 
should say, that this bill in any way attempts to free the producers of 
natural gas from Federal regulation ? 

Mr. Hatt. I have seen it so characterized, but I have often wondered 
whether it really does or not. 

The CuHatrman. Well, certainly it is not so intended, and a casual 
reading of the bill will show it is a regulatory bill, and establishes a 
procedure of regulation. I just wanted to get that cleared, because I 
think there is a misconception going around in a lot of places that 
this is a bill to free the producers. 

Mr. Drncetx. Perhaps that misconception prevails in some parts 
of the committee, Mr. Chairman. 
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Mr. Moss. I would like to get back to what I think is an incon- 
sistency in your statement. With the utmost sympathy for the posi- 
tion of the chairman, I have concluded that, as far as effective regula- 
tion goes, or meaningful regulation, this bill would, in effect, relieve 
the produc ers of that type of regulation. But instating that you 
would support that, and it is your understanding that it frees them 
from regulation, you have so stated, in urging us to free them from 
regulation, are you not also urging additional regulations? Is there 
not an inconsistenc y in the position you are taking 4 

Mr. Hat. No, sir, because, in the area which we propose to affect, 
the present regulation is clearly in interstate commerce. There never 
as ioe a challenge that I know of to the right of the committee or 
the Congress or the Federal Power Commission to regulate the trans- 
portation and sale of natural gas once it is in interstate commerce. 
And I do emphasize that what we propose occurs only after the pro- 
duction and gathering phase. 

Mr. Moss. W ell, this bill, of course, relates to interstate commerce 
or the end product going into interstate commerce, and you do ask us to 
do two things which the bill denies in regulating the producer sales. 
You ask us to consider costs where it affects your interest. You say 
below-cost sales should be prohibited. 

Mr. Hau. Yes, sir. 

Mr. Moss. And yet you go on and endorse legislation which man- 
dates that costs be excluded from consideration. Now, where is there 
consistency in that position ? 

Mr. Hauy. Because we feel, like many another free- enterprise 
industry, that the production and gathering phase of natural gas is 
like the production phase of any industry, and probably should be 
free from regulation. 

Mr. Moss. But that is not what you have told us, Mr. Hall, as I 
read your statement. You have said that you will endorse this bill 
in toto if your amendments are adopted. Now, the basis of your 
amendments is to prohibit below-cost sales. Part of the language 
of the bill says that costs shall not be considered. Are you not, then 
urging an inconsistent position upon this committee? You want 
costs considered, clearly, because you must determine costs if you are 
going to fix what is below or above costs. In order to get that, then, 
you are going to urge and support the rest of the legislation, the bill 
as it is now before use, which says that costs shall not be considered. 

Mr. Hatt. I believe you are speaking of the costs of the producer 
gas, and the cost regulation which we are talking about has reference 
to the pipeline costs once they are beyond the production and gathering 
stage, and I would say, yes, our position is consistent. 

Mr. Moss. What happens where the pipeline owns the bulk of its 
own reserves 4 

Mr. Hatt. I still believe that the costs that you are talking about 
and the proper allocation of costs, once they are in the interstate 
pipeline beyond the State of production border, are quite different, 
and I would say, ves, our position is consistent. 

Mr. Moss. Then you are urging that we consider cost only as it 
would ar ee ‘have an impact upon your competitive position 
with g 

Mr. Hise. Well, that would only be a part of the picture. We feel 
that there is no justification for an exemption which permits the direct 
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industrial sales to fail to bear a fair share of the pipeline costs. The 
pipeline costs; not production, as such, but the pipeline costs. 

Mr. Moss. Well, in utility regulation, have we not many parallels 
for dump sales w ithout reference to cost? 

Mr. Hau. I do not believe we have any analogy where we have an 
electric line, for example, crossing State lines, that ex cempts sales of 
electricity to an industrial consumer. I know of no such analogy. I 
think it is unique, as a matter of fact. 

Mr. Moss. I would be inclined to disagree with you, but I would 
make the reservation that the disagreement would be based upon a 
little further study on my part. But, just offhand, I would be inclined 
to disagree with you. 

Mr. Hau. Well, I would still assert 

Mr. Moss. Could you cite for the recor rd any authoritative source 
that would indicate your statement or your position was consistent 
with fact ? 

Mr. Hatz. That any other regulated utility enjoys an exemption 
permitting it not to bear the proper allocation of the costs of transpor- 
tation and sale ¢ 

Mr. Moss. Yes. 

Mr. Haw. I can cite no authority for that. 

Mr. Moss. As I recall, testimony before another committee last year 
in considering postal rates indicated there are instances where railroad 
lines grant preferential or so-called below-cost rates in the handling of 
certain freight. 

Mr. Hatt. I think perhaps you may have reference to perhaps car- 
load lots being at a lesser rate. 

Mr. Moss. No. Different types of commodities carrying different 
types of rates. 

Mr. Hatt. Well, different commodities; I do not think you can com- 
pare interstate transportation of different commodities with a—— 

Mr. Moss. We are referring now to regulated industries. 

Mr. Hau. Yes, sir. 

Mr. Moss. And rates in relation to costs. 

Mr. Hat. Obviously, the costs of transporting different commodi- 
ties are going to be different. A carload of diamonds has cert: unly a 
different cost aspect than a carload of coal. 

Mr. Moss. Well, in order that we do not intrude upon the time of 
other members—I know my 5 minutes is up—I would just like to ask 
you if this isa fair conclusion of your position: You have not analyzed 
the rest of the legislation, but you are perfectly willing to support it if 
your amendments, are put in, without regard to what ‘the present lan- 
guage might do. You say you have not analyzed it and you have not 
any strong feeling one way or the other on it. But you are willing 
to accept it if your “amendments go into it. 

Mr. Haut. That is correct. 

Mr. Moss. That is all, Mr. Chairman. 

The Cramman. Mr. Hall, I will not utilize any time except to ask 
a question to which perhaps you can give me the answer for further 
reference. As you know, a therm is a standard unit of heat measure- 
ment equal to about 100,000 B. t. u.’s; is that right ? 

Mr. Haw. I am afraid the chairman has me at a real disadvantage. 

The Cuatmrman. Will you ask your associate ? 

Mr. Hart. I am told that is correct. 
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The Cuarrman. Can you tell me how many therms in a pound of 
coal, bituminous coal 

Mr. Haxtx. Would the chairman object to a joint treatment of the 
answers to your questions here? I am not up on this phase. 

The CrHairman. Not at all, if you have someone who can supply 
that for you. 

Mr. Hatz. Mr. Patteson, who has been previously introduced, on 
our staff. 

The Cuarrman. Yes. 

Mr. Parreson. There are 26,200,000 B. t. u.’s in a ton of coal. 

The Cuarrman. What is that now / 

Mr. Parreson. In a ton of coal. That is the average bituminous 
coal for the country as a whole. 

The Cuarrman. That is what I want, that information. I will 
do some transposing myself, if I can, while somebody else asks the 
questions. 

One other point: In order to make it perfectly clear what your 
position is, you are for the Staggers bill, H. R. 7105; are you not? y 

Mr. Hau. Because it is the “only measure before the Congress that 
contains the two items for which we are particularly interested. 

The Cuamman. I know. 

Mr. Hatz. Yes, sir. 

The Cuamrman. Well, I just wanted to get your position. 

Then you are for the two amendments “that you propose here. 

Mr. Hau. That is correct. 

The Cuamrman. And, therefore, if the two amendments you pro- 
ose, Which were included in the Staggers bill, in principle if not in 
anguage, and you are for those amendments—- 

Mr. Hat. Yes, sir. ; 

The CuairmMan (continuing). And if the Congress felt, in its wis- 
dom and judgment, it should support the bill, as long as it had your 
two amendments in it, then you would be for that ? 

Mr. Hat. Yes, sir. 

The Cuareman. And without that, you would be against the bill ? 

Mr. Hau. Yes, sir. 

The CHarrman. I think that should be made perfectly clear for 
the record so your position is certainly understood. 

Now, do you consider the comparison which Dr. Boatwright pre- 
sented in his statement, of the average cost of natural gas to the 
industrial consumer, compared to the costs at the city gate, which 
goes to the distributor, to have any significant consideration at 
all, if it were just considered by comparison without any other 
consideration / 

Mr. Haut. If I understand your question, and I may not, sir, do 
you mean do I attach any weight to this evidence ? 

The CHAIRMAN. Maybe I could make it a little clearer, if I can. 

As an example, reference was made a moment ago to the delivery 
price for direct industrial sales in some State. What was that 
State ¢ 

Mr. O'Hara. West Virginia, Mr. Chairman, from 1953 to 1955. 

The Cuarrman. What was the price ? 

Mr. O'Hara. Well, in 1955, in sales to other utilities per thousand 
cubie feet, it was 28.2. The main line industrial sales, which would 
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be the direct sales, Mr. Chairman, were 45 cents per thousand cubic 
feet. 

The Cuatrman. Do you consider that any comparison in a given 
area outside of the gas-producing area, of sales to industrial con- 
sumers with sales to distributors for resale, is of any significance at 
all ? 

Mr. Hari. Not averages. I am not even sure that weighted 
averages would. I do not know whether Dr. Boatwright’s testimony 
constitutes weighted average treatment of not. It does not say so. 

The CuatrMan. Let us just take a specific instance. 

Mr. O’Hara. Mr. Chairman, might I add, these were taken, as I 
understand it, from the 14 long-line carriers, the figures which he 
used. 

Mr. Hatz. Are the carriers named, Mr. O’Hara? 

Mr. O’Hara. Yes. Do you want me to read them off ? 

The CuarMan. Let me see if we can get a specific instance. 

The Columbian System, of course, operates throughout this entire 
area in Virginia, West Virginia, Maryland, as they do here. They 
purchase gas from various long lines, as I understand it. Let’s take 
long line A. It delivers gas to Charleston, W. Va., say, for purposes 
of this discussion, we will assume that that gas is delivered at the 
city gate, Charleston, W. Va., at 25 cents; it may be more, it may be 
less, I do not know. 

Let us say that that same line sells direct sales at peak, I assume— 
maybe it is not direct sales—to industry, say at 25 cents. 

From your viewpoint, is that objectionable? 

Mr. Hauu. Yes, sir; for this reason: You are now dealing with 
specifics rather than averages, and you would not find the situation 
you describe. You would find being delivered to the city gate at 
Charleston, under most circumstances, gas that is sold on a two-part 
component rate basis, a demand charge for the firm gas of any figure, 
let’s say $2.93 per thousand cubic feet per month of contract demand, 
and a commodity charge, which may be the 23 or 22 or 25 cents that 
you describe. There you would be dealing with a specific. 

Averages do you no good in dealing with the specific. Some por- 
tions of the two- part component a ge, the commodity por tion, could 
well be a below-cost sale that we are talking about. The $2.93 of de- 
mand charge would be the high firm charge which we say loads the 
principal costs upon the gas consumers. 

The CuatrMan. Let me put it this way, then 

Mr. Hatxi. Whereas the industrial charge would be on the commod- 
ity rate only, without the demand component. 

The CuarrMan. Suppose it were to be delivered in Charleston, 
W. Va., to the industrial firm on a comparable basis that it is delivered 
to the utility, then what ? 

Mr. Haru. It is quite probable that the commodity rate charge could 
be below cost. The test is one of fact: Does the commodity rate 
bear the proper allocation of charges under the FPC formula? If 
it does not, it would be below cost—not below profit, but below cost. 
They still make a profit on such sales, of course. 

The Cuatrman. All right. 

Then you do this for me—I know you cannot do it now, and I do 
not want to ask you to do something which is, well, that you might 
think was ridiculous, but you prepare and submit to this committee 
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the formula of how yeu think the cost of gas, coming through a pipe- 
line, in various sections of the country, going into a given area, how 
the cost of the natural gas that goes to an industrial unit, plus a rea- 
sonable share of the fixed ch arges, can be arrived at. 

Mr. Hat. I can answer that right here, Mr. Chairman, by saying 
that obviously is the duty and the obligation of the Federal Power 
Commission. 

The Cuarrman. I am not asking you about that now. I am asking 
you—it is the Congress’ duty to establish these formulas and set up 
programs and polici ies. You have proposed something here, and I 
have asked questions, or r getting around to it in one way or the other, 
and you seem to go right back to the same answer all the time. So, 
since you have proposed a principle, you submit to us what you think 
is an appropriate formula for determining the cost of industrial gas 
from the fields that they might come from, it might be a joint prop- 
osition from the Appals ichian area, it might be from Louisiana, west 
Texas, or Kansas, all in one and the same area. 

You figure up for us a general policy, a formula of how you can 
determine such sales costs, plus their proportionate fixed charges, and 
submit it tous. And I think it would be very helpful to us. 

Mr. Hatz. The Congress has done a similar job with respect to the 
Interstate Commerce Commission, for example; it has not prescribed 
a formula. It has prescribed a principle, which is the reasonableness 
of the rate. 

If you were to ask me to furnish you a formula whereby the ICC 
could properly prescribe a reasonable rate, I would say it is impos- 
sible to do. I could not do that now, I could not do it with respect 
tothe FPC. 

The Cuarrman. Congress did that with the transportation policy 
of 1940, plus the other sections that went with the ICC Act. 

Mr. Hau. The same thing is true with respect to the Federal Power 
Commission. We cannot tell them how to do it. We only say the 
cost should bear a portion, a fair proportion, of the fixed charges. 
That is a statement of a principle which the Federal Power Commis- 
sion can understand and administer. 


But we could not begin to prescribe what is fair, any more than I 
believe the Congress would be 

The Cuamman. In other words, you are proposing a principle 
here which is so much similar to the stor y of the man who saw the 
deer running down through the forest where the trees were so close 
together that it wasn’t over 18 inches anywhere, and he had horns 
which re eached, from tip to tip, 5 feet. He was asked how tise deer 
got down through that forest. He said that was the deer’s problem. 
{ Laughter. | 


You are throwing out something here and saying now that is the 
Government’s s problem; is that it? 

Mr. Haw. No, sir, I am not throwing it out. The Presidential 

Advisory Committee has thrown out the principle, the Commission 
itself has raised the problem. We are endorsing those principles. 

The Cuatrman. I appreciate that—it somewhat appeals to me, 
but I want to know how those principles can be carried out, and that 
is what I have asked you to submit to us. If you cannot, if you think 


it is a request which you think cannot be done, I will not insist on it. 
I have used more than my time. 
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Mr. Staggers ? 

Mr. Hatz. Mr. Chairman, I will be glad to say this: I will be glad 
to consult others to see if my analysis is correct, that we can furnish 
only a statement of pr inciple in the act rather than the specific 
mechanics for it. If that is not possible, why, I will so report. If 
we can attempt to deal with it on a specific basis, why, we will do so. 

The CnatmrMan. I hope you understand we are dealing with a 
problem whic.: presents some very, very difficult questions that go 
with the hadedtes itself, which affect the millions of consumers s and 
other users throughout this country, and that is the reason we are 
asking for as many specific proposals as possible. 

Mr. Haut. As I recall, Chairman Kuykendall in 1955 said it this 
way: He favored any legislation which would make rates “compen- 
satory.” Perhaps that is the answer. But that still is not the form- 
ula. Thatisa principle. And I do not believe that even the Federal 
Power Commissioner Kuykendall, with his knowledge of the ex- 
tremely complex problem, can give such a formula, any more than | 
can prescribe an exact formula. 

The CHatrman. They—I say “they”—did recommend it in 1953, 
the last time, and 2 or 3 times before that. But what is offered here 
is something that the proponents of it cannot give us any guidance 
along except stating this principle. It is something like that compen- 
satory rate proposition of the ICC. 

We have been wrestling along with that with the ICC for several 
years, and do not seem to be able to get any reasonable solution to 
that situation. 

If you look at that formula that the ICC did set out 2 years ago, 
a long list of things to be considered, then you would underst: and 
how difficult that is. 

I have taken too much time already. Mr. Staggers? 

Mr. Sracerrs. Mr. Hall, I hope that mine will be brief, because 
I know most everyone wants to get to lunch. 

I would like to ask you if this is a fair : assumption: That you have 
quoted responsible men who say this should be done; men who are 
responsible for the direction of ‘Government by the President of the 
United States, after studying it and having experts study it, they 
say this should be done. 

The Federal Power Commission, made up of members of both par- 
ties, have said three times this should be done. And that that is one of 
the main bases for your contention; is that right ? 

Mr. Hau. Yes, sir. 

Mr. Sraccers. That would be mine, explaining my position. 

If there is nothing the matter with this contention, why all of the 
opposition in the first place? If they say that these sales are being 
made and they are costing more to the industrial consumer, why 
are all the people opposing it, then ? 

It would not apply to them under the sun. I just wonder why. 
I am not asking you to answer it, because I doubt whether you could. 
But to me, it poses a question that I think should be answered by 
those opponents who come here and try to say there is nothing the 
matter with this, and there are others who say that it is, and the 
President’s Advisory Committee made up of the Cabinet of the United 
States, with experts, say there is something the matter, and then 
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there are others who come up and say there is nothing the matter. 
Oh, no, you forget that, push that under the table. 

Do you think that you would rather—there has been some hint 
here that maybe we are trying to raise the price of gas to the 
consumer. If I thought that was so, I would be opposed to these 
prov isions which I have advocated now, and I am sorry the gentleman 
from Texas is not here, because if I thought that for 1 minute, I would 
say right now, I would be against those provisions; and I believe 
the gentleman from Mic higan, “I do not know for sure that he brought 
that | part up, Mr. Dingell, but I honestly believe 

Mr. Dinceiti. May ‘Tanswer? AmI being quoted now as saying 
Mr. Sraccers. I am not quoting you at ‘all. I said I believed you 
said. 

Mr. Dincewt. I said that is what I want to know, and I would be 
delighted to set the record straight for the gentleman. 

I want to know this: Is there any thought in the gentleman’s mind 
that I said that his provisions, cigubtiene direct industrial sales, would 
raise prices to the consumer ? 

Mr. Sraccers. [inferred that. I may be wrong. 

Mr. Dincenu. I believe the gentleman is wrong. 

Mr. Sraccers. If I am, I am sorry, because my whole philosophy 
is that if these are regulated, that the ultimate cost to consumers will 
come down, I do not see why one segment of the industry, after it 
gets into interstate lines, should not be looked into. 

I was not here when this bill was passed, but there is something 
wrong somewhere, and I sat down and asked why all this hullabaloo 
of those opposed to these provisions unless there is something wrong 
someplace. It is not merely for the sake of nonregulation, because the 
gas industry is regulated, and they do not come up here and say, 

“Let’s cut out all regulation on natural gas.” I have not heard one 
say it. 

Yet they are opposed to this one simple thing that the President’s 
Advisory Committee has stated, with all his Cabinet and the experts 
they could gather together. If any of them could come to me and 
give me a direct answer on that, I would like to know. 

We are studying the natural gas bill. There are some who say we 
are only taking one phase of it. 

Would it be natural to assume, if we were going to take up any one 
phase, that we should not take up all phases, in all probability, that 
affect it at the present time’ Would that be your assumption, or 
should we sit in Congress—this has taken 5 weeks so far, and probably 
many more weeks before we get out of executive session. We could 


not come every month or two to consider the natural gas bill, it is not 
possible. 








I think once every few Congresses is enough, but considering ali 
angles at one time. 

Mr. Hat. I think now is the time, certainly, and particularly with 
respect to our view toward the legislation, as I pointed out, if it is to 
free additional volumes of gas and aggravate the problem, then this 
is the place to take care of the problem. 

Mr. Sraccers. That is right. 

I again say this, and I do not know, but the members of the com- 
mittee have insinuated to me, this is not to you, that we are only here 
protecting coal. I am not here protecting coal. I have gas in my 
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district. West Virginia has been an exporter of gas for all these years. 
I know something about the working of gas. 

All Tam asking is that if men, the President’s advisors and the FPC, 
have through the years asked for this legislation, why shouldn’t it be 
passed. 

I represent gas, coal, and oil, too; I also represent consumers. 

That is all I have to say. 

I believe Mr. O'Hara is next. 

Mr. O’Hara. Mr. Hall, I have before me a supplemental statement 
which was filed by Mr. Boatwright today, in which he furnishes a 
chart and a statement which he quotes from, and which I will show 
you, and which Mr. Alger referred to briefly, but it is the one referring 
to prices of gas for residential heating. It has given the source as the 
Bureau of Labor Statistics, and it is the index of retail prices of com- 
petitive fuels, and parenthetically, the base, 1935-39, was 100. 

So he starts with the index showing that in 1940, gas for residential 
heating was 93.1; and in 1956, it was 108.5, or an increase of 15.4 
percent. 

Anthracite coal, 1940, was 102.7; and in 1956 it was 232.2, or an 1n- 
crease of approximately 131 or 132 percent, 150 percent. 

Bituminous coal as of 1940 was 102.0, and in 1956 was 222.9, or an 
increase of approximately 120 percent. 

No. 2 fuel oil, which I think is the average grade of fuel oil used 
for residential heating purposes, in 1940 was 100.8; and in 1956, it 
was 224.2, or an increase in fuel oil of 124 percent, practically 124 
percent. 

Now, that illustrates that over the years, the cost of gas for resi- 
dential he: iting has increased a very small percentage con ipared to the 
other competitive ee fuels; is that not true ? 

Mr. Hauv. Yes, sir, it does. It represents, of course, e3 of the 
serious compet itive hel for the oil industry and the coal industry, 
because obviously natural gas, which is characterized as a superior 
fuel because of its efficiency, its cleanliness and the like, has not real- 
ized its true value in the market place. 

But we are not complaining about that. That undoubtedly is an 
incidence that must follow from the necessity for regulating the 
monopoly aspects of an interstate pipeline. 

Now, I am sure that Dr. Boatwright in his figures to you has not 
shown in there that the price of coal at the mine “mouth i in the last 10 
years has gone down. We represent only the bituminous coal pro- 
ducers, Mr. O’Hara. 

The rise in the delivered price of coal comes from the railroad 
freight rates, which are another story altogether. We represent the 
producers of coal. We do not represent anthracite, but it is a fact 
from the same source as Mr. Boatwright’s figures, that the price of 
coal at the mine mouth in the last 10 years has been reduced. That is a 
fact. 

Mechanization of the mines, more skillful methods of extracting coal, 
have produced a downward trend in the producer’s price of coal. 
Hence, we take an extremely dim view, of course, of the very thing 
that is being cited by Mr. Boatwright. I am sure Mr. Boatwright 
has not made that clear in his statement to you. 

Mr. O’Hara. I suppose the full statement will speak for itself. 
But I recognize that the Bureau of Labor Statistics undoubtedly has 
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taken the costs to the average consumer for these prices, obviously, 
clear across the board, of all the different competitive fuels, as to 
what it costs the consumer. 

I know, for example, as a user of fuel oil up in Minnesota, that my 
costs have gone up in the last 20 years tremendously. I do not know 
how much. But this reflects, as I understand it, from the table, a 
national cost problem which the Bureau of Labor Statistics has got 
together from the entire Nation. 

Mr. Hatt. It does emphasize one of the serious competitive problems 
for oil and coal, though, that natural gas cannot seek its proper level 
in the market place due to Federal Power Commission control, the 
Natural Gas Act, and the like. 

Mr. O’Hara. Of course, I do not think there is anything selfish 
about it, but I think the practical viewpoint is that as representing 
the bituminous coal people, you would rather see gas up to a cost of 
228 or 230, rather than where it is, 108.5, I mean it would make your 
competition easier. But I do not know that any bill is going to do 
that for increasing the price of gas. 

Mr. Hatt. I do not think so, either, but we would sure like to battle 
them under true competitive enterprise conditions, but that is not 
possible. 

Mr. O’Hara. Take the cost item that you were speaking of, and 
which Mr, Harris’ question emphasized, ‘the very complex problem 
that we are dealing with here, just on your amendments. I have used 
this before. It may be extreme, but here are two independent pro- 
ducers who dig a hole in the ground for oil and gas. The oil comes 
out of the ground. It is unregulated. Gas comes out of the ground, 
and I assure you under this bill it is regulated when it is sold in inter- 
state commerce, right from the well. 

The one wildcatter who hits 9 dry holes out of 10, the other wild- 
catter hits 5 out of 5—I mean he gets 5 wells out of 5 holes, maybe those 
are extreme, but they are both selling that gas to the same pipeline com- 
pany. How in the world are you going to lay down rules of cost to 
permit the fellow who had the bad luck to hit 9 dry holes out of 10, to 
allow him to be paid on the basis of what he has gone through, his 
costs, compared to the chap who strikes 5 wells out of 5 holes? 

It emphasizes to me, sitting here, I do not know how you do it. 

Mr. Hat. Well, within the framework of the Natural Gas Act, I 
am not too sure that I do, either. But the Congress has made an 
attempt to do so and has given some recognition to that problem in the 
27.5 percent depletion rate which the oil and gas industry enjoys. That 
is certainly in direct recognition of the problem that your are bring- 
ing up. 

Mr. O'Hara. Which does the consumer no good, in the manner in 
which they treat that 27.5 percent when they are dealing with the 
pipeline. 

Mr. Haru. I agree it does not solve the cost problem. 

Mr. O'Hara. I think that is all, Mr. Coarrman., 

Mr. Saacers (presiding). Mr. Dingell ? 

Mr. Drneeti. Thank you, Mr. CHatrMan. 

I think there is some misapprehension as to my position on this 
bill and my position on the Staggers amendments, and on the amend- 
ments that you propose, so I am going to try to go over some of my 
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questions with you in trying to clear up some of the misapprehension 
that may exist. 

First of all. I want to know this, sir: You have pretty much indi- 
cated you testify on behalf of this bill, am I correct, in response to 
questions by Mr. Moss and myself? 

Mr. Hau. Out of context, I don’t believe that is correct. 

Mr. Drncetx. May I read your statement to you, then, and we will 
find out for once and for all. I just want to find out which side of 
this issue you are talking on. 

Mr. Hat. Yes, sir. 

Mr. Drnegety. You say here: 

As previously stated, we are in favor of the removal of Federal controls over 
the production and gathering phases of the natural gas industry. 

Did you say that, or did you not say that? 

Mr. Hauu. There was no period there, is my contention. 

Mr. DinGer F Did you say that, or did you say that? 

Mr. Hatt. I said that without a period there. 

Mr. Dineeii. Well, do you mean it, or do you not mean it ? 

Mr. Haru. I mean it, without a period there. 

Mr. Dinceti. Then you go on to say: 
but only if the truly interstate aspects of that industry are subjected to the full 
measure of its regulated utility obligations. 

You mean regulation of pipelines; am I correct ? 

Mr. Hau. Of the pipelines with respect to the two features that 
we feel are necessary. 

Mr. Drincewu. So if those two features that you want are in here, 
you are in favor of this bill; am I correct? 

Mr. Hau. Yes, sir. 

Mr. Dincety. You told the chairman that you had not studied this 
bill; am I also correct in that 4 

Mr. Hau. In a comprehensive way; that is correct. 

Mr. Dineett. Am I correct in saying, then, that you have come 
before Congress and you testify on behalf of a bill that you have not 
studied in a comprehensive way ? 

Mr. Hau. Yes. 

Mr. Dance. Do you not think that is rather an anomalous position 
for a representative of as large and responsible an industry as you 
represent 4 

Mr. Hat. No, Sir, because we are not, by tradition or training or 
inclination, in position to test the various provisions of the Harris bill. 

Mr. Dinereti. Do you think it would have been better if you just 
kept silent on that, and did not presume to speak on behalf of, for or 
against, a substantial piece of legislation like this ? 

Mr. Hai. I wonder if this would answer your question: If a bill 
containing only the two provisions we referred to as amendments were 
offered in the C ongress, we would wholeheartedly support such a bill. 

Mr. DINGELL. In other words, you will take almost anything to get 
these two amendments that you are talking about. In other words, you 

will even take a bill whose effect you do not know or understand; am 
I correct in my understanding of that ? 

Mr. Hatu. No. We are willing to take a bill which, if the Congress 
feels is in the public interest, then we are willing to ride tandem with 
such a bill. If the bill is rejected, we still desire our two amendments. 
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Mr. Dincevy. Let me ask you this question : If your amendments are 
rejected, then are you against the bill? 

Mr. Hau. Yes. 

Mr. Drncety. You are against it. Why are you against it? 

Mr. Hau. For the reasons previously stated ; that in these hearings, 
in the hearings in 1955 in the 84th Congress, it was stated by all ‘of 
the spokesmen for the gas industry that ‘the bills before the Congress 
would make available addition! volumes of gas for the distribution 
systems in the United States. 

Mr. Dinceti. And you do not want additional volumes of gas falling 
in these distribution systems ? 

Mr. Hau. Not if the loopholes remain open in the Natural Gas 
Act which cause our damage. 

Mr. Dinceii. Let me ask you this: You stated that the Natural Gas 
Act—before we go into that, do you know what this bill does, in a 
general way’ Have you made any study of the bill at all? Have you 
read this bill? 

Mr. Haru. I have read the bill. I have seen and read analyses of the 
bill. I have not made a comprehensive study of the bill. 

Mr. Dinceti. I wonder that you should appear and testify for or 
against a bill on the basis of not knowing what you are talking about. 
That is what I am trying to get nailed down. In other words, I want 
to know this: When you : speak on this bill, do you know what you are 
talking about, or do you not know what you are talking about? J 
want to get that nailed down right now. 

Mr. Haut. I think, Mr. Dingell, if I had testified in any degree or 
at any length on what the bill proposes to do, or attempted to analy ze 
it or in any way attempted to assess what it does, which I have not, 
then your comment would certainly be pertinent. You could then 

say [ had made no study of it; why do I testify with respect to it ? 

Mr. Dixeevt. Well now, you make certain assumptions that this 
bill is going to make available to the American consumer additional 
amounts of ; gas. Do you know what you are talking about when you 
say that, or not ? 

Mr. Haun. No, sir. I only know what I heard the others from the 
gas industry talk about, and presumably that is the premise upon 
which they have appeared here in support of the bill: 

Mr. Dincety. In other words, what you want us really to believe 
is this: that you really do not know anything about what this bill 
does or does not do, except that you want the two amendments that 
you talk about ; am I right ¢ 

Mr. Hauw. I think that I answered that when I said 

Mr. Dinceti. I am trying to get your position now, and I want 
to be perfectly fair, and I have considerable respect for you because 
you are the first man who has come in here and admitted he did not 
cow what he was talking about. Do you know what you are talking 
about on that point ? 

Mr. Hau. I know what I am talking of on the two amendments, and 
I certainly will not agree to that conclusion. 

Mr. Dincetn. I am not saying what you know about your two 
amendments. 

Mr. Hau. If the Congressman would say that I do know what I 
am talking about on the two amendments—— 

Mr. Dinceit- I will not say that. I want to find out. 
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Mr. Hau. With respect to the producers’ bill, I can only say if our 
orovisions were severed out and summarily passed today, there would 
be much celebrating in coal circles. 

Mr. Drncext. In coal circles. 

Mr. Hau. Yes. 

Mr. Dincewu. I want you to understand I want to help your indus- 
try just like I want to help everybody, and I want to help the consumer. 

Mr. Hatt. I believe that, sir. 

Mr: Drncett. I have watched a whole parade of foxes go through 
here and talk about their concern for the chicken coop. You are talk- 
ing about the industry, and you are not talking in behalf of the con- 
suming public; is that right ¢ 

Mr. Hatz. That is right. Not solely. 

Mr. Dineeti. You did say some things in response to our chair- 
man’s questions and others. You said natural gas has not reached its 
full value in the market place; is that a true statement or not / 

Mr. Hai. Iam sure that is true. 

Mr. Dincetu. You are sure of that / 

Mr. Hatx. Yes. 

Mr: Dincety. You said, also, that natural gas cannot seek its proper 
place in the market place due to Federal regulation under the Natural 
Gas Act; is that true / 

Mr. Haut. Yes, sir. 

Mr. Dinceix. Are you sure of that / 

Mr. Hay. Yes; Iam sure of that. 

Mr. Dinceiu. Let’s goa step further. 

Mr. Hauu. I think Mr. Boatwright’s figures prove that beyond 
contention. 

Mr. Dincett: I have not seen Mr. Boatwright’s figures. 

Mr. Hauyt. Well, Mr. O’Hara’s statement about what Mr. Boat- 
wright said. 

Mr. Dineen. I intend to look at the figures. You went further, 
and talked about the petroleum industry, and you mentioned some 
remarks one member of the petroleum industry had made talking 
about the Natural Gas Act and the regulation of the industry under 
that act as having held down the price of natural gas, and also as 
having created competition in the natural-gas industry, am I right, 
or rather, in the petroleum industry. 

Mr. Hau. That is correct. 

Mr. Drncexu. I would like to read to you just some quotes appearing 
at pages 1709 and 1710 of last year’s hearings on this, and Mr. A. M. 
Rippel is quoted here in substance, by Leland Olds, and it says as 
follows: 

Mr. Rippel states in substance that the price of natural gas may be temporarily 
suppressed or even reduced by regulation, which could create tremendously 
increased competition for the heating-oil business, which the gas producers 
and the oil marketers do not want. 

I want to know, does this same holding down of prices create com- 
petition, additional and harmful competition, in your industry ? 

Mr. Hau. Or, yes; it does, indeed. 

Mr. Dincetx. Do you feel that that is the condition presently pre- 
vailing under the Natural Gas Act? 

Mr. Hatx. Yes; we do. 
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Mr. Diner... Do you feel that this bill will tend to eliminate or to 
reduce that particular phase of the problem, based on your study of 
this matter / 

Mr. Haz. The particular bill being H. R. 6790? 

Mr. Dinceti. That is right. 

Mr. Haut. We have no position on whether it will depress the price 
further or raise the price further. We do not know. 

Mr. Dincext. I want to thank you very much. 

Thank you, Mr. Chairman. 

The CHairMAn (presiding). Thank you, Mr. Dingell. 

( Discussion off the record. ) 

The Cuairman. Mr. Alger? 

Mr. Aucer. Thank you, Mr. Chairman. 

Mr. Hall, I appreciate your patience, and I have just a couple of 
other questions here. 

When we left the questioning which I was directing at you earlier, 
T had mentioned Dr. Boatwright’s figures which you have not yet seen 
and I realize you would like to have an opportunity to see those and 
give us further information, if you choose. 

I am particularly interested to note, and I want to recapitulate 
just this amount, if 100 be considered the index between the 1935-39 
index of retail prices of competitive fuels, that gas at that time, 
then, against that 100 would be 93, these are Bureau of Labor Statistics 
figures, by the way, as of the year 1940, gas was 93; bituminous coal 
was 102. 

The 1956 figures show gas is 108.5; bituminous coal has climbed to 
222.9. 

It is a startling development, as far as I am concerned, to have 
these figures, if they be authoritative. 

Now, getting back to your statement, and I shall refer to these 
figures, on page 4 you mention something about the disproportionate 
cost load on domestic consumers who are least able to afford to bear 
this cost burden. 

At the bottom of the page you speak about the inevitable result 
that the rates at the domestic consumer’s end are higher than they 
should be. 

If these figures be shown wrong, can you see any reason for feeling 
that consumers’ gas prices have been high as compared with coal, 
let us say, or as compared with other competitive fuels? 

You do not protest that, do you, the lowness of this price? 

Mr. Hatt. bf the gas prices? 

Mr. Atcer. Yes. 

Mr. Hatz. As I explained to Mr. O’Hara—were you here when 
he brought up the—— 

Mr. Atcer. I left the room a couple of times, but I have been here 
most of the time. 

Mr. Hatt. He brought up the same comparisons to show that 
natural gas and oil had “not risen at the same ratio that the price of 
coal at the consuming end, and my comment was that I am sure that 
Dr. Boatwright’s figures do not include the Bureau of Mines figures, 
which show that the price of coal at the mine mouth over the last 
10-year period have reduced from a figure of $4.99 to $4.65 over the 
10-year period. In other words, the incremental or other costs have 
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been due to freight rates and other factors which are a part of the 
issue as a whole. 

We represent the producers of coal. It is with respect to the pro- 
ducer’s price of coal at the mine mouth that I make reference. 

Now, I also pointed out that I think Dr. Boatwright’s figures very 
graphically illustrate the artificially depressed ‘ate of natural gas. 
That is because of the Federal Power Commission regulation. 

Mr. Acer. I beg your pardon, this goes back to—you mean that 
because of the 1938 ‘act, the gas prices are artificially depressed ? 

Mr. Hatt. Oh, yes, at the residential and consumer's end, yes. 

Mr. Arcer. You think they would have been higher / 

Mr. Hat. Without regulation? 

Mr. Auger. Yes. 

Mr. Haux. I am sure of it. 

Mr. Aucer. Then you are saying that regulation means higher 
prices. 

Mr. Hatz. Regulation has meant lower prices for natural gas. 

Mr. Arcer. It has meant lower prices? 

Mr. Hatu. Yes. 

Mr. Atrcer. Do you maintain, then, that regulation that is sought 
by this bill would mean even lower prices? 

Mr. Harti. If the amendments which we propose were adopted 
by the Congress, we feel that the price of domestic gas possibly would 
be affected on a lower or more stabilized basis, yes. 

Mr. Atcer. The gas might go lower with your amendments ? 

Mr. Harn. It might. 

Mr. Arcer. Is that what you seek, lower gas prices? 

Mr. Harr. Not for industrial markets. 

Mr. Atcer. How about the consumers ? 

Mr. Hatx. By and large, we have— 

Mr. Arcer. Residential. 

Mr. Hay. By and large, on the consumer market end, coal has 
found that it cannot compete with two things: the artificial price, low 
price, because of natural gas, low compared with the coal prices—— 

Mr. Arcrr. Just a minute. You are losing me again now. 

Are you protesting low prices and you say you w ant lower prices 
for gas, or do you want gas prices to come up, which is it? 

Mr. Harz. You are talking about two classes of coal’s customers, 
the domestic markets and the industrial markets. Our testimony 
here has been to the effect that the low-cost sales have ousted coal 
from its industrial markets. 

Mr. Atcer. Is that bad? 

Mr. Hat. Oh, yes. 

Mr. Atcer. That is bad? 

Mr. Hay. That is bad. 

Mr. Aucer. It is bad for the coal people. Is it bad for the Nation? 

Mr. Hatt. Yes, it is bad for the Nation and domestic gas con- 
sumers. 

Mr. Atcer. Before we leave the price thing, and remembering 
what we have just said, do you believe the amendments that you pro- 
pose will lower the gas price, then, for the consumer and the indus- 
trial user, or will raise it, either or both ? 
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Mr. Haw. I believe that the amendments we propose could have 
a stabilizing, even a lowering effect, upon the price to domestic con- 
sumers. It should have the effect of raising the prices to industrial 
consumers, who can best afford to pay a higher price for industrial 
gas. é‘ 

Mr. Arcer. But you would raise the industrial user’s price by 
regulation, rather than just the market ? 

Mr. Hatt. Well, it is not—there is no free market. When we 
are competing against a regulated pipeline, that is not regulated with 
respeet to its industrial sales. 

Mr. Aueer. You see, the reason I cannot agree with that and I am 
at odds with you on this, is that I do not understand yet the one 
phrase you use in your yardstick, and you cannot speak without it, 
and that is “below cost.” That seems to be your thinking, they are 
selling their gas or dumping it at below cost. 

Mr. Hann. They are. 

Mr. Auger. I realize that, but I have not been able to find out 
from you yet what “below cost” is. You say there are those who 
know, but you yourself do not know, and I am not sure the others 
know, at least the ones we have had here. I kept asking the same 
thing over and over again, what is the risk factor in your computa- 
tion of cost in the production of gas, and no one yet has said, so far 
as I remember, they know what that factor is. 

Mr. Hatt. The “below cost,” insofar as industrial sales are con- 
cerned, means that through the medium of the loophole and the ex- 
emption in the Natural Gas Act, a natural-gas company carrying gas 
in interstate commerce can make a direct sale along the line of its 
route to an industrial consumer at any price it sees fit. 

Mr. Auger. Why would he sell below cost ? 

Mr. Haru. It is below the total transmission line costs, the fixed 
costs. ‘The reason why they can sell it at any price, Mr. Alger, is, the 
reason is, they can make it what we call below-cost sales and what 
the Federal Power Commission calls below cost, it is below the cost 
of all of the pipeline costs from the place where it picks up the gas 
to where it turns it loose at the city gate. The domestic consumers 
who are paying the full pipeline costs. The industrial users are 
not but are getting the benefit of gas that can be sold at any price be- 
cause 

Mr. Auger. Do you mean, now—let me clarify that—you mean be- 
low cost would mean that pipeline only, that gas they sell industri- 
ally they are losing money, if that was the only gas they sell? 

Mr. Hat. They are not losing money. It contributes to their 
profit position substantially, 

Mr. Aucer. When you say costs, whose costs / 

Mr. Hau. The pipeline costs. 

Let me put it this way: The rate of return which the pipeline com- 
pany is permitted under the Natural Gas Act is based upon juris- 
dictional sales of natural gas. Now, what are jurisdictional sales? 
They are the sales that are made for resale. The direct costs of 
the direct sales off of the line do not bear any required amount of 
the total costs of the line. That is only with respect to jurisdictional 
sales. They have complete freedom to make dump sales of natural 
gas on a direct basis, and are not regulated as to what is the proper 
allocation of costs to the direct sales. 
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It is complex and not easy to explain, but it does not make it any 
the less true, the direct sales in many instances, not every instance, 
are not bearing the proper proportion of the total pipeline costs. 

Who is paying that? The domnsatic consumers and the firm users 
of natural gas. 

Mr. Arcer. But look at the price they are paying. Can you find 
any fault with the price that the domestic consumer is pay ing? Do 
you think the price would be—how much lower would the price be 
if these folks were not dumping their gas? 

Mr. Hatt. I have no way of knowing that. I just take the word 
of the Federal Power Commission and others who are wiser in this 
field, that if a proper allocation of costs were made with respect to 
industrial sales, that there would be a stabilizing, perhaps a lowering 
influence upon the price at the consuming end. 

Mr. Arcer. Mr. Chairman, I am not going to follow this further, 
but I did want to mention that I do not understand yet Mr. Hall’s 
definition of “below cost,” although he has left the inference that if 
this differential were established, that gas consumers would get an 
even lower price than they have had, which j is now only 108 percent 
against the 1935-39 index. 

“Tam puzzled about it, and I do not want to take more time of the 
committee on it, but I will try to understand it better. 

Mr. Hau. I did direct your attention to Commissioner Nelson Lee 
Smith, set forth in my statement, where he points out that the rates 
are discriminatory, the direct sales are discriminatory. That is what 
he is talking about. That is making lower rates for the industrial 
users and loading the costs on the firm users of natural gas. 

Mr. Arcer. If I do not understand that, you see, I might arrive at 
a conclusion that you are just a little peeved at the gas folks under- 
selling you. 

Mr. Haty. We would be, anyway; but it is not justifiable that this 
loophole and exemption, what I call Government largess, is permit- 
ted to continue, is permitted to continue at sufferance by the Govern- 
ment. We feel it should be closed. So does the Federal Power Com- 
mission. 

Mr. Avcer. This whole thought is so amazing to me. You say you 
are for free enterprise, you are not for reulation ; : and everything you 
are talking about is regulation. That is why I am a little at sea, and 
maybe there are some unfairnesses here that should be regulated. 

Mr. Hari. We say if Congress is going to regulate the interstate 
pipelines, in its judgment, then regulate it entirely. There would be 
no justification, sir, for the Civil Aeronautics Authority, for example, 
in regulating the airlines but just saving that whenever they come 
down into the State of California, they are not regulated. 

Regulation must be complete. 

Mr. Arcer. You say regulate the pipelines, and then you say regu- 
late the era, er: but then you say, “No, don’t regulate the producer. 
And then T say, “Why can you not just leave it at that?” And you 
say, “But we « vane free the produe ers from regulation without these 
amendments on the pipelines.” 

And then I say, “What has the pipeline got to do with the pro- 
ducers?” And you agree it is difficult, but at the same time it is not. 

So, I do not mind telling you, Mr. Hall, the difference between pipe- 
lines and producers was a lot clearer in my mind until this particular 
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moment of questioning you. One of us is a little at sea on why you 
cannot fulfill what Mr. Staggers’ bill says here very nicely. 

The first half of the bill is to free the producer. The independent 
producer, not engaged in the interstate transmission of natural gas, is 
to be freed of regulation of production and gathering. 

But now you say, “No, he cannot be, because we have got to have 
these amendments on pipelines.” 

What has the pipeline got to do with the production of gas? 

Mr. Haun. It is because the pipeline is the one that carries the gas 
under unfair competitive conditions, and makes it 

Mr. Acer. That is a pipeline matter. What has that to do with 
the producer who is not doing anything but selling the gas at the 
wellhead ¢ 

Mr. Hatx. Because it is his gas that goes into the line. 

Mr. Acer. For goodness ss akes, if I sell you an automobile and you 
go out on the highw: ay and kill someone, I should not be penalized for 
selling} you the car when you put it to the wrong use. There should 
be a law regulated by somebody else, if you please, some other Govern- 
ment agency, as to what you do with that car. I do not follow that 
logic at all. 

Mr. Haw. I like this analogy roca I see no reason why, on a 
streecar system, if you board the car at Albemarle Street you should 
pay only 5 cents fare because you are ro nitty downtown, whereas you 
have to pay 10 cents elsewhere. There must be a uniform rate. You 
have got to pay your share of the costs of the transportation systems. 
It is not fair to give you an exemption because you leave at Albemarle 
Street. That is a much better analogy to what we are talking about. 

Mr. Acer. It could be, but could it not be also that you are going 
to have inequity when you have regulation, whereas prob: ably the best 
thing ever found by men in business is the market price? I still can- 
not see why you cannot leave the producer alone. If you want to reg- 
ulate the pipelines, go ahead and regulate them. 

Mr. Hann. What greater inequity than when you have regulation 
and exempt a portion ‘of it for the industrial users / 

Mr. Auger. What has production got to do with the pipeline? I 
am still back, and you are not answering the dilemma in my mind. 
You may think I am awfully slow in catching on, but I happen to feel 
the production of gas, as sti ated in Mr. Staggers’ bill, the gentleman 
from West Virginia states, if it is an independent producer, that he 
should be freed, you see. What the production and gatheri ing of gas 
has got to do with what is done with it after it is purchased, I cannot 
see. 

Mr. Haut. Maybe this can help the situation. I said to the dis- 
tinguished Congressman—— 

Mr. Aucer. I am about to bow out. LIamsorry. If you could help 
me on this, or anybody on this committee can help to clear up the 
dilemma I am having, I would appreciate it. 

Mr. Hau. This may help. It is relative, as we see it now, because 
the Harris bill is before the Congress, and the chairman stated earlier 
that other measures would probably receive consideration. I know, 
when Mr. Mack made that inquiry earlier in the proceedings, there 
was no denial that other amendments would receive consideration. 

It is the only vehicle we have now before us where we can get before 
the Congress the two things we really want. If, as I told Mr. Dingell 
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a few minutes ago, there were a separate bill before the Congress which 
contained only our two items and did not free the producers, we would 
wholeheartedly support it. 

Mr. Avcer. But neither of your items affects the production of gas. 
Neither of your amendments has anything to do with the production 
of gas except, as you say, if there were no gas production. 

Mr. Haut. If that is true, I wish we could get the support of the 
producers of gas for our amendments. 

Mr. Ateer. Mr. Hall, I have taken really more than my time. 

Mr. Chairman, that is all. Thank you. 

The CHarrmMan. Mr. Staggers had 1 or 2 things. 

Mr. Sraccers. I am just going to try to clear up this matter for 
Mr. Alger. I believe, as Mr. Hall says, he is vitally interested in 
those two amendments in which I am, too, and, since this other bill 
in one way or another, I believe, is going to be amended in other 
ways before it gets out of here- 

(Discussion off the record. ). 

Mr. Sraccers. These provisions have been advocated—I will say 
this time and again—by the President’s Advisory Committee and by 
the experts they brought together and by the Federal Power Com- 
mission, as a part of the Natural Gas Act, that something should 
be done about it, and that I believe we do not have to take any in- 
dividual or group, but take the men of authority who have made a 
study, saying something should be done about it. That is all, Mr. 
Chairman. 

The CHarrman. Mr. Hall, could you give me what the average 
cost of a ton of bituminous coal is? I imagine that would have to be 
at the mines. I do not see how you can get it t otherwise. 

Mr. Haut. Yes, sir. In 1948, the average cost per ton was $4.99. 
In 1955, it was $4.65. 

The CHatrMan. $4.65 in 1955? 

Mr. Hat. Yes, sir; Bureau of Mines figures. 

The Cuarrman. In 1948, it was what? 

Mr. Hau. $4.99. 

The CHarrmMan. $4.99. How does this cost go up somuch? Has it 
been the transportation cost that has caused it to be so high to the 
consumer 4 

Mr. Hat. Yes, sir. 

The Cuatrman. It is terrific, if that is correct. You would have no 
idea of what the average price to the consumer would be, would you? 

Mr. Hatu. The average retail price? 

The Cuamman. Yes. 

Mr. Hawn. $15.10. 

The Cuarrman. $15.10. What year? 

Mr. Hatu. This would be 1955. 

The oer: an 1955. Do you know what it was in 1948? 

Mr. Hau. $13.08; Bureau of Mines figures. 

(Dise se of the record.) 

The Crarrman. Mr. Hall, let me thank you, for the committee, for 
your appearance here today, your statement in behalf of your associa- 
tion, and the responses which you have given to the various questions. 

Mr. Haun. Thank you, Mr. Chairman and the committee, for the 
courtesy extended to me. 
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The CuarrmMan. The committee will adjourn until 2:15, at which 
time Mr. Biemiller, representing the AFL-CIO, will be the first 
witness. 

(Whereupon, at 1 p. m., the committee adjourned, to reconvene at 
2:15 p.m. of the same day.) 


AFTERNOON SESSION 


The CuatrMan. The committee will come to order. 

The witness this afternoon is a former colleague of ours and a 
former member of this eee Those of us who have been on 
this committee for a few years have known him for a long time. 

Mr. Biemiller is here today representing the AFL—C 10. It is my 
understanding, Mr. Biemiller, you are to speak also for some others 
who are associated with you in the trade-union movement. We are 
glad to welcome you back to this committee. You have in times past 
sat here w owe us, and on a number of occasions have been back before 
us. We are always glad to have you with us. 


STATEMENT OF ANDREW J. BIEMILLER, DIRECTOR, DEPARTMENT 
OF LEGISLATION, AFL-CIO 


Mr. Bremmurr. I appreciate your kind remarks. For the record, 
my name is Andrew J. Biemiller. I am director of the department 
of legislation of the American Federation of Labor and Congress of 
Industrial Organizations. I appreciate the opportunity you have 
afforded me to express, on behalf of the 15 million American con- 
sumers who are members of our organization, unalterable opposition 
to the Harris-O’Hara bills (11. R. 6790 and H. R. 6791) now under 
consideration by this committee. May I request following my state- 
ment there may be inserted a statement by Mr. W alter Reuther, 
president of the UAW, and by Mr. Joseph W. Childs, vice president 
of the United Rubber Workers? 

The CuatrrmMan. Those statements will be included in the record. 

Mr. Bremitter. We oppose the Harris-O’Hara bill because it 
threatens to increase the cost of natural gas to consumers by as much 
as $950 million yearly; prepare the way for further increases in the 
price of fuel oil; set the stage for a rise in the cost of electricity in 
many areas of the country; enhance by as much as $30 billion the 
value of present natural-gas reserves, much of which are owned by a 
few fabulously rich and powerful oil companies. 

Today, more than 21 million American families comprising over 
60 million family members use natural gas in their residences and 
depend upon it for heat, hot water, cooking, or for other essential 
daily needs. 

Today, a vast network of interstate gg brings natural gas 
to nearly all of the m: ajor cities of the Nation. Most of these pipe- 
lines have been built since 1938 when the Natural Gas Act went into 
effect. 

Municipalities and consumers across the Nation have supported 
this pipeline development—and have invested billions of dollars to 
distribute and utilize natural gas—on the assumption that the Natural 
Gas Act would be enforced by the Federal Government and that, as 
a consequence, gas costs would be held to a reasonable level. 
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Today, millions of natural gas users are as dependent upon those 
who sell it as are the users of w water, electricity, and other historically 
regulated public utilities. Over $12 billion has now been invested, 
by consumers alone, in cooking stoves, home heating units, hot water 
heaters, clothes dryers, and other equipment that requires gas as fuel. 

These millions of consumers have invested their savings in gas- 
dependent equipment, and have seen it hooked to the lines of a single 
local gas distributor on the assumption that gas would always be con- 
sidered a public service commodity. 

The gas consumer is indeed a captive; he cannot turn to the use of 
other fuels without incurring a prohibitive loss on the expensive in- 
vestment in his equipment. 

He accepted this captive status, however, in good faith, with a 
belief—fostered by the Congress of the United States—that the price 
he must pay for gas would always be fair. Federal price regulation 
would guarantee justice, he had good reason to believe. 

Clearly, unless the Federal Power Commission continues to have 
jurisdiction to effectively control the initial price of natural gas in 
the field, no adequate control over the price to the ultimate consumer 
will, in fact, exist. It is the purpose of H. R. 6790 to strip the 
Federal Power Commission of this effective control. 

Two years ago a delegation of outstanding State and municipal 
law officers from all over the country called on the President and ex- 
plained to him the critical urgency ‘of effective Federal control over 
the price of natural gas. In their statement they pointed out that— 

The Natural Gas Act grew out of an investigation by the Federal Trade 
Commission which revealed price gouging and exploitation of consumers by 
sellers of natural gas in interstate commerce. The Supreme Court of the United 
States had previously held in two landmark decisions that neither the State 
of origin nor the State of destination could control the rates charged by these 
sellers in interstate commerce. 

The Court held that, under the Constitution, the Federal Government has 
exclusive jurisdiction in this field. The act was thus adopted to bridge this gap 
in Federal-State jurisdiction by providing Federal protections for consumers 
which the States may not constitutionally provide. 

If the act is amended as proposed in pending bills, then the price at which gas 
enters the pipelines will not be subject to any real regulation and all consumer 
protection will be effectively destroyed. 

With Federal protection removed, and the States constitutionally helpless to 
protect consumers, an unregulated—and unprotected—twilight zone would result 
(statement by representatives of consumers to President Eisenhower opposing 
destruction of consumer protections under the Natural Gas Act, Congressional 
Record, March 18, 1955). 

It is the purpose of the Harris bill to create not merely a twilight 
zone, but a blackout of effective control over the price of natural gas. 

It is axiomatic that effective protection for the consumer must begin 
with FPC power to fix reasonable rates to be charged by the sellers 
of natural gas prior to the time that the gas goes into the interstate 
pipelines. Furthermore, the determination of a fair price to the seller 
and to the consumer alike must be based on the established yardstick 
of cost plus reasonable profit. It is this yardstick that H. R. 6790 
would now destroy. 

The Harris-O’Hara bill proposes to outlaw cost as the determinant 
of fair price by the FPC, and would substitute a new concept—*reason- 
able market price”—in its place. 

With natural gas producers now enjoying an almost unlimited 
sellers’ market, the new rate concept of “market value” would, in effect, 
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require the Federal Government to legalize whatever price the traffic 
will bear 

Over the last 10 years the natural gas industry has enjoyed a 
phenomenal growth, and the rising price of its product reflects the 
advantageous consequences of a constantly expanding demand. 

According to the American Gas Association, the market production 
of natural gas has soared from 2,296 billion cubic feet in 1938, when 
the act first became effective, to 8, 742 billion cubic feet by 1954. 

In 1938 there were less than 7 million consumers ? gas connections; 
there were almost 23 million by 1955. In the same period, pipeline 
mileage increased from 184,900 to 449,400, while natural gas utility 
revenues soared from $406 million in 1938 to $2,970 million by 1955." 

Reflecting the ever-increasing demand for natural gas and a none 
too stringent regulation of its cost to the purchaser over the last 10 
years, the average price at the wellhead has gone up from 5.3 cents per 
thousand cubic feet in 1946 to 11 cents in 1956, according to the United 
States Bureau of Mines. This is a rise of 91 percent during a period 
when the wholesale price of all commodities except farm and food was 
rising but 56 percent. 

In the face of the rise in the price of natural gas which already has 
occurred and a demand which continues to soar, can there be doubt 
that so-called rate fixing based on a “reasonable market price” con- 
cept—which really means no regulation at all—would result in less 
than whatever the defenseless consumer can be forced to bear ? 

The record of earlier congressional hearings on natural gas rate 
regulation leaves little doubt about what the producers now want to 
achieve. According to industry spokesmen, the goal is to raise the 
price of natural gas to a point where it will be as costly i in consuming 
markets, on a fuel secivelin’ basis, as fuel oil and coal. 

To these spokesmen, a “reasonable market price” would be at least 
15 cents higher at the wellhead than even the present charges for 
natural gas. 

Such a rise would add about $950 million annually to the gas bills 
of 21 million captive consumer families. 

In addition, this kind of price fixing could add another $175 
million to the bills of electric energy consumers who buy power from 
companies that use gas as fuel in generating electricity. 

But that is not all. The “reasonable market price” concept ap- 
plied to the pricing of natural gas would invite further price in- 
creases for fuel oil as well. Consumers of both gas and fuel oil 
would, in fact, be caught in a price whipsaw manipulated by an hand- 
ful of giant oil companies who now produce a major part of our 
natural gas as a byproduct of their primary operation in oil. 

In support of the Harris-O’Hara bill, it is argued that the con- 
sumer protection written into the Natural Gas Act must now be 
scrapped in order to encourage enough production to meet the Nation’s 
growing needs. 

We respect fully submit, on the other hand, that the 2714 percent 
tax exemption now enjoyed by these natural gas sellers and the r: tpidly 
rising prices they are now enjoying (even. under FPC regulation) 
are indeed providing encouragement enough—if not too much. 

The tremendous and highly profitable growth of a industry and 
the fact that proven natural gas reserves rose by 13 trillion cubic 


1Gas Facts—a Statistical Record of the Gas Utility Industry in 1955. 
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feet during 1956 alone (an amount considerably in excess of the 
natural gas consumed during all of 1956) surely establish the fact that 
no open sky price policy based on all the traffic will bear can be 
justified as necessary in the national interest. 

Let there be no doubt about whose interests would actually be 
served by passage of H. R. 6790. 

Whether enactment of the Harris-O’Hara bill would immediately 
result in a 5- or 15-cent hike in the price of a thousand cubic feet 
of natural gas—and thus achieve an immediate $315 million or $950 
million annual rise in cost to the ultimate consumer—the unjustified 
enrichment of a handful of gas producers would result. 

But even a bonanza of this dimension would be trifling in com- 
parison with the rise in the value of their natural gas reserves which 
the new concept of “market value” would bring about. <A 15 cents 
per 1,000 cubic feet price hike would create a $30 billion windfall 
in the value of the natural gas they presently own. 

And who will be the real beneficiaries of the handsome rewards 
which enactment of H. R. 67 790 would bestow 4 

In urging passage of tide bill, the industry lays great stress on the 
approxim: aéihy 4,000 small producers of natural gas. It fails to men- 
tion, however, that about 85 percent of all the natural gas sold in 
interstate commerce for resale is produced by less than 100 com- 
panies—most of them oil companies—and that about one-third of 
the supply is furnished by 7 oil companies. 

The fact is that a few big oil companies make most of the sales. 
It is they who would garner most of the millions gained from the 
new rate yardstick and the billions which would be added to the 
value of the reserves they now hold. 

It is these same companies that have fought against FPC regula- 
tion since 1938 by litigation, by legislative efforts, and by other means. 

The extravagance of their campaign to enact the Harris-Fulbright 
bill was without parallel. Clearly, the repeated mention of the 4,000 
small producers is but a smokescreen intended only to hide the identity 
of those who will be the real beneficiaries of the emasculation of the 
Natural Gas Act of 1938. 

It is the view of the AFL-CIO that any effective control of the 
price of natural gas must begin with FPC regulation of the sale 
price of gas before it enters the interstate pipeline, and that rates 
must be related to cost to the producers plus a reasonable profit. 

We are informed that a number of important producer rate cases 
are now in progress and that despite the fact that most gas is ex- 
plored for and produced in association with oil, reason: ste methods 
of allocating respective cost factors do, indeed, exist. 

We unalterably oppose the bill’s injunction that production costs 
“shall not” be considered by the FPC in establishing gas rates as an 
outrageous effort to mulct defenseless consumers by ending the pos- 
sibility of effective price regulation. 

In addition, we view the proposal of the Office of Defense Mobiliza- 
tion to strike the words “shall not” from the bill and substitute the 
word “may” to be a totally inadequate compromise. 

If consumers are to be properly protected at the bargaining table 
when gas prices are established, the FPC must be required to estab- 
lish prices in relation to producers’ costs. 
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Finally, if the welfare of the smallest producer om- 
plexity of establishing their production costs, is a ‘genuine concern 
of the supporters of H. R. 6790, can they not simply adopt Congress- 
man Macdonald’s proposal to relax Federal controls on these smallest 
produc ers ¢ 

To follow this procedure, according to the Macdonald proposal, 
would keep controls tight on the 3 percent of the producers who ac- 
count for 95 percent of the nation’s natural gas while exempting the 
rest from the burden of cost determinations. 

To allow the entire natural gas industry to obtain a so-called 
reasonable market price for its product, on the other hand, would 
be a betrayal of the American public. We are confident that this 
committee will fulfill its obligation to the gas consumers of the 
nation. 

The Cuatrrmman. Thank you, Mr. Biemiller. And I believe the 
statements of Mr. Reuther and Mr. Childs have already been handed 
in for inclusion in the record. 

Mr. Williams, any questions ? 

Mr. Wittrams. Mr. Biemiller, in your statement you made the 
remark that if the Harris-O’Hara bill should be enacted it would “in- 
crease the cost of natural gas to consumers by as much as $950 mil- 
lion a year.” 

What do you base that on? 

Mr. Biemitier. That is based upon the statement that has been 
made by industry spokesmen that if gas were allowed 

Mr. Wuutiams. Before we go any further, who are those industry 
spokesmen / 

Mr. Bremitier. Wait a minute—— 

Mr. Winuiams. I will be glad to have that information both for 
the producing as well as the distributing industry. 

Mr. Bremitier. [I will be glad to produce that for you. That ap- 
pears in a letter dated December 8, 1954, from Petroleum Engineer 
Thomas D. Bailey, of Oklahoma City, Okla., to the Secretary of the 
Federal Power Commission, in response to notice of proposed rule- 
making, dated November 19, 1954, in which he makes the flat state- 
ment that in his opinion there would be an increase of 25 cents. And 
we are just toning that down by about half as to ie it would go. 

Mr. Witniams. Who is Mr. Bailey ¢ 

Mr. Bremitier. He is a consulting engineer in the petroleum in- 
dustry, Oklahoma City, Okla. 

Mr. Witu1ams. And whom does he represent ? 

Mr. Bieminuer. He represents the people he is speaking for in 
the industry, obviously. 

Mr. Wicutams. That is what I am trying to find out. Whom 
did he represent ¢ 

Mr. Bremitter. I will have to trace that back for you. In terms 
of the document that this is taken from, it is from the FPC in 1954. 
I will be glad to run that back for you. Then there are also state- 
ments—— 

Mr. Witi1Ams. As a matter of fact, he just happens to be one of 
the consulting engineers on that date? 

Mr. Bremitier. I will go on. Then there are similar statements 
in which it is quite clear—statements made by various associations 
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in the natural gas investigation of 1948—in which these gentlemen 
make it perfectly clear that they anticipate that with Federal reg- 
ulation off of the wellhead, that the price of gas would soon approx- 
imate the prices of coal and oil which would result in this type of 
increase. 

Those statements were made by, among others, Vernon F. Taylor, 
president of the Taylor Oil Co., Texas Commissioner cee 
Mid-Continent Oil & Gas Assoc iation, again Mid-Continent Oil ¢ 
Gas Association in another statement. 

Mr. WituramMs. Those statements were made in 1948, and I believe 
that the statement of the consulting engineer in Oklahoma was made 
in 1954. 

Mr. Bremitirr. 1954. 

Mr. Witu1aMs. Do you know when the Harris-O’Hara bill was 
conceived ? 

Mr. Breminier. It was introduced approximately 2 months ago, 
if my memory serves me correctly. 

Mr. Witu1ams. Do you know whether or not these gentlemen ever 
had seen a copy of this legislation before the committee now ? 

Mr. Bremutrr. I have no way of knowing. 

At that time of course not. 

Mr. Wrtu1ams. Then how do you account for the statement that 
vou made that they flatly said that the Harris-O’Hara bill would 
increase the cost of natural gas by that amount when they had not 
even seen the Harris-O’Hara bill / 

Mr. Breminier. They are talking in terms of complete exemption. 

Mr. WituraMs. Of complete exemption 

Mr. Bremiter. Yes, an 1d in our opinion, as I stated, we believe 
that the words “shall not” for all practical purposes mean there will 
be no real regulation of prices. 

Mr. Wiii1aMs. Then you consider the Harris-O’Hara bill as a 
permissive, not regulatory bill? 

Mr. Bremitier. We think that it masquerades as a regulatory bill, 
but which in effect would not bring real regulation. We consider 
it in that fashion. There is no question that except for 13 (c), there 
is a formula set up for regulation, but we believe that since they bar 
cost of production that the other factors would lead to the new 
concept of a fair market price—it would be whatever the traffic will 
bear. 

And hence the cost of gas will go up considerably. 

Mr. WiataMs. As a matter of fact, the cost of gas has gone up 
since the Supreme Court passed this legislation, that put the pro- 
ducer under regulation, has it not? 

Mr. Bremier. It has unless 

Mr. Witu1aMs. Could you tell us how much it has gone up under 
regulation ? 

Mr. Bremiirr. I believe I mentioned that in my testimony here 
if I am not mistaken, Mr. Williams. 

Mr. Wuatams. You mentioned 1958 to— 

Mr. BIeMILLER, I used the figure since 1956—I stated it had gone 
up from 5.3 per thousand in 1946 to 11 cents in 1956. 

The Phillips decision, which set off the round of bills that we have 
had in the Congress ever since, was 10 years ago, if my memory serves 
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me correct. Since that time, in my humble opinion, there has been 
almost no effective regulation by the FPC. 

The FPC has been attempting to duck regulation ever since that 
time. This attempt to duck has been brought on in part by the 
splurge of bills that have hit the Congress, by the attention that this 
matter has received, and by the assumption on the part of certain 
members of the FPC, at least, that the Congress was going to do 
away with regulation at all or to set up a new concept of regulation 
which, in our opinion, would result in still further increases. 

Mr. Witu1AMs. Mr. Chairman, I am afraid I have used my entire 
5 minutes. I yield the floor. 

The Cuarrman. Mr. O’Hara. 

Mr. O’Hara. Mr. Biemiller, I enjoy as the chairman does, having 
you here. I know, having heard your statement, you wrote this 
statement, because it is not difficult for me to recognize your own 
child. 

I will ask you where you find the basis for the statement that the 
passage of the Harris-O’Hara bills would— 
enhance as much as $30 billion the value of present natural-gas reserves, much 
of which are owned by a few fabulously rich and powerful companies— 

How do you arrive at that figure ? 

Mr. Bremituer. As the statement says, on the assumption that the 
cost at the wellhead could go up—would go up, in our opinion, as 
high as 15 cents. If it did, this would be the effect of it ace ording 
to our statisticians. 

Mr. O’Hara. Well, of course, obviously, the Federal Power Com- 
mission with or without this bill is going to determine the price of 
gas from time to time; isn’t that true? that is, they have a formula 
now ? 

Mr. Biemitier. Right. 

Mr. O'Hara. Which under the Phillips decision by the Supreme 
Court that they are regulating the prices of gas that goes into the 
pipeline and by the pipeline to the distribution companies, and fix 
the charges and allowances which the pipelines are able to charge 
to the distributors; isn’t that true ? 

Mr. Bremitier. Correct; and there are a number of cases pending, 
at the present time, before the FPC. 

Mr. O'Hara. And since 1954, since the Phillips decision, the FPC 
has handed nationally a number of increases to most of these large 
pipelines in the cost of gas; is that not true? 

Mr. Breminuer. Yes. 

Mr. O'Hara. So that we have the situation where against 1954 
the cost of gas has gone up, the cost of steel has gone up, the cost 
of labor has gone up, all of the elements of inflation or whatever it 
may be called, have been working upon the things that affect prices 
of gas; is that not true? 

Mr. Bremer. Oh, yes; sure. 

Mr. O'Hara. And amazingly—I do not want to burden the record— 
but you heard me read the Bureau of Labor Statistics, the relative small 
increase that the cost of gas represents to the whole as compared to the 
competition of anthracite and bituminous coals, and fuel oil. 

Mr. Bremitier. That was based on a 1935-39 base. 
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Mr. O’Hara. Based on a 1935-39 base of 100 percent. And the in- 
crease has occurred since—it has occurred since in those types of fuels 
since then, has it not? 

Mr. Bremer. During the last 10 yers, during which period there 
has been confusion about the regulatory part of it by the FPC, the 
price of gas has gone up 91 percent. 

Mr. O’Hara. I do not think that follows the BLS statistics. As 
a matter of fact, in 1940 the price was up 10.41. Then in 1945 it dropped 
down to 8.4. I am just taking figures at random. 

In 1949, it was 19.4. In 1950, 19.7 7 and increased up to 99.6 in 1953; 
102.3 in 1954; 107.7 in 1955; and 108.5 in 1956. 

Mr. Bremitter. From a period in which it was declining during the 
war and immediately thereafter, it has now suddenly reversed its field 
and it is starting to go up at a rapid rate. And most of that increase 
has come during this period of uncertainty in relation—— 

Mr. O'Hara. The amount of increase of the other competitive fuels, 
coal, and fuel oil—— 

Mr. Bremitier. Have you got comparative figures for electricity ? 

Mr. O'Hara. No; I do not have them here. 

Mr. Bremiiier. You will find a decline. 

Mr. O’Hara. Because of the increased consumption ? 

Mr. Bremitier. And because of strict regulation. 

Mr. O’Hara. I do not know anything about that. I do not have 
those figures. 

Iam only referring to Mr. Boatright’s statement in which he quotes 
the BLS statistics. 

Mr. Biemiller, how many raises, percentagewise 
be familiar with this—have labor costs gone up? 

Mr. Bremitier. I cannot give you the exact percentage but it has 
gone up. 

Mr. O’Hara. Approximately. 

Mr. Bremttier. May I confer? 

Mr. O'Hara. Yes. 

Mr. Biemitter. In general about 40 percent. 

Mr. O’Hara. About 40 percent ? 

Mr. Bremiuuer. Yes. 

Mr. O'Hara. The heating cost for 1940 to 1956 has increased from 
93.3 to 108.5, which would be about 15.4 percent. 

The cost of automobiles in the last 10 years has gone up how much ? 

Mr. Bremitier. It has gone up quite a bit. 

Mr. O'Hara. 300 percent / 

Mr. Biremitier. No; not that much; but it has gone up. 

Mr. O’Hara. I bought a Ford in 1946, a 2-door Ford for $1,000. I 
bought a Ford last fall and it cost me $3,300. 

Mr. Bremitier. In what year did you say you bought a Ford for 
$1,000? 1946? 

Mr. O'Hara. In 1946—1956. 

Mr. Bremitter. That is a pretty good deal. 

Mr. O’Hara. I had a good deal. 

Mr. Bremitirr. You got a pretty good deal. Sharp dealing. 

Mr. O’Hara. I am repeating what it cost me last fall when I bought 
a 1957 Ford—it was $3,314. 

Mr. Bremitier. But you yourself a moment ago drew the compari- 
son, adding onto what I had said, in comparing what has happened 








I know you will 
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to gas and what has happened to electricity. In both instances there 
has been a tremendous increase in consumption. 

In the case of electricity there has been regulation, rigid regulation. 

In the case of gas you have increased consumption, with rewul: ation 
shaky. Asa result the *y are having an increase and we are very “frankly 
skeptical that if you make the regulation even shakier or, in our 
opinion, almost nonexistent—I recognize an honest difference of opin- 
ion on this question, but in our opinion the bill would make regulation 
almost nonexistent—we then think you will find the same ‘kind of 
increase in the cost of gas that you have found in the case of fuels, 
such as coal and oil. 

Mr. O'Hara, I want to be honest with you. I think gas is going to 
go up without this bill—it may well go up with it. 

It is obvious that we have to pay more for this gas and the necessity 
of continuing supply—that is recognized by some of the biggest people 
in the distributing business—the disappearanc e of gas. That will 
be passed on, that will affect prices, if a sufficient quantity of gas is 
not found. 

Mr. Bremitier. Correct. 

Mr. O'Hara. And the same thing that is a matter of concern is 
that there be reasonable controls for the public . I know that that is 
the sense of Mr. Harris and myself in these bills. 

For the first time, we have tried to lay out the best yardstick we 
could find that the industry has to be regulated. 

Do you agree that there are some provisions in this bill which 
might be beneficial ? 

Mr. Breaauteer. I think the bill would be improved a great deal if 
you would strike out the word “not” after “shall not.” 

Mr. O'Hara. Mr. Biemiller, the FPC people know more about this 
business than I do—and I am speaking about Mr. Kuykendall—I 
believe Mr. Kendall also testified, that if we insist on the cost being 
in there, that it is going to amount to something, that we would not 
have if the cost were prohibited. 

Here is my point, it comes back to the wildcatter; that the FPC is 
going to be permitted to allow maybe the individual wildcatter or 
the unlucky wildeatter his cost for dry holes—— 

Mr. Breminier. We have made the proposal that in the case of the 
legitimate wildcatter, and the legitimate small operator, that if you 
would first of all take out the word “not” and then add the Mac- 
donald proposal, that you might have an improved bill. 

If there is any case to be made for the wildcatter, for the small 
fellow, we think that the Macdonald bill covers this adequately. 

But on the other hand, I have seen enough in Phillips and Humble 
Oil, their reports, Ohio Oil and the like, to know that they are not 
suffering under the present tax plus other benefits given them for 
exploration. They are adding constantly to their reserves. 

Mr. O'Hara. It seems to me that those who v: alidly objected to the 
Harris bill of 2 years ago, that exempted these, now come in and are 
the friends of the producers, the independent. 

Mr. Bremiiier. If I am not mistaken —— 

Mr. O'Hara, The wildcatters have not asked for that type of bill. 

Mr. Birmitier. I have forgotten the history of the bill in the House 
during the last Congress, but in the Senate that amendment was offered 
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by those who were fighting the Harris-Fulbright bill to exempt the 
small producer. 

Senator Douglas, of Illinois, offered that amendment. 

Mr. O’Hara. I do not remember it being offered. 

Mr. Bremitter. IJ said, I am not too familiar with the House history. 

Mr. O’Hara. I stated that they were objecting to it before and now 
they wanted it. 

Mr. Bremitier. No; I do not think there has ever been —— 

Mr. O’Hara. The same thing—spokesmen for the wildcatters have 
come in and they do not want that type of legislation. 

Mr. Bremitier. I do not think that there has ever been any real 
inconsistency on the part of the primary opponents of the bills that 
have been up in past years to exempt legitimate small operators. 

Mr. O'Hara. Mr. Chairman, I have used my 5 minutes. 

The Cuatrman. Mr. Dingell. 

Mr. Drncett. I would like to make a formal request of the chair- 
man, and I will put it in the form of a motion if the Chair so desires, 
that the Chairman of the Federal Power Commission and the Federal 
Power Commission be requested by the committee to furnish for the 
record a table of figures showing the comparative costs, per B. T. U., 
or any other unit of measure, of the several different competitive 
fuels—coal, bituminous and anthracite, and oil and natural gas—so 
that we might have some yardstick of understanding the price to the 
consumer in the various parts of the country of these 3 or 4 very im- 
portant fuels. 

The CuHarrMANn. Yes, we will undertake to get that. 

Mr. Drncetn. I would very much appreciate it, Mr. Chairman. 

In your statement—there were some remarks that you made which 
brought me back to a colloquy which eae place between Mr. Rowan, 
of TIPRO—the Texas Independent Producers and Royalty Owners 
Association, and at page 1567 of the record Mr. Rowan and I went 
into the precise points that you discussed in your statement, as to 
what the ultimate cost to the consumer would be, and as to what the 
royalty owners would be able to get under this bill. 

‘And I think Mr. Rowan as an experienced man in the industry will 
be able to give us a very good answer. 

Here is what happened. It begins actually at the bottom of page 
2566. Isaid: 

Mr. DINGELL. All right, Mr. Rowan. 

Which is reasonable market price, is it the average across the field or is it the 
same across the field, or is it some other figure? 

Mr. Rowan. Well, I would say it is the same across the field. It ought to be 
the same across the field. 

Mr. DINGELL. Is that what the reasonable market price is going to be under 
this bill? 

Mr. Rowan. In other words, whatever price they pay, whether it is reasonable 


or unreasonable, it ought to be the same to everybody. 

Mr. DINGELL. Then, would it be whatever the traffic would bear? Would that 
be a fair statement? 

Mr. Rowan. No. 

Mr. DINGELL. Whatever you can get from a buyer? 

Mr. Rowan. Whatever you can get from a buyer. 

Mr. DINGELL. In other words, whatever the traffic will bear, why, that is rea- 
sonable market price? 

Mr. Rowan. That is what they do on automobiles, and that is what they do 
on corn and everything else. 
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Mr. DINGELL. I happen to come from an automobile producing area, but I deny 
the statement. But we are talking about gas now. I want to know is it what- 
ever you can pry a buyer loose from? 

Mr. Rowan. Yes. 

Mr. DINGELL. That is what it is? 

Mr. Rowan. If you want an answer to it, yes. It is whatever a purchaser, 
ready, willing and able to buy the gas and transport it, will pay for it. 

Then a little later in the same colloquy, Mr. Rowan said this: 


Now, you price this gas so high that these housewives will not buy it in Michi- 
gan and New York and Massachusetts, and the price of gas is going to go down. 
Their business is going to fall off, their volume is going to fall off. 

So, in other words, it appears on the basis of this record right here 
in the transcript of Mr. Rowan of TIPRO, the reasonable market price 
will become whatever the consumer is ultimately willing to pay. Am 
I correct in that ? 

Mr.Biemiuer. I would regard that statement as pretty good evi- 
dence of our contention that this is what will happen if this bill becomes 
law. 

Mr. Dinceii. No further questions, Mr. Chairman. 

Thank you very much. 

The Cuarrman. Mr. Avery. 

Mr. Avery. Mr. Biemiller, I was not fortunate enought to be a Mem- 
ber of Congress to become acquainted with you when you served in this 
body and on this committee, so I am not as well versed on your philoso- 
phy as is my good friend, Mr. O’Hara from Minnesota. 

I note here on page 3 you note that— 
with natural gas producers now enjoying an almost unlimited seller’s market, 
the new rate concept of “market value” would, in effect, require the Federal Gov- 
ernment to legalize whatever the traffic will bear. 

In thinking about some problems we have had, you no doubt are 
quite familiar with the Davis-Bacon Act. 

Mr. Breminter. Yes. 

Mr. Avery. And does it. not briefly provide that the Secretary of 
Labor shall establish a prevailing rate in a given community ¢ 

Mr. Bremitirr. The Davis-Bacon Act does provide that the Secre- 
tary of Labor shall determine what is the prevailing wage rate in a 
given community. 

Mr. Avery. And it shall become 

Mr. Biemitier. It shall become the minimum rate to be paid on 
Government contracts. It was a law—the Davis-Bacon Act, just to 
refresh your memory, was passed in 1931—the coauthors being Sen- 
ator Davis and Congressman Bacon of Long Island. 

The act was passed in large part because Congressman Bacon was 
subjected in his district to an invasion of his area by low-priced scab 
contractors who brought into the area some very low-priced labor 
and then left them there at the end of the time to become charges 
on the public at that time. 

Mr. Avery. I am just concerned about the one term, the defini- 
tion of the term “prevailing wage.” How is the prevailing wage 
determined within a local area ? 

Mr. Biemitter. The Department of Labor checks with the State 
officials, and simply—— 
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Mr. Avery. I know how they find it out, We are all familiar 
with that. But how is it established in a community? What is the 
prevailing wage ? 

Mr. Bremiier. The wages that exist. 

Mr. Avery. And what determines it ? 

Mr. Biemitier., The bargaining power of unions primarily. 

Mr. Avery. The law of supply and demand ? 

Mr. Bremitter. No, 

Mr. Avery. No? 

Mr. Bremitier. No. 

Mr. Avery. What is it? 

Mr. Bremitter. I do not think that you can figure wages ever on 
the question of the supply and demand as an exclusive factor. The 
problem of wages is determined to a large extent by the fact that 
workers are human beings and are not commodities. 

And workers will natu lly fight to obtain the best living that they 
can. And as a result, I do not think you can apply the same con- 
cept to a prevailing wage that you can to a prevailing price. 

When you are talking about pricing, you are talking about prices 
of commodities which are articles of commerce, whereas a worker is 
a human being and we look upon him primarily in that fashion. 

Mr. Avery. Of course, we all recognize that. I would not de- 
bate that point with you at all. But the point that I am trying 
to get to is that it seems to me that I do not quite get the reason why 
you can object to a fair market value, to that langu: ige in this bill, 
and still I know that you would defend the prevailing price-con- 
tract provisions of Davis-Bacon. 

Mr. Bremitter. Not prevailing price, but prevailing wage. There 
is a big difference. 

I would add one further point since you have opened up that 
avenue. We regard gas in the same category as we do electricity. 
It is a utility, a public utility. And a long time ago, the oe 
people came to the conclusion that what had to be done in the area 
of public utilities, the distribution of gas and utilities, was that you 
had to create an artificial monopoly and regulate it. This is what 
we have done. 

Mr. Witirams. You say you consider natural gas, the natural gas 
business, as a utility. Do we infer from that that you do not con- 
sider natural gas itself as a commodity, but rather, as a service? 

Mr. Bremitier. No. I was coming to just that point, if you will 
allow me to continue in answer to the line of discussion which Con- 
gressman Avery opened up. 

Now, the distribution is beyond doubt a public utility; the distri- 
bution of gas is, to the best of my knowledge, regulated in all of 
the States. 

Mr. Avery. No argument about that. 

Mr. Bremitier. We are simply arguing that you cannot have an 
effective regulation of the price of gas to the ultimate consumer if 
you permit an open market concept to prevail at the wellhead. 

We say then all regulation breaks down, because in effect, the pub- 
lic utility commissions of the several States simply have to accept 
whatever the price is then set at as the going market price at the 
wellhead. 
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Furthermore, it has been established, as I think everyone recog- 
nizes, that the utility commission of the State of Ilinois or Michi- 
gan or Wisconsin has no constitutional power to try to regulate the 
price of gas in Texas or Arkansas or Louisiana, and as a result, this 
is a Federal question, and it has been so decided by the courts. And 
we want to see the Federal Power Commission retain effective regu- 
lation, and we do not think that a market concept would result in 
effective regulation. aed 

There is no market concept in electricity or in the distribution of 
gas. There the concept is cost of production, plus a reasonable profit. 
And that is the concept that the American people have been apply- 
ing in this area in the last 50, 60 years. 

Mr. Wittiams. Would the gentleman yield further? 

Mr. Avery. Surely. 

Mr. Wittiams. Would you apply the same yardstick to the cost 
of every commodity or service that goes into the operation of every 
utility? And if not, why not? 

Mr. Bremitier. No. 

Mr. Wituiams. Natural gas being one of the items in the cost of 
operation of a utility 

Mr. Bremitier. It is the major item, however, and in this instance 
is the item. 

Mr. Wituiams. You say it is the major item, Mr. Biemiller. Do 
you know that the price paid to the producer for his commodity, 
which is natural gas, is only about 10 perecent of the cost the con- 
sumer pays? How can you consider that to be the major item when 
the wheeling of it 

Mr. Bremitier. Because without it, you could not have the indus- 
try at all. 

Mr. Wittiams. That is very true. But it is not the major item in the 
cost of the utility operation. 

Mr. Biemitier. In a bookkeeping sense, I agree. I meant major 
in the sense that without it, the industry cannot exist. 

Mr. WitiiaMs. I am sorry, I did not mean to take over your time. 

Mr. Avery. That is quite all right. 

I would just as soon conclude this particular line of colloquy here 
that you have opened up. 

Mr. Witxiams. I will get back to that when I get to my second 
round. 

Mr. Avery. Where was1? | Laughter. } 

I will yield the floor, then. 

The Ciaran. Mr. Williams, do you have any questions ? 

Mr. Witiiams. Mr. Biemiller, I am not going to drag this question- 
ing out any great length. I think 5 more minutes will take care of 
mine, if ] use that much. 

Prior to the enactment of the “legislation” in the Phillips decision 
by the Supreme Court—and that is the way I refer to it because that 
is what it was, it was legislation by the Supreme Court 











Mr. Bremitirr. A concept in which I would differ with you. 

Mr. Winuiams. I will grant you the right to differ with me. But 
prior to that time, the production and sale of natural gas had been 
Just as free and uncontrolled as the sale of a can of sardines across 
the counter, had it not, except perhaps for some State regulation that 
may have been imposed ? 
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Mr. Bremutter. I am not prepared to give you a flat yes or no to 
that. I would want to check that back further. I am trying to re- 
member the details of the Phillips case. 

Mr. Wiu1aMs. Well, prior to the Phillips decision, there was no 
regulation or control of an independent producer over the sale of 
natural gas at the wellhead, was there ? 

Mr. Breminier. That is right. 

Mr. Wiuu1aMs. The Federal regulation applied to the transporta- 
tion of natural gas in interstate pipelines. 

Mr. Bremitier. Allright. O. K. 

Mr. Witu1aMs. Acc ording to your statement, since 1946, on page 
3—let us take this paragraph as it is. I do not want to take it out of 
context. 

Reflecting the ever-increasing demand for natural gas and a none-too-stringent 
regulation of its cost to the purchaser over the last 10 years, the average price 
at the wellhead has gone up from 5.3 cents per thousand cubic feet in 1946 to 
11 cents in 1956. 

Now, since regulation went into effect, or since Federal control went 
into effect by the legislation enacted by the Supreme Court, that gas 
has gone from 5.3 to 11 cents has it not? 

Mr. Bremittrr. The price of gas has gone up, but I do not think—— 

Mr. WituiaMs. That is right. 

Mr. Bremitierr. I do not think that the regulation has been very 
effective. 

Mr. Wituiams. Well, whether it was effective or not, since Federal 
regulation was placed or since the obligation of Federal regulation 
was placed on the Federal Power Commission, it has gone up to 11 
cents. Now, in all of the years of the free market, prior to the legis- 
lation enacted by the Supreme Court, natural gas had gone from zero 
to 5.3 cents, had it not ? 

Mr. Bremitier. Yes—go ahead. 

Mr. Witit1aMs. From zero to 5.3 cents. 

Mr. Bremitier. Zero in the sense there was none; yes. 

Mr. Wiuutams. Well, do you not think it would appear that a free 
market and the competition of a free market would tend better to hold 
the price of natural gas down than to permit it in 10 years to more than 
double in price ? 

Mr. Bremitier. No; I cannot—— 

Mr. WituiaMs. | ~— regulation. 

Mr. Briemiiier. I do not follow your reasoning there, because I] 
do not think that, prior to the period of about 10 years ago, natural 

gas had become a major factor in American life. 

Now, since—— 

Mr. WituiaMs. We have had natural gas in our home in Mississippi 
for 25 years, and it has been transported from Monroe, La. 

Mr. Bremiirer. But it is only in the last 10 years that you have had 
the tremendous pipeline development hitting the major areas. Prior 
to that time you had certain small fields in West Virginia, 
Pennsylvania. I, too, remember asa child a certain amount of natural 
gas coming into my home in Sandusky, Ohio. It was mixed with man- 
ufactured gas. 

Mr. Witu1AMs. That is right. 

Mr. Bremitier. And you had, primarily in the major areas, a re- 
liance on manufactured gas, with a little bit of this other material 
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coming in, until you had the development of the great Southwest 
fields, and then the subsequent development of the pipelines across the 
country. 

Mr. WitiiaMs. The point is that natural gas was at a nickel a 
thousand cubic feet before regulation, and today, 10 years after regula- 
tion went into effect, it is at 11 cents. 

Mr. Bieminier. We differ again, I want to insist, on the kind of 
regulation we have been having, because the Federal "Power Commis- 
sion, ever since the Phillips decision, has been harassed, shall I say, 
by a deluge of bills in the Congress that have been debated back and 
forth, and the FPC has never known whether it really ought to seri- 
ously regulate the price at the wellhead. 

Mr. Wiutu1ams. Whatever the reason may be, the fact remains—— 

Mr. Bremiier. That fact is indisputable. 

Mr. Wriu1aMs. That natural gas was cheap—— 

Mr. Bremitter. Compared to what it is today. 

Mr. WiiuiaMs. Before regulation, and now it is expensive. 

Mr. Bremritier. Compared to what it is today. 

Mr. WituiAMs. Regardless of what the reason might be, that is a 
fact. Now, on page 4 of your statement, wharaia you tell how much 
the price of natural gas is going to rise if this Harris-O’Hara bill is 
enacted, you make this statement: 

In addition, this kind of “price fixing’ could add another $175 million to 
the bills of electric-energy consumers who buy power from companies that use 
gas as fuel in generating electricity. 

Do you feel that that in itself is simply but another reason why 
the Federal Government should regulate the price of natural - 
Mr. Bremiuuer. Certainly, because, if we have unregulated ga 
production, in our estimation this will add some more cost to con- 

sumers on their utility bills. 

Mr. Witu1aMs. That is right. 

Mr. Bremitier. That is right. 

Mr. Wiu1ams. In that case, in the case of the electric companies, 
the gas does not go through the electric lines, does it? 

Mr. Bremiruer. No. 

Mr. Witiiams. It generates the electricity, does it not? 

Mr. Bremiier. Correct. It is used to fire the boilers. 

Mr. Wituiams. You have justified, a few minutes ago, the control 
of natural gas when you distinguish between natural gas going into 
an interstate pipeline and you distinguish between service and com- 
modity, and so forth, and you said that it was a rather peculiar prod- 
uct, with which I agree, and that, for that reason and because of the 
fact that it was a commodity that flowed through the lines, it made 
up the chief cost to the consumer. Now, does the same hold true 
in the generation of electricity; that the fuel used to generate the 
electricity is the chief item of cost in the distribution of electricity ? 

Mr. Bremiuier. What you are raising here is a rather peculiar 
incident of one utility serving another utility. Actually, the cost of 
electricity and the cost of gas that go to commercial enterprises, in 
our opinion, should be regulated, and is regulated, by the several 
States. You simply happen to have a peculiar instance of one utility 
serving another. I can foresee a comparable situation arising in the 
future, and I think we are laying the groundwork for that. 
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We now have electricity serving atomic-energy plants. 

Mr. Witu1aMs. That is right. 

Mr. Bremituer. But I certainly do not want a free market in elec- 
tricity and electricity serving atomic-energy plants, and I think the 
analogy follows. 

Mr. Wittiams. All right. We do not want a free market in the 
distribution of gas. My position is, though, that gas, like any other 
commodity, whether it be timber, gravel, or any other mineral that 
comes from the soil, the sale of that is a local operation and, there- 
fore, in my opinion, the Supreme Court decision was just as wrong 
and as unconstitutional as it could be. But that is my philosophy. 

In following up on that and in line with what you said a moment ago 
about the natural gas that goes into the generation of electricity, if 
that gas is brought in from an interstate pipeline, then it is your con- 
tention that it should be controlled by the Federal Government; is 
that right ? 

Mr. Bremitier. Correct. This is the only possible source that that 
utility can get. gas from. 

Mr. WitiiaMs. All right. 

Would you apply the same yardstick in the case of coal ? 

Mr. Bremitier. No, because the utility can get coal from a hundred 
or a thousand different areas. 

Mr. Wirutams. Mr. Biemiller, do you not know, as a matter of fact, 
that several coal companies more or less dominate the coal industry 
in the same manner that you say several natural gas companies dom- 
inate the field of natural gas? 

Mr. Bremtiier. I do not think you can find the same concentration. 

Mr. Witi1ams. How about steel that goes into utilities? 

Mr. Bremitier. There is a series of hearings that we think Senator 
Kefauver is going to start around the 15th of June that will be going 
into this problem, and we will be watching it with a great deal of 
interest, dealing with the question of administered prices, which is a 
problem that is arising in steel, autos, and a few other great, huge 
institutions where there are these huge concentrations of capital. I 
willagree. 

But there still is a kind of competition that exists in these areas 
which does not exist in the electrical or gas utilities. 

Mr. Wirrtams. Of course, it is rather difficult for me to reconcile 
Senator Kefauver’s efforts to relinquish Federal control over anything. 

But how many steel companies would you say control the steel 
industry, or dominate the steel industry ? 

Mr. Bremtiier. Dominate the steel industry? A half dozen. 

Mr. Wirr1aMs. A half dozen. 

Well, steel being a part of the costs of the utility operation, why 
should not steel also be federally regulated ? 

Mr. Bremitirr. I will be very interested to see 

Mr. WitrraMs. In interstate commerce, of course. 

Mr. Bremrucer. I will be very interested to see what the outcome of 
these hearings to be opened by Senator Kefauver will be. 

Now, it is true, and we have been making this point for some time, 
that we think there have been unwarranted price increases in the 
steel industry. We think they have jacked their prices up out of pro- 
portion to all other kinds of costs that exist in that industry. We do 
not like this situation which exists. ; 
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But there still at least exists a technical competition in that industry 
which does not prevail in the gas industry in terms of the consumer, 
be it a commercial or a domestic consumer , and there is the difference. 

Mr. Witutams. As I understand it, you just differ in your opinion 
of whether there is competition in the natural gas producing field, with 
some of the expert witnesses who have testified here to the effect that 
there definitely is. So I will leave that as it is, and yield to the 
gentleman from Minnesota. 

Mr. O'Hara. I was just going to ask you this, Mr. Biemiller: Take 
steel costs. As I recall, over the last 4 or 5 years—and this is very 
vague and very hazy- the triggering off of the cost, or the rise of steel 
prices was triggered off by wage increases. 

Mr. Breminier. Each time 

Mr. O'Hara. I do not mean that each time they did not add a little 
something on. 

Mr. Bremitirr. A “little something” is putting it very mildly. 

Mr. O’Hara. But, nevertheless, each time there was an increase in 
steel, it was precipitated by a wage increase or strikes. 

Mr. Bremiuter. The increases have, in terms of the general public, 
seemingly always followed wage increases. There is a time correlation. 

But, as we have pointed out, and I shall be very happy to send you 
the data on it, you will see what the story is, the price increases have 
never borne any relationship whatsoever to the wage increases, and in 
most instances we think the wage increases could have been absorbed. 

But, whether they could have been absorbed or not, you will find 
that the price increases have been anywhere from 200 to 400 percent 
above the wage increase. That is per ton I am talking about. 

Mr. O'Hara. Well, take cars, if I may have one more question. 
Now we are confronted with practically three great car makers, are 
we not, General Motors, Ford, and Chrysler, and again there we have 
had a series of wage increases, and properly so. We are now paying 
a lot more for cars. 

I mean, when you take somebody who has been driving a Lincoln 
and who drives a Ford, there is one answer. They are just driving 
me out of the market. 

Mr. Breminier. But I should be very happy, again, to furnish you 
with those data, which will show at the time of the last auto increase, 


which, if I recall—and I am talking from memory now, but I A 
T am not far off—— 


Mr. O'Hara. So am I. 

Mr. Biemitier. The wage package was about a 22-cent package. 
The price increase was way in excess of that per hour. Plus another 
point I should like to make, that General Motors, at the time it got 
a wage increase which brought the average wage of the industry to 
around $2.40, was making a profit per hour per worker of $3.16. And 
vet they insisted on adding even more than the wage increase was, to 
the cost of the car. 

Now poor little Ford was not doing quite so well. They were only 
making $3.04 per hour profit per worker. 

It is this kind of situation that we think ought to be understood. 

But, even waiving all that, might T point out to you, Mr. Congress- 
man, that you at least can go out and try to make a deal between a 
Ford and a Chevrolet and a Plymouth if you want to argue in that 
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rice range, but you cannot go out and make a deal for gas. You 
eens got to take the gas that comes to your door. 

Mr. O’Hara. If we are going to be circumscribed by three large 
manufacturers of automobiles, I would say we are all captives of those 
three automobile manufacturers. 

Mr. Bremmier. What a greater captive you are of just one pipe- 
line company coming to your door. 

Mr. O’Hara. Well, of course, in the field, I think there is quite a 
lot of competition, and there is getting to be more and more competi- 
tion by pipelines in the various States as they build additional pipe- 
lines. I think there is an element of competition. It is not all captive. 
I will admit that some of it is, but it is not all captive. 

Mr. Bremitirr. It is about as close as you can get. 

Mr.O’Hara. That is all. 

Mr. WiuuiaMs. Mr. Biemiller, I have one more question. 

Generally, I think it can be said that the price of the natural gas 
that is received by the producer, amounts to less than 10 percent of 
the bill paid by the consumer. Now, I say less than 10 percent, but 
assuming that it should be 10 percent, let us take a hypothetical case 
of the gas that costs the housewife a dollar, 10 cents of which goes to 
the producer with, say, 40 cents going to the pipeline, and 50 cents to 
the distributor, or leave that any way you want to take it, 10 cents of it 
oes to the producer. 

The producer’s price goes up 10 percent; that is a penny, is it not? 
Is there any reason why, by the time th: at reaches the consumer, it 
should reflect more than a penny in the final bill paid by the consumer ? 

Mr. Bremitier. But if there is regulation, just to use your hypo- 
thetical example—— 

Mr. Witu1aMs. I mean with or without regulation now. I am trying 
to show that even if the price of natural gas at the wellhead goes up 
10 percent, in such case the price paid by the consumer goes up only 
1 percent, does it not, if that is reflected in the price? 

Mr. Bremrtier. But let me backtrack a moment for you. If we are 
regulating the 50 cents and the 40 cents, why is the 10 cents exempted ? 
You also seize on the hypothetical case of a penny, but if it goes up 
a nickel and a dime, that is also reflected, is it not? 

Mr. WirtaMs. Oh, yes. 

Mr. Bremitter. All right. 

Mr. WiritaMs. Oh, yes, if it goes up a nickel or a dime. If it goes up 
a nickel, if it goes up 50 pere ent, it is still only reflected by some 5 
percent in the cost of the consumer. 

Mr. Bremitier. But it is reflected at a person who has no alternative. 
All that consumer can do is pay that bill. 

Mr. Witurams. The consumer does not have any alternative, either 
when under regulation it goes up. 

Mr. Bremer. That is correct, but at least he has the protection 
of a regulatory authority which is stopping price gouging. 

Mr. Wititams. Oh, yes. I will agree with you on that. 

But the fact remains that when the price of natural gas under such 
¢ ircumst: inces goes up 1 cent, if that increase is reflected in the con- 
sumer’s bill exclusively, that increase, it only goes up a penny. 

Mr. Bremiiter. But if it is an unfair increase, it should not be there. 

Mr. Witt1ams. Do you know of any reason why an increase of 1 cent 
at the wellhead might reflect an increase of 5 or 6 cents to the con- 
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sumer? It was testified last year, I do not believe it has been testified 
this year, but it was testified last year that whenever there was an 
increase in the price of natural gas at the wellhead, that it usually 
resulted in a 4- to 5-cent increase to the consumer. 

Could you state any reason why that should be true? 

Mr. Bremiuter. On that problem, you would have to talk to the 
persons on the regulatory commissions. I mean, they are the only ones 
who could give you that answer satisfactorily. 

Mr. Wru1aMs. The point I am getting at is this: Where the trans- 
portation and the distribution of natural gas amounts to more than 90 
percent of the consumer’s bill, do you not think that it is a rather small 


thing to be worrying about that little bit that the producer might 
get at his end of it? 


Mr. Bremitirr. No. 

Mr. Witi1ams. And do you aot think you are making a mountain 
out of a molehill? 

Mr. Bremitier. No, I cannot agree with you. 

Mr. Wiriu1aMs. Perhaps you should take a closer look. 

Mr. Biemitirr. I cannot agree with you, Congressman Williams. 

Mr. Wirrasams. Perhaps you should take a closer look at the way 
some of these pipelines and distributors are being regulated. 

Mr. Bremitier. You may have a point there. I am for the stiffest 
kind of regulation on the distributor and pipeline; and I recall an 
attempt, which C ongressman ©O’Hara will recall, in 1949, of certain 
Members of Congress who wanted to pull pipelines out from under. 
You will recall there was a bill before us in 1949 to that effect. And 
I would furthermore very frankly fear that if you leave the producer 
out from under regulation or put him under what we consider inade- 
quate regulation, 2 years from now you will have the pipelines coming 
in and saying, “Ww hy don’t we get the same treatment?” And there 
could be logic to that position. 

Mr. WiuuiaMs. Let us assume, Mr. Biemiller—as you know, you 
and I disagree with respect to the philosophy involved in this. 

Mr. Bremiuver. I understand that. 

Mr. Wuuuiams. Let us assume, Mr. Biemiller—as you know, you 
believing that all of these things in this industry should be regulated. 
Person: ally, I have no objection whatsoever to a State regulating the 
production and sale of natural gas in that State. 

But my objection is to the Federal regulation of it. 

Now, assuming that you are correct in feeling that all three seg- 
ments of this industry should be regulated, should you not by the 
same token say they should be regulated by the same agency ? 

Mr. Bremiier. That is constitutionally impossible. 

Mr. WiutaMs. That is what I have said about the production of 
gas, it is constitutionally impossible to regulate it. But the Supreme 
Court has done it. 

Mr. Bremer. But the Supreme Court has at the same time said 
no State can regulate the production of natural gas. There is no 
way that the Legislature of Wisconsin can exercise control over the 
cost of natural gas in Texas. 

Mr. WituraMs. Then it all boils down to the proposition we are 
just subject to the whims and fancies of the Supreme Court, and that 
we are at their complete mercy. 
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Mr. Bremixer. I would not say we are subject to the whims. I 
believe this has been the American form of government since 1789. 

Mr. Witu1aMs. Yes, but it has been a government of laws and not 
of men, prior to this present Supreme Court. 

Mr. Bremitier. There always have been men on the Supreme Court, 
no automatons. 

Mr. Wituiams. I yield the floor. 

Mr. O'Hara. 

Mr. O’Hara. Mr. Biemiller, I want to say that my home State of 
Minnesota does not have a regulatory commission. There is one other 
State, but I have forgotten which one it is. By that 1 mean we do 
not have a utilities commission which regulates the price of electricity 
or of gas. 

We do have the Railroad and Warehouse Commission, which fune- 
tions in the railroad field and in transportation. 

I was just noticing the chart which was in the report on the Har- 
ris bill, the price of gas in Washington with reference to—this is ac- 
cording to the 1953 annual report “of the FPC. The price paid to 
the producers in the field was 11 cents per thousand cubic feet. The 
cost of transportation, or the pipeline company was paid 34 cents. 
The price received by the interstate pipeline company was 45 cents 
per thousand cubic feet. And the cost of distribution to the Washing- 
ton customer was 94 cents; or a total of what you and I paid in 1953, 
as gas users, of $1.39 per thousand cubic feet, which illustrates the 
point Mr. Williams makes as to the small amount that the producer 
gets, comparatively, to what the consumers have to pay. 

And I do think that it has been—there have been a lot of statements 
as to that. 

Mr. Biemiller, you will, 1 think, frankly admit that this bill, the 
Harris-O’Hara bills are completely different from the Harris bill of 
1955 in that they do provide for control of the producer, the inde- 
pendent producer, who sells his gas in interstate commerce from the 
wellhead. You do admit that? 

Mr. Bremitter. Different in structure, but not in intent, in our 
opinion. 

Mr. O’Hara. Well, as one of the authors of it, I just want to say 
I am sorry to have to disagree with you. 

Mr. Bremiier. I added, “in our opinion.” I respect your opinion. 

Mr. O'Hara. That is all, Mr. Chairman. 

The CHatrMan. In order that we may pinpoint the differences of 
opinion just very briefly, is not the difference which you have with 
the bill this: that you believe the independent producer of natural gas 
should be controlled and regulated as a public utility, and the bill 
relieves the regulation of the independent producer of natural gas as 
a public utility, and establishes a different criterion or a formula 
for i 

Now, is that not actually the difference here, to pinpoint just what 
the issue is? 

Mr. Bremitter. I think that isa fair statement. 

The Cuatrman. And, after all, that is the one and primary point 
at issue in this whole thing, is it not ¢ 
Mr. Biemitier. Yes, that is the basic issue. 
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The Crarrman. You think there should be control as a public 
utility, and many of us think that they cannot be controlled and sur- 
vive as an industry as a public utility. 

Actually, that is about the only issue which this committee and Con- 
gress has to determine on this particular question. 

Mr. Bremitier. Yes. 

The Cuatrrmman. Mr. Dingell? 

Mr. Dincett. Thank you very much, Mr. Chairman. 

There was just one question that was asked you, Mr. Biemiller, 
which interested me, and it had to do with your statement on page 3 
having to do with the rise in gas prices over this last period, and you 
stated that the aver age price at the wellhead has gone up from 5.3 cents 
to 11 cents per thousand cubic feet in 1956. 

It would only be fair to say that, during a period of regulation of 
this particular sort, it went up that amount. It would not be fair to 

say that because of the regulation it went up that amount ? 

Mr. Brewiiirr. No; not at all. 

Mr. Dinceit. Nor would it necessarily follow that, had that regula- 
tion not been present, it would have gone up less; am I correct in 
my understanding ? 

Mr. Bremiuirr. I would add to that. I will agree with your state- 
ment, but add to it that I think that if we had not had all of the 
uncertainty as to whether there really was to be regulation or not, it 
probably would have been held down more. 

Mr. Dinceit. By the Federal Power Commission, had they acted 
more vigorously during this particular period ? 

Mr. Bremner. Yes: exactly. 

Mr. Dincenx. It would also be fair to say that this regulation also 
has perhaps kept this gas price down, and we do not know what it 
would be today if it had not been for this, in view of the monopolistic 
situation which exists in the producing industry; am I correct ? 

Mr. Bremituier. I think that is a reasonable statement. 

Mr. Dineen. No further questions, Mr. Chairman. Thank you 
very much. 

The CuatrmMan. Mr. Avery? 

Mr. AVERY . 1 have no questions. 

The Cuamrman. Mr. Biemiller, let me express, on behalf of the 
committee, our thanks for your presentation here today in behalf of 
the organization that you represent, and presenting your position 
regarding this legislation. In view of the 3 or 4 questions I asked of 
vou just a moment ago, which clearly point up the issue here, I see 
no point at all in our entering into a question-and-response period 
here for an hour or so which would bring out nothing but what we 
did point up in those 2 or 3 brief questions. We have, of course, been 
fighting over this issue, so to speak, on different sides of this issue, 
for 10 years now. 

Mr. Breminurr. Yes. 

The CuarrmMan. Beginning, of course, in 1948 or 1949, at least; 
1949, at which time you were in the House of Representatives, and 
on this committee, too. Consequently, you have expressed your views 
and worked for what you thought in your own mind and you believed 
was the right course. I have done the s same thing. We have been 
adversaries, but respect each other’s views. 
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Your position here today is no different from what it was in 1949. 
My position is a little different from what it was then, not because I 
feel any different, but because in the years as things have developed, 
they reached a point where this is about what seems to me should be 
done at this time, and what can be done. And it is for that reason, 
for the first time, 1 have ever come to this committee or to the Con- 
gress and suggested that a direct method of regulatory control be pro- 
vided for the independent producers of natural gas. 

I had hoped we could find more of those who had been against 
setting up some workable procedure in the past few years, who would 
understand the purpose and intent and the sincerity behind it wt 
Mr. O’Hara and I had, and join us in working out some kind of 
solution to this problem which the industry can live with and the 
consumers would benefit thereby. We are very glad to have had you 
back before the committee again in the present: ition of this matter 
from your viewpoint. 

Mr. Bremitier. Thank you, Mr. Chairman. We appreciate very 
much the opportunity to present our ideas on this question. And, of 
course, I always am doubly happy to appear before my old committee 
and see all of my old friends. It is too bad that you cannot — 

The Cuarman. I am sorry we did not have more of them here 
today. 

Mr. Bremituer. So am I. It is too bad you cannot go far enough 
to drop that word “not” out of your bill, and then m: aybe we could 
sit down and talk it over with you in much better shape than we can 

at the present time. Thank you very much. 

The Cuatrrman. Yes. You would be surprised to know what an 
ambiguous sentence that would be if you just dropped the word “not” 
out of it. Do you realize how it would read? The Federal Power 
Commission would throw up their hands in disgust, and rightfully so. 

Mr. Bremitier. Thank you, Mr. Chairman. 

The Cuatzuan. Thank you a lot. 

(The statements of Walter P. Reuther and Joseph W. Childs are 
as follows :) 


STATEMENT BY WALTER P. REUTHER, PRESIDENT OF THE UAW, IN OppPosritrion TO 
H. R. 6790 ann H. R. 6791, May 31, 1957 


Mr. Chairman and members of the committee, on behalf of the nearly 1,500,- 
000 members of the UAW and their families, most of whom are gas consumers, 
all of whom would be hurt by the upward spiraling of all fuel prices that 
would follow the sharp increases in gas prices triggered by enactment of H. R. 
6790 and H. R. 6791, we present this statement urging you to defeat the bills 
cosponsored by Representatives Harris (Democrat, Arkansas) and O’Hara ( Re- 
publican, Minnesota ). 

We endorse and support testimony presented to you by mayors and governors 
in opposition to this proposed amendment of the Natural Gas Act of 1938s. 

We believe that the promotion of the free flow of commerce and the general 
welfare ‘will best be served by Federal Power Commission enforcement of the 
Natural Gas Act of 1938 as it now stands under the Supreme Court’s 1954 
Phillips decision. We believe the FPC can administer that act as is so as to 
protect the consumer interest without undue burdening of producers, pipeline 
companies, and distributors and without endangering the sterdy supply of gas 
for many years to come. 

But to test the good faith of those who plead for the so-called small, inde- 
pendent producers who were described to you by FPC Chairman Kuykendall as 
doing business in their hats, we suggest that you might substitute H. R. 6815, 
the Macdonald-Heselton bill, which would exempt the 95 percent of all producers 
who altogether control only 9 percent of the interstate gas sales, while con- 
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tinuing FPC regulation of the 5 percent of the oil and gas companies who make 
91 percent of the sales in interstate commerce. 

The FPC can now, without any new legislation, make reasonable classifica- 
tions and do first things first by giving first attention to the prices of the 5 
percent of the producers who dominate the market and thereby determine “the 
reasonable market price,” meaning what the market will bear. But, if your 
committee must recommend legislation, and if the 85th Congress must legislate 
in this field, then the least damage will be inflicted by enactment of H. R. 6813. 

Enactment of H. R. 6790 and H. R. 6791, with or without the amendments 
recommended by the Eisenhower administration, will immediately expose more 
than 20 million gas consumers to price increases. We believe this upward 
spiraling eventually will amount to an average increase of 15 cents or more per 
thousand cubic feet. This will mean a total increase in gas prices of more than 
$950 million a year, distributed among the States in the approximate amounts 
shown in the table attached at the end of this statement. 

Careful estimates show that enactment of such a bill will increase the value 
of presently reported gas reserves by more than $30 billion, one of the greatest 
windfalls in history. : 

In the purest, strictest sense of the word, the price increases permitted by 
this bill will be inflationary. 

They will be increases not required to meet costs. 

They will be increases extorted from gas consumers caught with $12 billion 
invested in gas stoves, furnaces, water heaters, refrigerators, clothes driers, and 
other equipment. They can escape only by scrapping that equipment and invest- 
ing in other equipment using other fuels whose prices can be expected to go up 
as gas prices go up. 

It will further increase the already fat profits of the oil and gas industry. 

It will be another sacrifice to the disproved trickle-down theory of prosperity 
that has taken us over the brink in the past and may do so again. By driving 
for increases in the price of both oil and gas far above costs plus fair profits, the 
oil and gas industry is giving added force and speed to a general inflationary 
spiral of profiteering through a system of administered prices. In this system 
the competition is in keeping prices up and boosting them higher, rather than in 
cutting them down in order to increase volume of sales and thereby to maintain 
fair profits, maximum consumption, production, and employment in an economy 
that must expand year by year to keep up with steadily improving technology 
and with a population that increases at the rate of 8,000 persons a day. 

Consciously or unconsciously, the present campaign of “economy,” of budget 
cutting with the bait of lower taxes, is a clever device used by the Madison 
Avenue manipulators of public opinion to channel resentment against the steadily 
rising cost of living away from price and profit gouging in goods and services 
including high interest rates and tight money, and to focus it on costs of govern- 
ment and taxes. 

If your committee wants to make a genuine contribution to the fight against 
inflation, if you want to slow down the continuing rise in the cost of living, if 
you want to stop the dangerous boom and bust cycle in which more and more 
consumers are persuaded to go further in debt but, even so, are able to buy 
fewer houses, cars, washing machines, and other necessities than they need and 
want, you can best make that contribution by voting against H. R. 6790-1. 

This is a very practical way to slow down the cycle of price and profit gouging 
that, if continued, will price more and more consumers out of the market. 

Already, housing starts, which should be at the rate of 2 million a year, are 
down below 1 million, and most of these new houses are in the higher price 
brackets. 

In automobiles, production is far below capacity and below the levels achieved 
in the past. This is due to price increases that were unjustified by wages er 
other costs. For 2 years we have been urging a congressional investigation to 
get the facts about prices, profits, and wages. We are confident that the facts 
will show the price increases to have been uncalled for by economic facts or 
justice, and to have been harmful to consumers and to the national economy. 

Last September, Carl E. Fribley, who was then president of the National 
Automobile Dealers Association, warned that the announced pricing policies 
of the automobile producers would cut the volume of 1957 sales. Here is his 
“IT told you so” statement, which appeared in the Automotive News of April 29, 
1957: 

“As long ago as September 8, 1956, when I spoke to dealers of Maine, I 
suggested that increased manufacturing costs of 1957 automobiles should be 
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absorbed by the manufacturers. It was my belief that dealers would be unable 
and the public unwilling to absorb much higher prices even on the greatly 
improved 1957 models. 

“I further pointed out that, while it was the prerogative of manufacturers to 
price cars at wholesale, dealers throughout America had a tremendous interest 
and stake in the final pricing. My concluding remarks in Maine stressed the 
fact that pricing of the 1957 models could mean the difference between a 614-to T- 
million-car year, or a 514- to 6-million-car year. 

“Today, almost 8 months later, I can see nothing that would change these 
remarks.” 

Although our industry is afflicted with “administered prices,” it does not have 
the monopolistic characteristics of the gas industry. Consumers still have some 
choices within price brackets and among makes, To deal with inflationary price 
increases for cars, trucks, and farm equipment, we have urged advance public 
notice of proposed increases, with hearings to develop facts for and against 
such increases, relying on the force of informed public opinion to do the rest. 

In the case of gas, where consumers can exercise no effective choice, cannot 
postpone purchases nor do without, effective regulation is needed. Attempts to 
compare the gas industry with the steel, automobile, or coal industry are wide 
of the mark. They are different because consumers have choices among sellers 
and kinds of steel, automobiles, and coal. 

You may say, well, the members of the UAW are protected by cost-of-living 
escalator clauses in our contracts; what have we got to lose by increases of 
from $40 to $55 a year in higher gas bills for cooking and heating? Won't 
our members get wage increases to pay these higher gas bills? 

There are several answers. 

First, inflation in the national economy costs us jobs. Any inflation which 
cuts down mass purchasing power hurts mass production and we work in mass 
production industries in a mass production economy. 

The million car loss of sales, and production, predicted by Mr. Fribley as the 
result of price gouging imposed on the American people by the automobile in- 
dustry alone has cost our members at least 100,000 jobs. This means personal 
and family tragedy. It means tragedy for many plant owners and mangers. It 
means tragedy for local communities. It means weakening of our economy. 
And, in the present world situation, economic weakness means danger to our 
national security. 

Second, the cost-of-living adjustments in our contracts are always after the 
facts of higher prices, higher rents, higher charges for medical care. Moreover, 
inflationary increases cut the value of our members’ insurance policies, of such 
savings accounts as some may have, such Government bonds as they may have 
and be trying to hold on to, and of certain payments under our present collec- 
tive bargaining contracts such as benefits for sickness and accidents. We do not 
have a carry-back provision. 

Third, our retired members, living on fixed OASI benefits and supplemental 
pensions negotiated by collective bargaining, are hurt. They fall behind. 

Fourth, we believe we can only make progress with the community, not at 
the expense of the community. We know that price and profit gouging, either for 
gas or for cars, is wrong both economically and morally, and we are committed 
to fighting it all along the line. 

We deplore the House rules prohibiting the public broadcast of the public 
hearings on this bill. We believe the public interest, convenience, and necessity, 
to quote the languge of the Communications Act, would have been well served 
by permitting the broadcast of the entire proceedings. 

The need for such broadcast of these hearings has been emphasized by the 
very slight attention given them in the general press. Undoubtedly most 
Americans are unaware of the fact that such hearings are going on. Outside 
of the oil and gas industry, probably not more than one in a million Americans 
knows that the Eisenhower administration amendments to H. R. 6790-1 do not 
propose to make the cost of natural gas a measurement that must be taken into 
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consideration by the FPC in setting gas prices. On the contrary, because the 
few abbreviated press reports stated that the Eisenhower administration recom- 
mended removal from H. R. 6790-1 of the prohibition against the use of cost, 
nearly everyone jumped to the conclusion that the Eisenhower administ ration is 
intervening in these hearings to protect the gas consumers of the country. 

Of course, as the members of the committte, the newsmen, and the lobbyists 
covering this hearing know, the Eisenhower Administration is doing no such 
thing. 

Under the Eisenhower amendment the FPC may—or may not—use cost as a 
measurement in determining prices. 

By the examples he gave in his testimony, FPC Chairman Kuykenhall made it 
pretty clear that cost would be considered in raising gas prices more often than 
in lowering them. Moreover, the costing he had in mind was not the con- 
ventional rate base regulatory method, but abstract considerations of general 
cost increases, of labor services and materials. 

The Eisenhower amendment removing the prohibition against the use of cost 
in determining gas prices but not requiring such use, appears to be a Judas 
goat trotted out to lead the gas consumers up the runway to slaughter under the 
provisions of H. R. 6790-1. 

If the Eisenhower administration had intended to give gas consumers the pro- 
tection which President Eisenhower talked about when he vetoed the bill last 
year, and which he still talks about, it could have recommended that— 

1. H. R. 6790-1 be amended to require that cost shall be included as a 
measurement that must be used in determining price, perhaps along with the 
rubbery indefinite “considerations” already set forth in section 13C (2 

2. H. R. 6790-1 be amended to direct the FPC to determine the just and rea- 
sonable price of natural gas instead of the reasonable market price of 
natural gas. 

3. H. R. 6790-1 be amended to strike out the statement that natural gas is 
a commodity and to substitute a statement of the obvious fact that the 
production, transportation, and distribution of natural gas is a complex 
service that, because of its inevitably monopolistic characteristics, requires 
Federal utility type regulation in the public interest. 

Any legislation which sets up the reasonable market price of gas as the price 
to be charged pipeline companies and ultimately the consumer simply legalizes 
price increases to the limit of what the sellers can demand and get in a seller’s 
market. It would reduce the Federal Power Commission to a mere recorder of 
such prices, giving official sanction and sanctity to prices far in excess of cost 
and not even related to costs. 

This is the only conclusion we can draw from the bill itself, from the testimony 
of administration witnesses and the statement made by the author of H. R. 
6790-1 in debate upon his earlier bill. As pointed out by the United States 
Mayors’ Committee on Gas Legislation, Representative Harris said on that 
occasion : 

“If the Government is to regulate the price which the producer receives for gas 
sold to an interstate pipeline, it should not regulate the price below what the 
gas will bring as a commodity in the open market. To reduce the price below 
the market would be unfair, and would be a discrimination against the producer 
who had gas to sell instead of steel, automobiles, or other commodities.” [Italic 
supplied. } 

But no buyer of steel, cars, or trucks is compelled to take one particular car 
or none, as gas consumers must do with the gas at their meters. 

To the best of our knowledge, the chairman’s position as cited above is still 
his position. We assume this would be his interpretation of H. R. 6790-1. 
We find nothing in the present bill that would run against such an interpretation 
and much to support it. The Eisenhower amendment to cancel the prohibition 
against considering cost perhaps clouds the interpretation slightly but does not 
destroy it, particularly insofar as the present majority of FPC members are 
concerned. 

Figures indicating that oil and gas companies are (1) making profits far higher 
than the average for American industry and (2) continuing and expanding the 
drilling of new wells are set forth in an attached memorandum. 
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TanLe I.—2Zffect of increased field prices, by States, based on 1955 utility 
sales of natural gas 


| | 
| Annual cost of field-price increases per 
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Tilinois_----- alta js 298, 260, 000 14, 913, 000 | 44, 739, 000 
Indiana _-_-- mae 84, 460, 000 4, 223, 000 12, 669, 000 
Michigan. --___- | 192, 890, 000 | 9, 644, 500 | 28, 933, 500 
Ohio- ran a . 533, 410, 000 26, 670, 500 | 80, 011, 500 
Wisconsin ___---- . a 39, 140, 000 | 1, 957, 000 | 5, 871, 000 
Iowa i 105, 680, 000 5, 284, 000 | 15, 852, 000 
Kansas 244, 950, 000 | 12, 247, 500 | 36, 742, 500 
Minnesota Apes bahia ‘ 109, 140, 000 5, 457, 000 | 16, 371, 000 
Missouri ah o 192, 540, 000 9, 627, 000 | 28, 881, 000 
Nebraska -_- 96, 310, 000 | 4, 815, 500 14, 446, 500 
North Dakota Send ay 4, 930, 000 246, 500 | 739, 500 
South Dakota__- xat? al 16, 860, 000 843, 000 | 2, 529, 000 
Delaware. - - - ant 2, 700, 000 | 135, 000 | 405, 000 
District of Columbia- --.------ sented 15, 460, 000 | 773, 000 | 2, 319, 000 
Florida 7 | 26, 330, 000 1,316, 500 | | 3, 949, 500 
Georgia-____- hn os 135, 440, 000 6, 772, 000 | 20, 316, 000 
Maryland 000 | 2, 000, 060 | 6, 000, 000 
North Carolina__-- 000 540, 000 | 1, 620, 000 
South Carolina 000 | 652, 500 | 1, 957, 500 
Virginia 000 1, 991, 500 | 5. 974, 500 
West Virginia 50, 000 | 5, 142, 500 | 15, 427, 500 
Alabama 50, 000 7, 378, 000 | 22, 134, 000 
Kentucky , 000 | 4, 134,000 | | 12, 402, 000 
Mississippi , 000 5, 911, 000 17, 733, 000 
Tennessee 000 5, 755, 500 17, 266, 500 
Arkansas , 000 | 8, 314, 500 | | 24, 943, 500 
Louisiana. 000 20, 720, 500 | | 62, 161, 500 
Oklahoma 000 9, 375, 000 | ; | 28, 125, 000 
Texas_ 1, 000 50, 809, 000 | 101, 618, 000 | 152, 427, 000 
Arizona 000 | 3, 923, 500 | 7,847, 000 | 11, 770, 500 
Colorado 000 6, 247, 000 | 12, 494, 000 18, 741, 000 
Montana , 000 2, 174, 500 4, 6, 523, 500 
New Mexico. . 000 3, 666, 000 | 7 10, 998, 000 
Nevada. , OOO 136, 000 | 408, 000 
Utah 000 | 2, 612, 500 5, 7, 837, 500 
Wyoming , 000 1, 262. 000 2, 524, 000 | 3, 786, 000 
California _- , 000 41, 495, 500 | 82, 991, 000 124, 486, 500 

United States_ ...| 6,333, 740,000 | 316, 687, 000 | 633, 374, 000 950, 061, 000 


1 The following States had no utility natural gas sales in 1955: Maine, Vermont, Idaho, Oregon, and 
Washington. 


PROFITS IN THE OIL AND GAS INDUSTRY INCREASE 


Oil-and-gas industry propaganda about the blighting effects of Federal regula- 
tion is contradicted by corporation reports on recent profits, drilling new wells 
and plans for further exploration. 

According to Federal Power Commission reports, the net income of the natural 
gas pipeline companies that file statements with FPC has been going up steadily 
since the Phillips decision. Net income reported in 1953 was $154,645,000 ; in 1954 
it was $166,163,000 (or 7.4 percent more); in 1955 it was $219,321,000 (or 32 
percent more than in 1954) ; and in 1956 it was $241,391,320 (or 56 percent more 
than in 1953). 

Power sources: FPC press releases 8063 G—3937, 8655 G—4308 and 9012 G-4530— 
the last named release gives the 1955 net income as $219,061,297, a relatively 
small change from that given for 1955 in 8655 G—4308. ) 

Pipeline firms under FPC regulation obtained FPC authorization to add more 
than 2% billion cubie feet of daily delivery capacity during the year ending 
June 30, 1956—approximately a half-billion cubic feet more than in the new 
pipeline projects authorized in the preceding 12 months. (Source: FPC Release 
8686 G—4326. ) 

The oil-and-gas industry as a whole seems to have done rather well by itself. 
The Wall Street Journal, March 18, 1957, carriers a survey of the profits experi- 
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ence of 750 companies in various industries in the years 1955 and 1956. The 750 
firms were grouped by the Wall Street Journal into 31 industry groups and 3 sub- 
groups. Taken as a whole, the 750 firms did well by their stockholders both in 
1955 and 1956—$11,972,282,000 net income in 1955 and $11,980,466,000 net income 
in 1956. The increase was one-tenth of 1 percent. 

But the group of 25 “petroleum products” companies that were included in the 
750 firms made bigger profits. Their net profits increased 10.8 percent from 
$1,846,249,000 in 1955 to $2,045,427,000 in 1956. 

The nearly $200 million increase in profits of these 25 companies from 1955 
highs was greater than the total profits of any of 19 of the 31 industry groups in 
1955; it was far greater than the increase in any of the other 30 industry groups 
and almost twice as great as the largest increase in any of the other groups. And 
the Wall Street Journal added that oil companies foresaw larger profits in the 
first quarter of 1957 than in the comparable 1956 period. 

That expectation was sound. On May 3, 1957, the Wall Street Journal carried 
its survey of profits in the first quarters of 1956 and 1957, covering 23 petroleum 
products firms and a total of 536 companies in 28 industries. 

The 536 companies’ net profits in the first quarter of 1957 were $2,900,258,000, 
up 7.8 percent over the $2,690,654,000 of the 1956 first quarter. Again the oil- 
and-gas industry outran the entire sampling as an average by over 10 percentage 
points. The 23 petroleum products firms’ first quarter in 1957 net profits were up 
17.9 percent—standing at $787,366,000 in the 1957 January—March period as com- 
pared with $667,978,000 for the like 1956 quarter. 

However, the industry did not expect such an increase in net profits for suc- 
ceeding quarters, it was explained; the Suez crisis provided the extra-profit 
opportunity—the golden extra for the oil-and-gas industry. Suez crises cannot 
be counted upon to happen every year, but passage of a bonanza bill by Congress 
would make a handsome substitute. 

Oil and gas profits data in the Wall Street Journal surveys were mingled, as 
indeed is drilling for oil and gas. Up-to-date data on gas profits alone from the 
producing companies are not available from FPC. Neither does FPC have avail- 
able recent data on drilling and reserves. But press reports on companies’ finan- 
cial reports, stockholders meetings and other statements indicate that the FPC 
regulation is far from deadening. 

Superior Oil Co. earnings in the 3-month period ending February 28, 1957, were 
$14.60 a share, compared to $2.68 a share in the like period a year ago. The net 
profits for the first half of its current fiscal year came to $10,500,088, compared to 
the $2,180,990 a year ago. Production from new oil and gas properties was 
primarily responsible for the increased sales from which the increased profits 
derived, according to president H. B. Keck (Wall Street Journal, April 10, 1957). 

Crown Central Petroleum Corp., in association with other firms, last year 
drilled 23 wells, successfully completing 15 as oil and gas condensate producers 
(Wall Street Journal, April 12, 1957). 

President Gardiner Symonds of Tennessee Gas Transmission told the 1957 
annual stockholders’ meeting in Houston that the firm’s gas volume will rise by 
50 percent in the next 5 years, and that 1957 earnings will be more than $2 a share 
compared to the $1.98 a share profits of 1956 (Wall Street Journal, April 15, 
1957). 

Sun Oil Co. chairman Joseph N. Pew told stockholders first-quarter earnings 
this year will be 9 percent above 1956, but he complained about FPC regulation of 
gas (Wall Street Journal, April 17, 1957). 

Delhi-Taylor Corp. vice president Cecil D. Robinson told the annual meeting at 
Dallas that the firm plans increased drilling activities and a stepped-up geo- 
physical program for 1957. Other officials reported on a new gas transmission 
pipeline to be built by a subsidiary, on other plans in petrochemicals and potash, 
and on the $2 plus million profits for 1956 and on indications that 1957 profits will 
be greater (Wall Street Journal, April 17, 1957). 

Skelly Oil Co. president J. S. Freeman said Skelly will conduct an exploration 
program in several areas on undeveloped acreage and anticipated stepped-up 
wildeat drilling in 1957. The firm completed 89 oil and gas wells in the first 
quarter of this year, compared with 72 completions in 1956 first quarter. Net 
profit was $11,388,255 for the 1957 first quarter, compared to $8,033,062 in the 
1956 period and $7,698,141 in the like 1955 period (Wall Street Journal, May 1. 
1957). 

And Phillips Petroleum Co. stockholders were informed that natural gas in- 
come in 1957 should rise by $11 million, or 18 percent, from 1956. First quarter 
1957 net profits from all operations, $28,379,430, while only slighter higher than 
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the $28,332,238 profits of the like 1956 period, was a record for the period, Chair- 
man K. 8. Adams said. He and other officials reported on various new capital 
expension programs ( Wall Street Journal, May 1, 1957). 

Earlier, Plymouth Oil Co. President Walter S. Hallanan, a major spokesman 
for the entire oil-and-gas industry, told his stockholders that Plymouth’s wells 
completion hit a new high in 1956, 127 wells, of which 107 were producers, and 
had consolidated net earnings of $7,955,588 or $3.22 a share, compared to 
$6,888,159 or $2.83 a share in 1955 (Wall Street Journal, March 26, 1957). 

And Ira H. Cram, senior vice president of Continental Oil Co., told the Ameri- 
“an Gas Association at Edgewater Park, Miss., that the oil industry should be 
prepared for a 50 percent greater domestic demand for petroleum liquids and 
natural gas in 1965 over the present demand. He said a record amount of 
petroleum will have to be found this decade, perhaps as much as 55 billion barrels 
of liquids and over 180 trillion cubic feet of natural gas. Cram said that, 
despite litigation over ownership of part of the offshore area and despite failure 
thus far to enact a satisfactory gas bill, 248 new wildcat wells have been drilled 
to date in the Gulf of Mexico, resulting in the discovery of 82 oil and gas fields 
(Wall Street Journal, March 26, 1957). 

Ohio Oil Co.’s annual report projected a “modest increase” in earnings for 
1957, reported a slight drop in total net income in 1956 under 1955 but the same 
per share net of $3.14, and—estimated the company’s natural gas reserves at 2.3 
trillion cubie feet as of September 30, 1956, up 9.5 percent in a year despite record 
high sales during the period (Wall Street Journal, March 25, 1957). 

“Cities Service Co. reported record revenues and profits for 1956,” the March 
22 Wall Street Journal said, and it noted from the firm’s annual report that 
natural gas sales increased 16 percent to 562 billion cubic feet and that several 
significant oil and gas discoveries were made in Texas, Oklahoma, offshore in the 
Gulf of Mexico, and in Canada. 1956 net profits were $62,151,985; 1955 profits 
were $49,306,516 ; and 1954 net, $43,724,163. 

The same day’s Wall Street Journal reported that Standard Oil of California's 
net profits for 1956 rose to $267,800,000 from the $231,100,000 of 1955, while Gulf 
Oil Corp. 1956 net income rose 30 percent over the previous year, to $282,658,087. 
Both companies carried on development work, the stories showed, and Gulf 
acquired the Warren Petroleum Co., a producer of natural gasoline and liquefied 
petroleum gas. 

And the same day’s Wall Street Journal reported from Shreveport, La., that 
United States Steel Corp. Vice President Henry J. Wallace, told the American 
Petroleum Institute that, the spreading search for oil and gas in the Gulf of 
Mexico holds special significance for the steel industry and its customers. “Steel 
requirements—present and potential—of offshore drilling are so large that they 
have a direct impact not only on the overall steel supply situation in the South 
and Southwest but also on the steel market nationally.” 

United States Steel expects 1957 to be another record year for open water drill- 
ing in the Gulf of Mexico, with about 600 offshore well completions expected. 
The expected 1965 figure for offshore drilling is 1,000 wells, Wallace said. 


STATEMENT OF JOSEPH W. CHILDS, Vice PRESIDENT OF UNITED RUBBER, CoRK, 
LINOLEUM AND PLASTIC WoRKERS OF AMERICA, AFL—CIO, IN OPppostirION TO 
H. R. 6790 anv H. R. 6791, To AMEND THE NATURAL GaAs ACT 


The United Rubber, Cork, Linoleum and Plastic Workers of America, of which 
I am general vice president, has about 200,000 members in the United States and 
Canada. Over 40 percent of our membership resides in the State of Ohio. The 
people and industries of Ohio consume more natural gas than any other State. 
except Texas and California, according to 1955 statistics of the utility sales 
of natural gas. Our union also has a large membership in California, as wel: 
as in other States where natural gas is a major consumer item. Our interest 
in the price of natural gas to the consumer is thus much more than an academic 
one; it affects many of us as a basic cost-of-living item. It is as a representa- 
tive of these citizen consumers who are members of our union that I am enter- 
ing this statement of opposition to H. R. 6790 and H. R. 6791. 

Two forcefully simple arguments about this proposed legislation are evident 
to us as consumers. The restriction of my statement to these points does nor 
mean that we overlook the many intricacies, both industrial and legal, which 
are involved in the consideration of these bills. Rather, we believe that tech- 
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nical arguments are being adequately represented to the committee by other 
opponents who are testifying with technical competence in this area and that, 
therefore, the committee will have an adequate basis for judgment. i 

(1) A major contention of many of those who have supported this legislation 
before this committee has been that natural gas should be treated by legis- 
lation affecting its sale and distribution as a competitive consumer product. 
We believe that this just is not the case from the public point of view, and 
that natural gas sales should be treated as public utility transactions. 

(2) Failure to continue to give consumers the protection of utility-type reg- 
ulation can only mean substantial increases in the price which captive ccn- 
sumers must pay to heat their homes and cook their meals. 

As we understand the concept of a public utility as a legal instrumentality, 
its purpose is to substitute for competition when natural competition cannot 
function because of some inherent characteristics of the business itself. <A 
fundamental characteristic for free competition is that the consumer have 
some choice in his selection of the product. The proponents of this legislation 
argue that there is a choice. It is a choice, they say with variations on the 
theme, between gas or oil or coal or electricity. The crucial factor is that it 
is a choice, however, that is made once or perhaps twice in a lifetime. The 
reality of life today for millions of Americans is quite simply that, once having 
committed themselves to the use of gas for heating or cooking, the initial in- 
vestment in home use facilities is such that they cannot make a change and 
thus act as consumers of a competitive product. The citizen is a captive con- 
sumer and he must pay the price for gas that the gas companies choose to 
charge, save only insofar as he is protected as a substitute for competition by 
public utility type regulation at the direction of Congress. We endorse such 
regulation as citizens and as consumers. 

The amendments to the Natural Gas Act now being considered by the com- 
mittee, and the changes suggested by Mr. Charles Kendall for the adminis- 
tration in his testimony on May 7, 1957, all revolve around the question of the 
kind of regulation to be had and the factors that the Federal Power Commis- 
sion may, must, or must not consider as it regulates the producer’s price of 
natural gas. The effect of these amendments seems clrar to us as consumers. 
They represent a change in the fundamental philosophy of the Natural Gas 
Act as interpreted by the Supreme Court, from one of effective producers price 
control of the gas that enters the interstate pipelines to one of price escalation 
by the Federal Power Commission itself according to the proposed “reasonable 
market price’ formula. While the administration’s recommendation, as _ pre- 
sented by Mr. Kendall, to permit the Federal Power Commission to take costs 
into account in determining “reasonable market price” is a small step in the 
right direction, it does not carry any positive direction to the Federal Power 
Commission to insure the kind of regulated price protection the consumers 
need. 

Thus, the price of gas to the consumer will go up. Leland Olds estimated in a 
memorandum prepared in 1955 that the annual cost to the consumers of Ohio 
alone would be over $26 million per 5 cent field-price increase per million cubic 
feet. In the advocated system under the proposed amendments of regulation by 
abdication, such increases would be put on the captive consumers. We whole- 
heartedly oppose these amendments and urge their rejection by this committee. 


The Cuairnman. When Dr. Boatwright was before the committee 
last week he was requested to submit to the committee additional in- 
formation. 

Dr. Boatwright has submitted this information, which will be re- 
ceived and placed in the record at the appropriate place. 


(The supplemental statement of Dr. Boatwright appears on p. 
1167.) 


Mr. Avery. Off the record. 
(Discussion off the record.) 
The CratrMan. The Chair is in receipt of a letter from Mr. Le- 


Boeuf, Randall J. LeBoeuf, Jr., submitting—there will be no further 
witnesses this afternoon. 


The Chair is in receipt of a letter from Mr. LeBoeuf in further 
reference to his appearance before the committee last week, submitting 
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the additional information that was requested of him, and that will 
be received for the record at its appropriate place. 

(The information referred to appears on p. 791, pt. 1.) 

The Cuarrman. The Chair is in receipt of a letter from Mr. Alex 
Rudin, of the American Public Power Association here in Washing- 
ton, with a statement to be inserted in the record. It will be re- 
ceived. 

(The statement referred to is as follows :) 


STATEMENT BY AMERICAN PusLIC POWER ASSOCIATION TO HOUSE INTERSTATE AND 
FOREIGN COMMERCE COMMITTEE RE H. R. 6790 To AMEND THE NATURAL GAS 
AcT 


This statement is submitted on behalf of the American Public Power Asso- 
ciation, 1025 Connecticut Avenue NW., Washington, D. C., in opposition to H. R. 
6790, to amend the Natural Gas Act. 

The American Public Power Association is a trade organization representing 
more than 800 local publicly owned, nonprofit utility systems, most of them 
municipally owned utilities, in 40 States, Alaska, and Puerto Rico. 

Our interest in this bill stems mainly from the fact that many of our member 
systems use natural gas in their electric-generating plants. Since the price 
of fuel is the largest single item of operating expense for these utility systems, 
any substantial change in fuel prices has a direct effect on the constant efforts 
of these publicly owned electric utilities to provide electricity at the lowest 
possible rates to their consumers. 

We do not believe that H. R. 6790 provides adequate safeguards to protect 
the interests of natural-gas consumers. The net effect of such legislation would 
be virtually the same as that of the Fulbright-Harris bill which was vetoed by 
President Eisenhower last year. This bill, in our opinion, amounts to virtual 
elimination of effective regulation of natural-gas producers. 

The most serious issue raised by this bill, we feel, is the requirement that the 
Federal Power Commission abandon the traditional public utility rate base 
cost-of-service concept as a principle of regulation for natural gas producers. 

Section 15C (1) says: “The Commission shall recognize the fact that natural 
gas is a commodity, and shall not consider costs or use the public utility rate 
base cost-of-service concept of formula.” 

By prohibiting the Federal Power Commission from using the cost-of-service 
principle, and by substituting the loose, indefinite “reasonable market value” 
principle, the proposed legislation opens the door to general increases in the 
price of natural gas. It specifically forbids the use of the one principle which 
is generally recognized as a basic factor in regulation. 

It sets up instead a group of criteria which, in our opinion, would— 

(a) Encourage an upward spiral of natural-gas prices, with no ceiling 
except that of competitive fuels. This means that natural-gas prices would 
be based essentially on what the traffic would bear. This is of great sig- 
nificance since the demand for natural gas today is running ahead of the 
available supply. 

(6) Be so vague and indefinite as to make it difficult to get effective re- 
view by the courts of Federal Power Commission decisions based on these 
criteria. 

While this bill gives the appearance of setting up effective criteria for the 
regulation of natural-gas prices, we believe it actually sets aside the most logical 
single criterion and substitutes a set of standards which would make effective 
regulation extremely difficult. 

Previous testimony before this committee has indicated that the administra- 
tion recommends “that there be deleted the prohibition upon the consideration 
by the Commission of costs.” Mr. Charles H. Kendall, General Counsel, Office 
of Defense Mobilization, said: 

“While it is expected that more appropriate regulation will result from the 
abandonment of the public utility rate base formula, it is not inconceivable 
that the Power Commission may in some cases feel the need of cost data in the 
process of exercising its judgment and discretion.” 

We feel that the Federal Power Commission should be required to consider 
costs as a factor. But the mere removal of the provision which prohibits con- 
sideration of costs, and the adoption of the loose criteria for determining 
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reasonable market value would not, in our opinion, constitute adequate safe- 
guards for the interests of natural-gas consumers. 

This bill also gives the appearance of applying these loose regulatory stand- 
ards to the producers of natural gas. However, the bill actually does not effec- 
tively regulate the producers and gatherers of natural gas, since it limits regu- 
lation to the final sales to interstate pipeline companies, thus making possible 
several price adjustments before the Federal Power Commission’s regulatory 
jurisdiction applies. Regulation is obviously ineffective if it covers only a part 
of the pricing process. Mr. Kendall pointed out that the Federal Power Com- 
mission would retain authority to render invalid new or renegotiated producer 
contracts which call for the payment of prices in excess of the reasonable market 
price ; and could disallow price increases resulting from indefinite pricing clauses 
in existing producer contracts. 

He recommended, however, “that an additional authority be retained in the 
Commission, that is, to review price increases resulting from definite pricing 
clauses in existing contracts when such increases do more than reflect additional 
or increased taxes.” 

We feel this is a desirable provision. However, viewed in the light of the fact 
that regulation under this bill would (@) be based on loose standards relating 
to “reasonable market value,” and (0) apply the regulation only to final sales 
to interstate pipeline companies, it seems that any such additions to the Federali 
Power Commission’s scope of authority are of relatively slight significance. 

We have other objections to this bill, but our two most serious objections 
are— 

1. Prohibiting the Commission from using the public utility rate base 
cost-of-service concept, and substituting the “reasonable market value” 
principle thus inviting natural gas price increases; and 

2. Applying even this ineffective regulation only to producer sales to 
interstate pipeline companies, and then further narrowing this regulation 
by exempting certain types of producer-pipeline contracts from Federal 
Power Commission review. 

Our association generally favors continuation of regulation of producers of 
natural gas by the Federal Power Commission, as set forth in the Natural Gas 
Act of 1938 and reaffirmed by the United States Supreme Court in the Phillips 
decision of June 7, 1954. 

However, if the present requirements for regulations place too heavy an ad- 
ministrative burden on the Federal Power Commission, and if the small pro- 
ducers are suffering as a result, there is a much sounder solution to this problem 
than that offered by H. R. 6790. The answer lies in the enactment of legisla- 
tion such as proposed in H. R. 6813, introduced by Representative Macdonald, 
a member of this committee. H. R. 6813 would free from Federal Power Com- 
mission regulation independent producers whose total sales of natural gas do 
not exceed 2 billion cubie feet a year. A similar bill (S. 1200) has been in- 
troduced in the Senate by Senator Kefauver. 

H. R. 6813 would exempt from regulation the smaller producers whose total 
sales of natural gas make up a relatively small percentage of the national total. 
It would maintain present regulation over the larger producers whose prices 
and practices directly affect millions of gas consumers. 

Attached is a copy of a resolution unanimously adopted at the most recent 
convention of the American Public Power Association opposing any legislation 
which exempts from Federal Power Commission regulation the wholesale sales 
of natural gas to interstate pipelines by independent producers and gatherers. 
It is our belief that the general effect of legislation as proposed in H. R. 6790 
would be to block effective regulation by the Federal Power Commission of 
the producers and gatherers of natural gas. 


RESOLUTION No. 17—ENpDORSING FEDERAL POWER COMMISSION REGULATION OF 
NATURAL GAS (ADOPTED AT THE 13TH ANNUAL CONVENTION OF THE AMERICAN 
Pustic POWER ASSOCIATION, APRIL 26, 1956, aT Los ANGELES, CALIF.) 


“Whereas a large number of the member utilities of the American Public 
Power Association use natural gas as a fuel in their generating stations; and 

“Whereas the United States Supreme Court has ruled that the Federal 
Power Commission has jurisdiction, under the Natural Gas Act, to regulate 
wholesale sales of independent producers and gatherers of gas to interstate 
pipelines : Now, therefore, be it 
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“Resolved, That the American Public Power Association opposes any legis- 
lation which would exempt from Federal Power Commission regulation the 
wholesale sales of natural gas to interstate pipelines by independent producers 
and gatherers.” 

The Cuarrman. Likewise, there is information received from Mr, 
J. J. Danaher, office of the corporation counsel, city of Chicago, to 
the committee, with information for inclusion in the record, together 
with tables giving certain information. 

(The information referred to will be found on pp. 678 and 689, 
pt. 1.) 

The Cuarrman. The Chair is also in receipt of a wire from certain 
elected officials in various counties and cities of New York, New 
Jersey, and Connecticut, that is the metropolitan region, and which 
they ask to be included in the record. It will be received. 

(The telegram referred to is as follows :) 


Hon. Oren HARRIS, 
Chairman Committee on Interstate and Foreign Commerce, 


House of Representatives, Washington, D. C.: 

The following resolution was passed unanimously by the top elected officials 
of 21 counties and 18 cities and towns in the New York, New Jersey, Connecti- 
eut metropolitan region. 

“The metropolitan regional conference opposes in principle any legislation 
which would have the effect of withdrawing or weakening the regulatory powers 
of the Federal Power Commission over the price of natural gas to be sold in 


interstate commerce. 

“It is our belief that the absence of Federal regulation will increase costs 
to millions of consumers in this metropolitan area, without reasonable eco- 
nomic justification. 

“The metropolitan regional conference instructed that the Federal committee 
on inte.state and foreign commerce be informed of these views.” 

Metropolitan regional conference of New York, New Jersey, Connecticut 
executive board, Robert F. Wagner, mayor, New York City; Chairman A. 
Holly, Patterson county executive, Nassau County, N. Y.: Thomas F. J. Quig- 
ley, mayor, Stamford, Conn.; Karl Metzger, director board of freeholders, Mid- 
dlesex County, N. H.; Griffith E. Harris, selectman, Greenwich Conn.; Victor 
Shankey, chairman, board of supervisors, Rockland County, N. Y.; Charles 8. 
Witkowski, mayor, Jersey City, N. J.; James D. Hopkins, county executive, 
Westchester County, N. Y. 

The Cuamman. I have a letter from Mayor Richardson Dilworth 
of the city of Philadelphia with reference to his appearance before 
the committee and his testimony last week, which will be included 
in the record at the appropriate place. 

(The letter referred to appears on p. 622, pt. 1.) 

The CratmrMan. Apparently these are all the requests that I have. 

This concludes the witnesses who are here today who are expected 
to testify. 

I might announce the future program for the benefit of the com- 
mittee: 

On Monday afternoon at 2 o’clock, it is expected that we will have 
Mr. Edward D. Hollander, the national director of the Americans 
for Democratic Action. It will be recalled Mr. Hollander was to 
have appe eared Wednesday, but due to the fact the House met at 10 
o’clock, it prevented the committee from sitting during the d: ay, and 
we had to postpone his appearance. 

On Tuesday morning next, at 10 o’clock, the committee will hear 
Members of Congress ‘who have indicated their interest in appear- 
ing on these proposed bills. 
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Tuesday afternoon, Mr. Heyke, of the Brooklyn Union Gas Co., 
will come back for such questions as members have indicated they 
would like to ask. Mr. Heyke will be here Tuesday morning and 
will be available during the day on Tuesday, but must leave Tuesday 
afternoon. 

Following Mr. Heyke’s presentation or his appearance for ques- 
tioning Tuesday afternoon, Mr. Kuykendall, Chairman of the Fed- 
eral Power Commission, will be available for any questions any 
member may have. 

I hope these arrangements will not be interrupted by the schedule 
of the House, in view of the program of this committee thereafter. 

Mr. Drncett. Mr. Chairman, may I respectfully suggest to the 
Chair it might be wise to have Mr. Heyke on as the first order of 
business on T uesday morning. 

The Cuamman. The Chair would very glad to entertain it, except 
for the fact he has promised the Members of the Congress’ over a 
period of 2 or 3 ves that they would be heard, and that this day 
would be set aside for them, and I do not feel it would be appropriate 
to interrupt that proceeding, because giving the members as much 
as 2 weeks in advance notice, and they y arranging their programs 
accordingly, I do not think it would be appropriate to interrupt that. 

I have a wire from Mr. Heyke in which he said he will appear on 
Tuesday. 

The committee, therefore, will adjourn on this program, until 
Monday afternoon at 2 o’clock. 

(Whereupon, at 4:25 p. m., the committee adjourned, to recon- 
vene at 2 p. m., Monday, June 3, ” 1957.) 
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NATURAL GAS ACT 
(Regulation of Producers’ Prices) 


MONDAY, JUNE 3, 1957 


Houser oF REPRESENTATIVES, 


COMMITTEE ON LNTERSTATE AND ForEIGN COMMERCE, 


Washington, D.C. 


The committee met, pursuant to recess, at 2 p. m., in room 1334, New 
House Office Building, Hon. Oren Harris, chairman, presiding. 

The Cuarrman. The committee will come to order. 

The committee has as a witness this afternoon in connection with the 
proposed bills to amend the Natural Gas Act, Mr. Edward D. Hol- 
lander, the national director of the Americans for Democratic Action.. 

Mr. Holl: under, I want to say that we are very sorry that the business 
of the House interrupted our proceedings all day last Wednesday. 
We are subject, of course, to the schedule of the House and there is 
nothing we can do about it; and, therefore, we set this afternoon 
for your appearance. 

Mr. Hotianper. Thank you. If you would permit me to read what 
T have and then— 


The CHarrman. You may proceed in any way you desire. 


STATEMENT OF EDWARD D. HOLLANDER, NATIONAL DIRECTOR, 


AMERICANS FOR DEMOCRATIC ACTION 


*, Hottanver. Thank you. 

*. Chairman and members of the committee, I am Edward D. 
national director of Americans for Democratic Action. I 
appear here today on behalf of ADA. We appreciate this oppor- 
tunity to testify before your committee on H. R. 6790 and H. R. 6813. 
These bills raise questions of public policy of the highest importance 
on which we would like our views to be a matter of record. 

Mr. Chairman, I am sure it comes as no surprise to you that Ameri- 
“ans for Democratic Action wishes to be heard in opposition to H. R. 
In its 10 years of existence, ADA has consistently taken a 
ponies against all proposals to remove from regulation the prices 
charged by producers of natural gas for gas to be delivered into 
interstate commerce. 

ADA has been on record repeatedly in favor of vigorous administra- 
tion of the Natural Gas Act as interpreted by the courts, and of effec- 
tive regulation of producers’ prices. 


This is the fourth time in 10 years that a bill like this has been before 


Hollander. 


the Congress. 


On three previous occasions it has proven impossible 


to get it enacted into law by legitimate means. 
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Once it fell of its own weight, and twice Presidential vetoes inter- 
vened to protect the country from the venal pressures which are regu- 
larly brought to bear on behalf of this kind of bill. 

The fact that it is now once again before us is testimony to the 
power and the monumental, unquenchable, and insatiable greed of the 
giant oil companies, who as the principal producers of natural gas 
and the principal owners of natural-gas reserves, would be the prin- 
cipal beneficiaries if the bill would pass. 

We are prepared to argue that there has never been, and is not 
now, a case to be made out in the public interest for the passage of this 
bill, for allowing this handful of oil companies to pick the pockets of 
60 million American consumers. 

The arguments that are advanced ostensibly in the public interest, 
ostensibly in the interest of the consumers, ostensibly in the interest 
of conservation, are transparently specious. 

Mr. Chairman, as an investor, | am a stockholder in 1 gas company, 
5 distributing utilities, and 5 oil companies. I am also a partner in 
a venture that has explored for oil and gas and has brought in some 
producing wells. 

I read carefully every word of the reports of these companies to 
their stockholders, and I do not think that I am oblivious or unrecep- 
tive to the arguments in favor of freeing gas producers (most of them 
also oil producers) from the restraints of Government regulation. 

On the other hand, I am a customer of the Washington Gas Co., 
and I have an investment of $1,000 or $1,200 in gas appliances. 

My cookstove, my water heater, and my furnace are linked by a net- 
work of steel pipe to somebody’s producing wells; and I know that 
unless the owners of these wells are restrained by some force other than 
mine, there is hardly any limit to what they may charge me for heat- 
ing, cooking, and washing. 

It seems to me, Mr. Chairman, that my little private affairs symbol- 
ize the conflict of interests involved in this controversy; and it seems 
to me, whether I speak on behalf of ADA or just as an individual 
citizen, that this conflict must be resolved in favor of the public inter- 
est, even though it may be to the disadvantage of the investor. 

Up to now this has been the position of the Congress and the 
courts. As the Supreme Court of the United States said in the Hope 
case, “The primary aim of the legislation (the Natural Gas Act of 
1938) was to protect consumers against exploitation at the hands of 
natural gas companies.” 

On the other hand, it seems clear to us that the effect of the pending 
legislation would be to overturn that policy and, in effect, to subject 
the consumers of natural gas to as much exploitation by natural gas 
producers as the market will allow. 

It is not only the hope but the primary purpose of the advocates of 
this legislation that it will result in higher prices for natural gas. 
They are very explicit in their convictions that the producers are 
entitled to higher prices; they have even estimated how high those 
prices might be expected to go before they encounter competition from 
alternate fuels—mainly, oil and coal. 

They have estimated that on the basis of equivalent fuel value, the 
price of gas should rise about 15 cents per M ec. f., which would cost 
the consumers of gas approximately $1 billion per year. 
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This $1 billion per year would accrue to the owners of natural gas 
reserves, for the most part the giant oil companies whose names are 
household words throughout the United States: 

Standard Oil Companies of New Jersey, Indiana, California ; 
Socony; Phillips; Texas; Shell; Gulf; Atlantic; Sun; Continental; 
Tidewater, and so on. 

It is estimated that 35 of these great companies own more than 50 
percent of all the proven natural gas reserves in the United States. 

When you consider the w riteup in the value of the reserves if gas 
prices were allowed to rise to a level competitive with other fuels, it 
is easy to understand the enthusiasm of these oil companies at the 
prospect of unrestrained prices of gas. 

But this is not the only benefit they stand to gain if natural gas 
is freed of price restraint. Their gas, under present conditions, is a 
formidable competitor to oil, since every new home and every new 
industrial or commercial structure has the option at the time it is 
built of using gas or fuel oil. 

The higher ‘the price of gas, the higher the price at which oi] may 
compete successfully with gas. Thus, the oil producers have an even 
greater stake in relieving fuel oil of this “burdensome” competition 
from gas. 

The owners of the gas reserves have developed a superficially plau- 
sible line of reasoning to justify their persistent demand for this great 
windfall. 

Gas, they say, is a commodity like oil, coal or wheat. Why should 
the owners and producers of this “commodity” be penalized by Gov- 
ernment controls where the owners and producers of other commod- 
ities are not? Why should the price of gas not be left free to find its 
level in the market as other commodity prices are? 

Mr. Chairman, I am not an expert in the gas and oil industry but I 
am by profession an economist and I have considerable experience with 
the economics of markets and prices. 

I think I know a market when I see one, and I think it is plain that 
the market for natural gas is not in any sense comparable with the 
market for oil, coal, or wheat 

If the owners and Sees of natural gas wish their product to 
be treated as a commodity, then let them market it as a commodity. 
Let them bottle it and sell it competitively to consumers _ are free 
to buy from one gas company or another gas company, or from an 
o:! or coal company. 

This is not facetious. Gas is sold in this form, as you know, com- 
petitively and without restraint, and if this were the form in which 
gas were marketed, we would not be here contesting this issue today. 

But the fact is, as you know, that gas is not sold in a free market 
in this sense. It is sold under conditions which much more nearly 
resemble a public utility situation than a market. 

It is obvious beyond dispute that once I am tied by my investment 
in gas-burning appliances and by my connection with the network 
of steel which brings my gas from some well a thousands miles or 
more away, freedom of choice as a consumer is severely limited. 

I must buy that gas at the price charged by the W ashington Gas 
Co. or scrap my stove, my water heater ‘and my furnace in favor of 
appliances using some competitive fuel. 
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Short of that drastic step, I have no more freedom of choice as a 
consumer of gas than I have as a consumer of electricity; and I am 
entitled to the same kind of protection in both cases. 

Now, I have heard it said that the effect of the field price of gas 

s a minor part of my gas bill; that most of the price I pay for gas 
accrues to the companies which pipe it from the well and distribute 
it under the city streets. 

This is certainly true. But it is also irrelevant. The charges levied 
by the pipeline for transmitting the gas, and by the distributing com- 
pany for piping it into my home, are strictly regulated—the one by 
the Federal Government, and the other by the District of Columbia. 

The like is true of all gas except that which is consumed in the 
State where it is produced, in which case the State has exclusive 
jurisdiction over the regulation, if any. 

The nature of the regulation is such that every increase in the price 
paid for gas by the pipeline is promptly and fully passed through 
(sometimes marked up) to me as the ultimate consumer. This is 
usually necessary to protect the pipeline and the distributing company 
in their right to a fair return on their costs. 

The reason why the greater part of my gas bill accrues to the pipe- 
line and to the distributor is simply that theirs is the greater part of 
the costs. It is much more expensive to pipe the gas hundreds of miles 
to the city gates, and to pipe it and meter it through a network of 
hundreds of miles to individual consumers in the city, than it is to 
produce it. 

It is very convenient for the producers to try to hide behind this 
fact when they seek to extract additional prices at the wellhead; but 
the fact remains that if the producers get a billion dollars more a 
year for their gas, the consumers will pay a billion dollars more, 
probably plus a markup. 

I should like to make it plain that we of ADA are not advocates 
of Government regulation of business nor of control of prices as such. 
On the contrary, we are firmly convinced that a free competitive 
market is the most efficient means of pricing and distributing goods 
and services, and the most compatible with our democratic society, 

We might wish that our natural gas connections could be picked 
up and moved about like a garden hose (to use Mr. Durfee’s famous 
figure of speech) so that we might shop for the best price among 
competing sources of supply. Then we would not need Federal regu- 
lation to protect us. 

But these are not the facts of life. A free competitive market does 
not exist in the distribution and sale of gas; and no purpose can be 
served by pretending that it does, except the unwarranted enrichment 
of the great oil companies and the unwarranted exploitation of the 
60 million consumers of gas. 

One of the more appealing arguments offered in favor of this bill 
is that it would retain regulation but substitute a new and more rea- 
sonable standard for the regulated price; namely, the reasonable 
market price. 

Mr. Chairman, it seems plain to us that a careful analysis of this 
bill, including all the fine print, shows that regulation by this stand- 
ard, under the definitions set forth in the bill, would mean practically 
no regulation at all. 
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Moreover, we believe it is clear, both from the evidence in the bill 
itself and from the external evidence that has come to light, that this 
is precisely the intention of those who drafted the bill. 

Mr. Kuykendall has obligingly documented its genealogy and has 
told us that it was drafted by representatives of the producers and 
some of the pipelines and distributors; but he has shown a remarkable 
innocence of any interest of the consumers. 

Indeed, one wonders whether he knows that there are consumers’ 
interests. We hope indeed that this preoccupation of the chief regu- 
lator for the interests of the regulated will be kept in mind by the 
Senate committee which must pass on his nomination for reappoint- 
ment. 

We can derive some cynical amusement from the screams of the 
industry at the administration proposal that the bill be amended to 
strike out the provision which forbids the Federal Power Commission 
to consider the cost of production in arriving at a “reasonable market 
price.” 

The Power Commission, being what it is these days, as shown by 
the genial attitude of its Chairman toward the industry, we cannot 
understand what harm they think might come from permitting the 
Commission to consider the cost of waattbition in arriving at the price 
unless, of course, they fear that someday we might have a new admin- 
istration and a new Commission more seriously dedicated to protecting 
consumers, as provided by law. In our opinion, it is ridiculous to sup- 
pose that even the vague standards in this bill could be applied without 
considering cost of production. 

We can be equally amused at the solemn, straight-faced objections 
of the industry spokesmen to H. R. 6790, as written. 

No doubt, it suits their purposes to make this bill appear as though 
it is a compromise, as though it has some real protection for the con- 
sumer, as though it would not give them the full benefit of the windfall 
they are seeking. 

But though they profess to demand a bill which will categorically 
exempt them from regulation, they are certainly learned enough to 
know that this bill, for all the circumlocution and fine print, can be 
made to have the same effect. 

This is evident from a reading of the bill itself. What is not de- 
regulated by the revision of the definitions is freed of effective price 
regulation, for most practical purposes, by the vague and circular 
tests for determining reasonable market price as set forth in section 
13C. 

This section goes to the lengths of prohibiting even the considera- 
tion of cost as an element of reasonable market price. 

It then provides, as one of the tests (and presumably a crucial one) 
of a reasonable market price, whether the price will assure to con- 
sumers of natural gas a continuing adequate supply. 

But it is nowhere indicated how the price as an incentive to dis- 
covery and production can be appraised without consideration of earn- 
ings and, therefore, of cost. 

The same section provides that (apart from the obvious considera- 
tions of the terms and conditions of the contract) the reasonableness 
of the pricing provisions of a contract shall be taken into account in 
determining whether it provides a reasonable market price. In other 
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words, a reasonable price must be reasonable. What kind of statutory 
test is that ¢ 

The Commission is required to consider the contract in relation to 
field prices in comparable contracts; but it is enjoined not to accept 
the last price, or the highest, the lowest, or the average price as the 
reasonable market price. 

In short, the “reasonable market price” is that. price which the Com- 
mission, “exercising its judgment and discretion * * *, determines 
is the reasonable market price.” In other words, a reasonable market 
price must not only be reasonable; it must also be a market price. 

I am not trying to be facetious. I am trying to emphasize that by 
prohibiting any consideration of cost the bill has rejected the essential 
ingredient of effective regulation, and by defining “reasonable market 
price” in terms of itself the bill sets up a merry-go-round to give free 
rides to the gas and oil industry. 

Under these tests, how could the Commission disallow a negotiated 
contract price as not being a reasonable market price unless ‘there is 
a showing of collusion or bad faith in the negotiations—and this rarely 
possible to prove even where it is present ? 

How could the Federal Power Commission, even if it wanted to 
regulate producers’ prices of gas, determine that a price negotiated 
in good faith and at arm’s s length was not reasonable, no matter what 
fantastic windfalls it might yield to the producer ? 

I think the answer is, as the industry intended in agreeing to this 
bill, that “reasonable market price” means any price the monopoly 
market can be made to yield, up to the price where gas is competitively 
priced with coal and oil. 

If there were any hope for the consumer that the reasonable-market- 
price standard could be used to regulate the price of gas effectively, 
that hope is foreclosed by the definitions included in H. R. 6790. 

If we read these definitions right, the architects of these bills have 
been at some pains to exempt by definition sales by producers of natural 
gas in the field where the gas 1s produced and where it initially enters 
into the pipeline system and to leave room for any amount of writeup 
in the price before it enters the stage of regulation at the mouth of 
the interstate pipeline. 

In other words, unless we misconstrue what seems to be plain legis- 
lative English, the producers have many opportunities by simple leg al 
devices and evasions to shake down the windfall before the gas ever 
gets to the point where even nominal regulation is possible. 

If that is not the meaning of definitions in (10), (11), and (12) in 
combination with section 13C, then we and many others have indeed 
misinterpreted it. 

There are some proponents of this bill who concede that its effects 
would be a substantial increase in the price of natural gas but argue 
that such an increase is necessary in order to reimburse the producers 
equitably and to stimulate the discovery and development of new 
sources of supply. 

As far as the new sources of supply are concerned, we have ample 
testimony to the fact that gas is discovered almost invariably as a 
byproduct of the search for oil. 

[ have to apologize for reciting again the already oft-recited testi- 
mony of General Thompson so far as drilling for gas is concerned— 
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hardly anybody drills for gas, they get it incidentally by drilling 
for oil. 

General Thompson, the chairman of the Texas Railroad Commis- 
sion, is one eminent authority for the statement that “as far as drilling 
for gas is concerned, hardly anybody drills for gas. They get gas 
ace identally when they are looking for oil.” 

As far as I have been able to discover, neither the short-range nor 
the long-range supply of gas is very responsive to changes in the price 
of gas. This is an obvious coroll: ary of the fact that gas is discovered 
in the search for oil. 

Now note that 35 oil companies produce more than half of all the 
eas sold to interstate pipelines and own more than half of the gas 
reserves, 

This is an inevitable consequence of the association of gas discovery 
and gas production with oil discovery and oil production. 

It also explains why these oil companies are so persuaded that the 
price of gas should be unregul: ated and permitted to rise. 

However, if these oil companies are in need of further incentives 
to develop supplies of oil and gas and to exploit them, it is hard to 
find evidence of it in their financial statements. 

No matter what standard you use, whether a rate of return on invest- 
ment or increase from year to year, the oil companies have been doing 
very well both in gross and in net. 

[ have cited some figures for you intended to show that the oil and 
gas producing companies are among the most profitable in the United 
States, based on earnings on their invested capital. This is only one 
small part of the story, ‘however. 

At the present income-tax rates, the wealthier people of this country 
are more interested in the increase in value of a stock or property than 
they are in the annual dividend. 

What have such investors been able to do for themselves by putting 
their money in the oil and gas producing companies ? Here is a com- 
parison between the value of the stocks in some of the leading com- 
panies 10 years ago (January 1, 1947) and what these same stocks 
are worth today. This comparison takes into account the fact that 
there have been stock splits and stock dividends from time to time in 
almost every one of these companies. 

I refer you to a table attached to the statement which I ask permis- 
sion to have placed in the record. 

The CHarrmMan. You may have that permission. It will be included 
at the end of your statement. 

Mr. Hotianper. Let’s take the companies concentrating principally 
in the production phase of the business: For Amerada Petroleum 
Corp., an increase from 1914 to 13254 percent, a 10-year gain of 580 
percent, or 58 percent per year. 

Louisiana Land and Exploration Co. 434 to 5214 percent, 1,100 per- 
cent gain in 10 years, 110 percent per year. 

Seaboard Oil Co., 701 percent in 10 years, 70 percent per year. 

Texas Pacific Coal and Oil Co. (and they didn’t do this with coal), 

531 percent in 10 years, 53 percent per year. 

And these haven’t been selected just to prove the point, they are 
completely representative. 

No investor could complain about his experience with investments 
in these companies. Maybe there is a risk in drilling for oil and 
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gas; but somehow or other, the compensation which has inured to 
those who invest money in this business would seem to amply reward 
them for what risk they have taken. 

The companies listed above illustrate what has happened in that 
segment of the industry which has concentrated on production (as 
against transportation, refining, and so forth). 

The integrated companies have not done too badly either. Here 
are some of the companies representative of that part of the industry : 
Continental Oil Co., up from 1014 to 6514 percent, 537 percent gain 
in 10 years, 54 percent per year. 

Gulf Oil Corp., 237% to 147 percent, 516 percent gain in 10 years, 
52 percent per year. 

kelly Oil Co., 531 percent in 10 years, an average gain of 53 percent 
per year. 

Socony Mobil Oil Co., 413 percent gain in 10 years, 41 percent per 
year. 

Standard Oil Co. (New Jersey), 11 to 63 percent, 472 percent gain 
in 10 years, 47 percent per year. 

The Texas Co., 383 percent gain in 10 years, 38 percent per year. 

Tidewater Oil Co., 371 percent gain in 10 years, 37 percent gain 
per year. 

And here is poor Phillips. Only a 245 percent gain in 10 years, only 
25 percent per year. 

And so it goes, on down the line. A company whose stock isn’t 4 
or 5 times more valuable now than it was 10 years ago has to hang its 
head in shame. Naturally, the biggest gain was among those concen- 
trating in production, for refining and marketing seem to have held 
back the others, but the integrated companies have not done too 
badly at that. 

It is perfectly true that other segments of the American economy 
have moved forward during this decade; and the value of the dollar 
is somewhat less than it was at the beginning point of this period. 

However, these comparisons still leave the oil and gas industry as 
the favored investment medium in the postwar years. 

There are several very good answers to the question as to why this 
industry has been able to do so well, outperforming all others. In 
the first place, and most important, it is in a sheltered tax position, 
with its 2714 percent depletion allowance, and the money which would 
otherwise have been paid in corporate income taxes has been invested 
in exploration and drilling, and almost automatically, has thus con- 
tributed to the growth of the companies, with little or no additional 
investment by the owners. True, much oil and gas have been found. 
Also true, the investors have been richly rewarded. 

Second factor: The prices of oil and gas at the wellhead must have 
been ample to permit such profits. Maybe costs have been increasing, 
as the producers claim, but the prices must have been keeping well 
ahead of the costs. Maybe the concentration of power in the larger 
companies of this industry isn’t as great as the concentration in other 
industries, as has been testified to in these hearings, but, certainly, it 
appears to have been possible to maintain a price structure which is 
amply rewarding to those who look for gas and oil. 

The activities of the State conservation commissions in limiting the 

roduction of oil to forecast demands would seem to have been helpful 
in this respect. 
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Finally, a third factor, generally overlooked in discussing the 
monopoly aspect of this problem, the two fuels which are in prime 
competition for the householder’s dollar are produced by the same 
companies, and come often from the same wells. 

Somehow or other competition does not seem to have played its 
usual part in keeping price down to the point where it is only high 
enough to cover cost plus a reasonable margin of profit. 

Is it any wonder they don’t want the Federal Power Commission 
hamstrung in its responsibility of seeing to it that gas prices at least 
remain just and reasonable? 

The oil industry has not only earned enough for a very satisfactory 
return on its investment but also, as they are frank to say, enough to 
finance their future capital requirements, including explorations and 
drilling, as well as processing and distribution. 

According to industry sources, profits were sufficient to permit many 
of the companies to finance explorations on such a scale that their re- 
serves at the end of the year were substantially greater than the re- 
serves at the beginning. 

As far as gas is concerned, the latest industry figures show that in 
1955 additions to reserves were more than double the production dur- 
ing the year and that the reserves were about 25 percent greater at 
the end of 1955 than in 1951. 

During the last 10 years new additions to proven recoverable re- 
serves have exceeded net production by an amount equal to an addi- 
tional 714-year supply at present production rates. In other words, 
over the past decade without abandoning the fact of Federal regula- 
tion, we have not only doubled our production but greatly added to 
our reserves, 

This is hardly a case to support the arguments of the alarmists who 
try to persuade you that the industry must be relieved of regulation 
or the threat of regulation in order to safeguard the supply and serve 
the consumer. 

Mr. Chairman, at the end of 1955, we had proven reserves of about 
225 billion M ec. f. of natural gas in the United States. For every 
penny of increase in the field price, the owners (and remember we are 
talking primarily about the big oil and gas companies) would be en- 
riched by $214 billion on their present reserves, to say nothing of the 
accruals on reserves yet to be discovered. 

But we are not here talking about increases of the order of 1 cent 
per Mec. f. Even under regulation the average price seems to have 
risen by 2 cents per M ce. f. since I last testified before this committee 
2 years ago, and new contracts—which would be relevant to the de- 
termination of “reasonable market price”—are being written at 5 and 
even 10 cents above the current average. 

It is clear enough that we are here talking about a bonanza of 10, 
20, or even 30 billion dollars, most of which would fall into the laps 
of the big oil companies over the next several decades. 

Because this would be a completely unjustified and unconscionable 
enrichment of a few of our citizens, and because it would necessarily 
and inevitably come out of the pockets of 60 million persons depend- 
ent on natural gas as a household fuel, we think the case for continued 
effective regulation of producers’ prices of natural gas is compelling 
in the national interest. 
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Granted that in many ways the production and gathering of natural 
gas differ from the conventional public-utility situation, in the rela- 
tions among producers, distributors, and ultimate consumers, it pre- 
sents so many essential characteristics of a monopoly-utility as to re- 
quire regulation. 

In conclusion, Mr. Chairman, I would like to express our positive 
views. Not only are we opposed to H. R. 6790 and H. R. 6791; we 
are strongly in favor of effective regulation by the Federal Power 
Commission according to the Natural Gas Act, as amended, and as 
repeatedly interpreted by the courts. 

We believe that it was the intent of the authors of the oem Gas 
Act to fill the gap in regulation of the prices of natural ga 

At the time the bill was passed, that gap lay in the lack of author- 
ity of State commissions to control the price of gas delivered to the 
States. 

It would certainly not be consistent with the objectives of the act 
to close that gap by regulating interstate pipelines and open another 
gap by exempting producers. The time is long overdue for a vigorous 
and effective enforcement of the law as it stands. 

We believe, moreover, that—far from being forbidden to consider 
cost as an element in price regulation—the Power Commission should 
proceed in line with recent court decisions toward the evolution of a 
means of regulation suitable to the structure and operation of the 
natural gas industry. 

Contrary to the conventional utility situation, in which capital costs 
are very high in relation to revenues, in the production of gas and oil 
capital costs are comparatively small, especially in relation to costs 
of discovery. 

This would seem to open up a useful approach which has been re- 
peatedly formulated in the literature and which is more operable than 
the more complex situation in ratemaking for utilities supplying elec 
tricity, water, or transportation. 

Neither are we dism: iyed by the proble m of the allocation between 
gas and oil of joint costs of discovery and production. As it has been 
many times pointed out, this is a problem in many ways less complex 
than allocation of costs among a large number of items jointly pro 
duced by a single factory. 

Granted that these allocations can never be precise, they can be 
workable. I am not an accountant but we have the testimony of ac- 
countants familiar with the industry. 

Finally and very importantly, we believe the whole problem can 
be quickly reduced to manageable proportions by enactment of legis- 
lation such as that proposed by Mr. Macdonald and Mr. Heselton to 
exempt the small producers whose total impact on price is negligible 
by the small amount of their aggregate production. 

It is estimated that 97 percent of the gas sold through interstate 
pipelines is the output of some 200 companies; and the regulation 
of the prices charged by these 200 companies would in effect provide 
the protection to which we feel the consumers are entitled. 

Finally, Mr. Chairman, I would like to make it plain that our pro 
posals are not in any sense an assault on the profit motive or free 
enterprise. When we talk about “cost” and “cost structure,” we are 
thinking of all costs, including the cost of producing wells and of dry 
holes: the cost of money: operating costs; and profits sufficient to 
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continue the high rates of exploration and discovery which have 
characterized the past few years. 

We submit that the evidence does not warrant the conclusion that 
profits greater than those of the past few years are necessary to safe- 
guard the supplies for the consumer. On the other hand, we are con- 
vinced that because of the competition among purchasers to meet the 
growing demands for gas, effective regulation is immediately neces- 
sary to protect consumers from exploitation at the hands of natural 
gas companies. 

I- have attached hereto as an appendix a table, “Investment Gains 
in Oil and Gas” containing data in support of the arguments pre- 
sented on page 8 and 9 of my statement. I ask that this table be 
included in the record at this point. 

The Cuairman. I believe you already have permission to include 
the table which you referred to. 

Mr. Hotianper. Yes, Mr. Chairman. 

The Cuamman. And that concludes your formal presentation ? 

Mr. Horianper. Yes, thank you. 

The Cuareman. I believe under the rules that we are following, 
Mr. Derounian was the first in the room. 

(The table is as follows :) 


Investment gains in oil and gas 


|All prices in dollars] 
Annual rate 


10)-y ear per- 


Company 1947 price! | 1957 price | cent of gain | of gain, in 
percent 
Getty Oil Co 1,74 30. 25 1, 638.5 | 163.9 
Texas Gulf Producing Co 3.19 44. 87 1, 306. 6 130. 7 
Louisiana Land & Exploration Co 4. 37 52. 50 1,101.4 | 110. 1 
Seaboard Oil Co eal 8.71 69. 75 700.8 | 70. 1 
Amerada Petroleum Corp 19. 50 132. 62 580. 1 | 58. 0 
Shell Oil Co__ 13. 65 90. 50 563. 0 | 56.3 
Continental Oil Co_- 10. 28 65. 50 537. 2 | 53.7 
Texas Pacific Coal & Oil Co 5. 90 37. 25 531.4 53. 1 
Skelly Oil Co__- | 12. 13 | 76. 50 530.7 | 53.1 
Gulf Oil Corp 23. 88 147. 00 515.6 | 51.6 
Standard Oil Co. (New Jersey) 11. 04 63. 12 471.7 | 47.2 
Socony-Mobil Oil Co., Inc 11. 36 58. 25 412.8 | 41.3 
Richfield Oil Corp 14. 50 70. 00 382.8 | 38. 3 
The Texas Co- 14. 58 70. 37 | 382. 6 38.3 
Tidewater Oil Co 8.18 38. 50 370.7 | 37.1 
The Atlantic Refining Co 12. 00 55. 37 361.4 36.1 
Standard Oil Company of California 11. 86 53. 62 352. 1 35. 2 
Anderson-Prichard Oil Corp 8. 62 38. 25 343.7 34.4 
Sinclair Oil Corp. 15. 49 66. 50 329. 3 | 32.9 
The Pure Oil Co 12. 06 46. 12 282. 4 28. 2 
Phillips Petroleum Co 13. 90 418. 00 245.3 | 24.5 
The Ohio Oi] Co : 11. 94 40. 75 241.3 24.1 
Union Oil Company of California 18. 18 59. 62 227.9 22.8 
The Standard Oj] Co. (Ohio).. 19, 14 59. 75 212. 2 21.2 
Standard Oil Co. (Indiana 20. 35 54. 37 167. 2 16.7 


1 Adjusted for stock splits and stock dividends 


Mr. Drrountan. Mr. Hollander, are you in agreement with your 
legislative representative, Mr. Gunther, when he said in a letter 
dated May 24 of this year to Mr. Harris, our chairman, that the 
opponents of the bill have been unable to appear, and I quote him: 


I would suggest that it is particularly important when the chairman of a 
committee is the congressional sponsor of legislation favoring a particular indus- 
try that every effort be made to permit the opponents of this legislation to 
present their case properly. 
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Do you agree with the implications in that paragraph? 

Mr. Hoxianper. Yes, sir; I do. 

Mr. Derountan. Then you felt that our chairman was not giving 
an opportunity to the opponents of this legislation to be heard because 
he was sponsor of the bill presently before us? 

Mr. Hotxianver. Mr. Derounian, I have many times testified before 
committees of Congress. I testified before both Houses. I think I 
am aware of the difficulties that a committee has in trying to schedule 
witnesses, especially on a bill which is controversial, on “which there 
may bea eood deal of questioning of witnesses. 

This is the first time in my experience that it has ever been impos- 
sible to get an approximate date in advance; the first time I have 
ever been advised that I should come down on a certain date and just 
wait until the committee in the procession of witnesses, I was reached. 

So far as I know, it is the practice among congressional committees 
to try to make an approximate schedule and to let the witnesses know 
in advance when they will be heard and then if they have to be 
changed, because the committee gets behind or ahead of schedule, 
the witnesses are so notified. 

Mr. Derounran. What makes you think that you or your organi- 
zation has precedence over governors of States and mayors of cities 
who represent the people—you just represent a political organization ; 
do you not? 

Mr. Hotianper. Yes. We didn’t say or imply that, Mr. Derounian. 
All we asked was to have a date set when we might testify. 

We were repeatedly given information that there were a lot of 
witnesses and the hearings would open on the 7th of May and the 
proponents would be heard from the 7th until the 11th, T think it 
was, and the opponents from the 14th to the 17th, and thereafter the 
committee could not say anything about it. 

Mr. Derountan. Mayor Wagner could not even come. 

Mr. Hoiuanper. I know this. It seems to me that the difficulties 
that Mayor Wagner had were typical of the kind of thing we were 
complaining about. We were not asking for precedence over them. 

Mr. DerountAn. That paragraph is an insinuation that is unwar- 

ranted and especially from a member of your organization which is 
always complaining about those who employ guilt by association. 

And I state for the record that the chairman—in fact, he and 1 
disagreed on this bill last year on the final vote; Mr. Harris has been 
very fair—he has leaned over backward to give everybody a chance. 

And may I say this, sir, that if it had not been for a rule adopted 
in this committee, you would still not have been reached. There was 
a lot of filibustering under the rules of this committee until they were 
changed—that is what the chairman has done to speed this bill on. 

So I would hope you did not agree with Mr. Gunther in that para- 
graph. 

Mr. Hotianper. We were not complaining, sir, that other people 
were being heard before us. We felt as much aggrieved that other 
opponents ; of the bill had difficulty in getting time set for their testi- 
mony. We didn’t ask to be heard at any given time. We asked to be 
given atime to be heard. 

I am very much obliged to the committee that we have finally been 
able to get it. 








een 
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But I want to make it plain that I do, indeed, agree with Mr. 
yunther. And I think the complaint is well taken. 

The Cuarrman. Will you yield? 

Mr. DerountAn. Yes. 

The Cuarrman. Did you have the privilege of the list of the wit- 
nesses announced prior to the hearing ? 

Mr. Hotianper. Yes. 

The Cuarrman. Was not your name included ? 

Mr. Houianper. It was. 

The Cuamman. Could you not tell in line with the witnesses about 
where you would come? 

Mr. Hoxtianper. No, sir; I could not. 

The Cuarrman. Why couldn’t you? It was announced to the hear- 
ings and to the press and everybody who wanted it. 

Mr. Hotianver. According to that, Mr. Harris, since the last day 
for the opponents was originally announced as May 17, we felt we 
would have been heard sometime before May 17. 

As I said to Mr. Derounian- 

The Cuarrman. The hearings were announced to begin on May 14 
for the opponents, for the entire week, and when conditions arose 
that we could not get to all of them, we told everyone we would start 
again on May 27. 

You knew where your name was included in the list of witnesses, 
and under the procedure we adopted the governors and the State 
officials were first, and then the others in line as they requested. 

Is there anything unfair about that? 

Mr. HotnaNnver. As I said, Mr. Chairman—— 

The Cuairman. Answer my question: Is there anything unfair 
about that? 

Mr. Hotianver. Mr. Chairman, we felt it was unfair that we were 
unable to get even an approximate date. 

The Cuairman. Do you think it unfair the way this list was pre- 
pared and 

Mr. Hotianper. Not about the way the list was prepared. 

The Crarrman. And on the list were the governors first, with the 
attorney generals of the States next and other State officials next in 
line, such as corporation commmission members, and so forth, and then 
other witnesses. 

Mr. Hoxiuanper. That is true. 

The Cuarrman. Is there anything unfair about that? 

Mr. Hotianper. Not in the order but in our inability—but in our 
inability to get from this committee even an approximation of the date 
when we might be heard. 

If I had followed your instructions I would have been sitting around 
this room for 2 weeks until this day, waiting for a chance to be heard. 
I do not think that is the way congressional committees normally con- 
duct their witnesses. Every other time I have been heard by a com- 
mittee, even if I was the last witness, I was given a time at which I 
might be heard and notified in advance to that effect. 

Mr. Derountan. Mr. Hollander, you say in the next to the last para- 
graph “that our proposals are not in any sense an assault on the profit 
motive or free enterprise,” and so forth. 

Does your organization feel the same way ? 

Mr. Hotianper. Yes. 
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Mr. Derountan. Do you recall that it has been stated by your 
organization : 

“Wyatt, Henderson, F. D R., Jr., and Humphrey had previously 
named Leon Blum, Clement R. Attlee, and Guiseppe, Saragat,” as 

“men with whom American liberals are most closely identified” 4 

In 1949 ADA officially declared: “Democratic Socialist parties are 
our best allies in the struggle for a free Europe.” 

Do you still believe in those statements ? 

Mr. Hotianper. Yes, indeed. But I see nothing inconsistent be- 
tween those and this statement. 

Mr. Derountan. Do you feel, also, as Mr. Wyatt said, “Government 
must assume responsibility for regulating wide areas of our economic 
life”? 

And Mr. Bowles said, “Freedom and planning are not only com- 
patible, but in the long run, inseparable.” 

Are those principles which you still adhere to? 

Mr. Hoitianper. Yes, indeed. 

Mr. Derountan. Isn't your organization for Federal control of the 
lives of our citizens ? 

Mr. Hotianver. No. 

Mr. Derountan. It is not? 

Mr. Hotianper. No. 

Mr. Derountan. Did you read the ADA World for May 1957? 

Mr. Hoxianner. I certainly did. 

Mr. Derountan. In it your chairman calls for an integrated Fed- 
eral and State taxation. So that in effect the Federal Government 
will get all taxes from the school districts on up to the Federal Gov- 
ernment. Is that what you and your organization believe in? 

Mr. Hotianver. That is not what we believe in. It is not what 
Mr. Nathan said. 

Mr. Derountan. I will quote: “Integration of Federal, State, and 
local tax might take the form of congressional determination.” 

And that the Federal Government might allow rebates against 
income tax for all State income, et cetera, et cetera, et cetera. 

Is that not centralizing the Government more than it is today? 

Mr. Hotianver. A bit more. But that is not collecting all school 
district taxes up to the Federal Government and rebating them. That 
is a proposal, as a matter of fact, to permit the Federal Government 
to help the States and localities "which are having the greatest dif- 
ficulty in collecting revenues from their sources which have been so 
hes wily mined alre vady —which they are trying to mine. 

It is a proposal which I am prepared to defend, but it does not 
mean, I believe, what you said it meant. 

Mr. Derountan. Is your organization still opposed to the Smith 
Act? 

Mr. Hotianper. We are opposed to those provisions of the Smith 
Act which penalize people for the opinions they hold rather than the 
actions they take. 

Mr. Derountan. Is your organization still opposed to Government 
aid for scholarships ? 

Mr. Hoxtanver. Yes, sir. We oppose loyalty tests for recipients 
of Government fellowships or scholarships except in connection with 
projects which affect national security. 








NATURAL GAS ACT 1523 


Mr. Derountan. Do you still oppose loyalty tests for Federal 
employees ? : 

Mr. Horianver. No; I do not think we ever did oppose loyalty 
tests. We have a very explicit and very detailed position on the secu- 
rity system that we think would be more efficient than the one that 
has been applied heretofore with respect to Federal employees. 

Mr. Deroun1an. Did you not oppose tests for other than those 
involving national security ? 

Mr. Hoxianver. No. We have taken the position, sir, that the oath 
which the Federal employees take—this is a very solemn oath, I have 
taken it myself—is sufficient loyalty oath, in combination with the 
affidavits that are required by the fateh Act, of every employee in 
the Federal Service; and that beyond that, any employee who has 
been found to have violated the affidavits will be prosecuted for 
perjury. 

And from that point on, the security question is one of security of 
the information or security of Government action and that it should 
be treated on a security basis; yes. 

Mr. Derounian. Do you still feel that the House Un-American 
Activities Committee has proved itself a threat to freedom of political 
opinion and therefore favor its abolition ? 

Mr. Hotianper. Yes, indeed. If you will remember no less a dis- 
tinguished Member of the House than Mr. Walter proposed several 
years ago that it should be abolished and incorporated into the Judi- 
ciary Committee of the House. Of course, we have not felt so strongly 
about this in the past several years, since the committee revised its 
procedures. 

Mr. Derountan. Do you feel that membership in Fascist or Com- 
munist Parties or refusal to testify under the fifth amendment should 
not be automatic grounds to disqualify a teacher ? 

Mr. Hoiitanper. The position of the organization on that is very 
varefully phrased in its platform of 1956, as I remember, or 1955. I 
would rather not quote it from memory if you don’t mind. I would 
‘rather get it. I would be glad to supply the precise wording of it 
for the record. 

( The matter referred to follows :) 


ADA POSITION ON ACADEMIC FREEDOM, ADOPTED AT 1956 Natrona ADA 
CONVENTION 


5. Academic freedom: We oppose legislative interference with academic free- 
dom. We have confidence in the will and the ability of those who are charged 
with the conduct of our educational institutions to exclude from teaching posi- 
tions all persons who have surrendered their own freedom of thought to Com- 
munist or Fascist control. We believe that these educational authorities, in 
judging the competence of a teacher, should not adopt automatic criteria of dis- 
qualification, but should fairly judge every case upon its individual merits. We 
recognize, however, the critically important bearing of present membership in 
the Communist Party upon any such judgment. : 

Refusal to testify under the first or fifth amendments should not be automatic 
ground to disqualify a teacher, but should be given only such weight as full 
inquiry shows to be warranted in determining the competency of the teacher. 

We are opposed to compelling past members of the Communist Party to inform 
on other members in order to prove present loyalty as teachers. 


Mr. Derountran. I thought the record ought to show some of the 
things your organization stands for in the light of the testimony. I 


92196 57 pt. 2 44 














1524 NATURAL GAS ACT 


think this is a free country—you are privileged to emphasize your 
own opinions—and I would certainly respect your right. 

Mr. Hoxuanper. I wonder if under these circumstances—or per- 
haps I should address the question to the chairman—since you have 
picked around a number of quotations from the positions and policies 
of the national convention of ADA, whether you would mind if we 
put in the record at this point the complete text showing on all of 
these subjects and others the position that the organization has taken. 

The CuarrMan. You have permission to submit it to the committee. 
We shall determine whether or not it shall go in the record. 

Mr. Deroun1An. To be absolutely fair to the public, I also suggest, 
some principles have changed in the ADA, some have been modernized, 
trying to make it more palatable to the public. In order to have the 
record complete, we ought to have ADA’s aims all the way from the 
start of it tothe present. But that would take too long. 

Mr. Hotianper. I have no objection to that. 

The CuarrmMan. Submit the information to the committee and then 
we will determine what part will go in the record. 

Mr. Hoiuanper. It is not very lengthy, and I think, in view of the 
questions that have been asked, that the record would be clearer if 
the entire statement were in. 

I tried to answer as best as I can from my recollection without the 
text in front of me. 

The CuarrMan. You may present that. 

Mr. Hotianper. Thank you. 

(The Statement of Principles follows :) 


STATEMENT OF PRINCIPLES 


Americans for Democratic Action is an organization of liberals, banded to- 
gether to work for freedom, justice, and peace. 

Liberalism, as we see it, is a demanding faith. It rests neither on a set of 
dogmas nor on a blueprint, but is rather a spirit which each generation of 
liberals must learn to apply to the needs of its own time. The spirit itself is un- 
changing—a deep belief in the dignity of man and an awareness of human 
frailty, a faith in human reason and in the power of free inquiry, a high sense 
of individual responsibility for oneself and one’s neighbor, a conviction that the 
best society enables the greatest number of its members freely to develop their 
potentialities. 

The goals of liberalism are affirmative. In our Nation, we seek the fulfill- 
ment of the free individual in a just and responsible society. Abroad, we look 
toward a world where all people may share the freedom, abundance, and oppor- 
tunity which lie within the reach of mankind—a world marked by cooperation, by 
mutual respect, and by peace. 

The greatest threat to the spirit of liberalism in our time has been totali- 
tarianism—the arbitrary use of political power which annuls the individual in 
the interests of a police state. Communism is presently the most dangerous 
form of totalitarianism, all the more so because it masks its purposes under 
slogans and programs which deceive millions desperately seeking improvement 
and change. ADA rejects totalitarianism in any form, whether Communist or 
Fascist. Friends and apologists of totalitarianism have no place in our organi- 
zation. 

Within a free society, we affirm the values we share in common with conserva- 
tives—in particular, the belief in constitutional processes and in the rule of law. 





We welcome continued debate with conservatives as exemplifying the process 
by which a responsible democracy achieves social change. But we reject con- 
servatism in the field of policy, particularly where, in the interests of preserv- 
ing the status quo, it prevents responsible social action. We equally reject 
complacency, whether in the form of self-righteous conservatism or of doctrinaire 
liberalism. In particular, we assert that our Nation and the world cannot 
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achieve the goals for which all mankind cries out without thought, planning, and 
decisions. And we believe that only liberalism has the energy and the will to 
provide the leadership our times require. 


INTERNATIONAL AFFAIRS 


Our goal in foreign policy should be to seek world peace by relating the tre- 
mendous power of this Nation responsibly to the preservation and enlargement of 
the liberties of the peoples of the world. 

World peace requires active sympathy and support for democratic forces 
everywhere and an implacable resistance to totalitarianism in all its forms. 

World peace requires, no less, a sober readiness to negotiate differences with 
those who oppose us, where negotiation does not jeopardize basic principles. 
General war has become an intolerable option in the nuclear age. The obligation 
rests all the more on the United States to offer concrete and realistic proposals 
which will unite the free peoples, help those not free to gain their freedom, and 
lay the foundation for lasting peace. 

Support of the principles of the United Nations Charter should be the corner- 
stone of our foreign policy. But that support does not in itself constitute a for- 
eign policy. We must make full use of the U. N. to weld, as rapidly as possi- 
ble, a community of effort for collective actions broad enough to encompass the 
ideals and hopes, and allay the fears, of the free peoples. 

Aggression, tyranny, misery, and racial discrimination anywhere are enemies 
of peace everywhere; and it must be our steady purpose to work with other 
peoples in their effort to enlarge opportunity and achieve justice. The need for 
such action is greatest of all in those parts of the world now awakening from 
centuries of oppression and squalor, and seeking to make up for lost time in 
raising their social and economic standards and attaining national independence. 

We cannot long survive as an island of plenty in an increasingly turbulent sea 
of misery. We want to play.our full part in a sustained and substantial co- 
operative effort to rise living standards in the underdeveloped nations of the 
world, and thereby reduce the ominous gap between the living standards there 
and in the United States. We favor more thoroughgoing cooperation to expand 
international trade, to banish the specter of depression, and to prevent the 
menace of inflation. 

As a nation, and through the U. N., we must help prepare a thoroughgoing 
step-by-step system of disarmament, both in conventional and in nuclear weap- 
ons, coupled with provisions for inspection and safeguards against evasion. 
Until such a system has been accepted, our responsibility to freemen everywhere 
requires that we maintain a defense force sufficient to deter aggression, whether 
limited or global. The weakening of our defenses or the abandonment of our 
willingness to fight for our principles would constitute a betrayal of freedom in 
a world where tyranny still threatens war. 

History has thrust world responsibility on our country. We must respond to 
this challenge with the imagination required by a changing world. We must 
understand that, in the end, we are dealing with people—with their diverse 
characters, their individual aspirations, and their legitimate hopes. To touch 
their minds and hearts, we must recognize that moral and social policies and 
attitudes are as essential as military strength. 

Because foreign policy in reality is the face a nation wears to the world, we 
emphasize above all that we can work fruitfully with the people of the world 
only as we remain faithful, at home as well as abroad, to our own highest ideals 
of freedom, of equal opportunity, and of social justice. 


DOMESTIC AFFAIRS 


The national program of ADA is directed toward a society in which each in- 
dividual enjoys the highest degree of liberty, opportunity, and security com- 
patible with the liberty, opportunity, and security of his fellows. 

By liberty we mean the full assurance and exercise of those traditional rights 
that are embodied in our Constitution: Equality before the law and freedom to 
speak, write, worship, vote, and assemble in accordance with the individual 
conscience and without regard to race, creed, color, national origin, or economic 
status. These are rights which never go for long without challenge and which 
are not preserved without tireless and constant rededication. 

Believing that any denial of equal rights is indefensible, we support legisla- 
tion and administrative action on all levels of government to make secure the life, 
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person, and property of every individual against violence and intimidation; and 
to eliminate segregation and other forms of discrimination in employment, hous- 
ing, education, transportation, suffrage, and all other aspects of public and com- 
munity life. We favor a more liberal and more generous immigration policy, 
which treats equally people of all nationalities. We oppose the usurpation by 
congressional committees or executive agencies of the judicial function at the 
expense of individual rights and liberties. The power of investigation must not 
be abused in the name of security. 

By opportunity we mean the right of all Americans to participate and share 
equitably in the beuefits of an expanding economy in a free society. This im- 
poses on the Government the obligation to manage its taxing and spending and its 
control over money and credit in such ways as to maintain vigorous and steady 
economic growth and maximum employment. 

Government has the further obligation to foster a fair and just economy by 
apportioning taxes according to ability to pay, using its powers to correct in- 
equities; to help farmers and farm laborers to obtain an adequate income; to 
assure workers the right to organize democratically and bargain collectively; to 
provide competitive business a fair opportunity for growth and profit, free from 
monopolistic barriers and constraints ; and to regulate those large-scale industries 
which are natural monopolies. 

To make opportunity real for all Americans, our society must assure to every 
child a good education and a chance to grow up in health and decency. 

Wise and provident use of the resources of our lands and waters, for the benefit 
of all the people, is the responsibility of the people acting through their govern- 
ments. The great investments in atomic energy and the great possibilities for its 
constructive uses belong to all the people, and public control is necessary to in- 
sure that it is developed for their benefit. The miraculous and far-reaching ad- 
vances in all fields of science must be put to the service of all the people—in pro- 
duction, in medicine, in education, in communication. 

3y security we mean the social and economic guaranties:to assure at least a 
minimum American standard of living for all members of our population, espe- 
cially the most defenseless—the children, the aging, the sick, the indigent. To 
this end, we favor the steady improvement of our systems of social insurance and 
other social and economic measures looking toward the elimination of poverty. 
Where local and private initiative and resources are not sufficient, the National 
Government must initiate programs, including Federal contributions where neces- 

sary, for education, health, and housing, to which the people of the world’s richest 
Nation are entitled. The decay and disorganization of American cities calls for 
action at all levels of government to restore the creative values of urban living. 

ADA is a political organization dedicated to the furtherance of these basic 
principles. Although it is neither a political party nor a part of a political party, 
it endorses and works actively for candidates for public office. Its organizational 
purpose is to stimulate thought and action in the service of the American liberal 
tradition. 

We place our faith in the wisdom and courage of a free people. 


The Cuarrman. Mr. Rogers. 

Mr. Rocers. There is confusion in my mind from all of the talk 
and newspaper articles and everything about what ADA is. 

Mr. Horianner. It is a political organization, nonpartisan, inde- 
pendent politically, which tries to bring about the enactment of liberal 
legislation in the United States and in the States and cities through 
politic al means. 

That is to say, through engaging in political activities, both elec- 
toral and legislative. 

Mr. Rocers. You say, “nonpartisan.” You mean you have people 
in there from all political parties? 

Mr. Hortianper. We have people in there from the Democratic 
Party and the Republican Party. What I really mean by “nonparti- 
san” is that it is not part of any political party and not under the dis- 
cipline of any political party, nor committed to the program or the 
tenets of any political party. It is independent and free to make its 
decisions on the merits of the issues and situation. 
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Mr. Rogers. I notice that some of the quotations that the gentleman 
quoted, were from Democrats. I wondered if you had some Republi- 
cans who made some statements like that. 

Mr. Hotianper. Not very many. I could quote you some. If you 
want me to put them in the record I will be glad to. 

Mr. Rogers. Does, or did, your or ganization subscribe to those state- 
ments Mr. Derounian made? 

Mr. Hontanper. I think in general it would be correct to say that 
they did, yes. 

Mr. Rogers. Regardless of what party they were in? 

Mr. Hotianper. Yes. 

Mr. Rogers. Your statement, Mr. Hollander, who prepared this 
statement ¢ 

Mr. Hotianper. I did. 

Mr. Rogers. Well, now, are these your views or the ADA’s views? 

Mr. Hotnanper. Both. 

Mr. Rocrers. Well, where did you find your authority to advertise 
them asthe ADA’s views ? 

Mr. Hotianper. In the actions of the naitonal conventions of ADA 
which are delegate conventions that meet every year and which by 
majority vote determine what the position of the organization should 
be. 

I think from the very first one in 1947, and I believe without excep- 
toin, every one has been on record to the effect that I have testified here. 

Mr. Rogers. Well, now, how many people know what is in this state- 
ment—that is, in your organization—how many people were together 
in compiling the statement, getting it ready, prepared and so forth? 

Mr. Horianver. Well, as I say, the exact text of it is my own work. 

The content, the policies, were cleared with the principal officers of 
the organization, the elected officers. 

Mr. Roerrs. How many of those do you have ? 

Mr. Houitanper. Well, the national chairman, the chairman of the 
executive committee, those two specifically. 

Mr. Rogers. How many members does ADA have? 

Mr. Horuanper. About 40,000, 

Mr. Roerrs. About 40,000 7 

Mr. Honianner. Yes. 

Mr. Rocers. And you are upset because you felt that the chairman 
was discriminating against you because witnesses who probably repre- 
sented 400,000 were allowed to appear before you ? 

Mr. Hotianner. No. T would like to make it plain once again, it 
was not our complaint. We certainly would have yielded, even if 
the chairman had not made the decision for us, we would have gladly 
vielded to Mayor Taft and to Mayor Wagner. That was not our 
complaint. It was that we were unable to get a time fixed for which 
we could prepare our testimony and on which to appear here. 

We were not complaining that other people were given precedence. 

Mr. Rogers. Let me say this, Mr. Hollander, in that regard, you 
are an in a different position from the members of this committee. 
The ¢ suirman has bent over backward so far in an effort to be fair 
that we do not know whether we are going to get supper tonight. 

We do not know what time we will have to come down in the morn- 
ing. I think that the chairman is eminently fair in trying to work 
it out. T think he has been, and T think everyone will say so. 
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Mr. Hoxianper. I think the record should show that we are not the 
only ones who have raised this question. We may have been the 
only ones to have raised it in the form in which we did. 

Mr. Rogers. You are the first one we know of. 

Mr. Hoxianper. Quite independent of anything we said, you can 
see it in the public press. 

Mr. Rocers. Your organization has always supported and advo- 
cated a sort of strong central control insofar as our Government is 
concerned, have you not ? 

Mr. Hotianper. No; no, we have not. 

Mr. Rocers. You have not? 

Mr. Hotianper. No, sir. 

Mr. Rogers. You haven’t underwritten the Federal Government 
control of matters like the civil rights matters, for all segments of 
the economy, general Federal aid to education, extension of many 
other Federal regulatory laws to every person? 

Mr. Hotianper. Those measures specifically, yes. But what I was 
about to answer was that quite the contrary, we feel that anything 
that can be dealt with in the public interest, without the inter vention 
of the Federal Government, is all to the good, but there are times 
we feel 

Mr. Rogers. I am not clear on that. How will you turn all of the 
power over to the Federal Government and still do that? Will you 
clear that in my mind? 

Mr. Hotianper. As I say, we are no more concerned than you are 
to turn all of the power over to the Federal Government. The 
greater the degree of local responsibility the better we would like it. 

And if there were some way you knew whereby the Southern 
States could guarantee to all of the citizens the right to vote without 
discrimination we would think that it would be wonderful—if the 
Federal civil rights law were unnecessary. 

Until the States of this country have demonstrated their ability 
to guarantee these constitutional rights to their citizens, then it 
seems to us the Federal Government, under the Constitution, must 
assume that obligation by default. 

Mr. Rocers. In other words, you are for State rights only insofar 
as they coincide with your thinking. 

Mr. Avery. Will you yield for a question right here? 

Mr. Rogers. Yes. 

Mr. Avery. Maybe I should merge my time with the gentleman’s 
discussion time. I believe I will be up next. 

The Cuarrman. We have Mr. Heselton. 

Mr. Avery. I thought you were down to the gentleman from New 
York. 

The CnarrmMan. We are still operating under the old rule. 

Mr. Rogers. If my time has expired, may I have just a little more 
time ? 

The Cuarrman. You can have it. 

Mr. Rocers. Isn’t it a fact that the civil-rights legislation is an act 
that is intended for punishment of the Southern States ? 

Mr. Hoxranper. I did not say that. I said it is an act to assure to 
citizens of the United States rights which the Federal Constitution 
guarantees them, and which certain States up to now have not been 
able to safeguard to them. 
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Mr. Loser. That isn’t what you said. 

Mr. Hoxianper. I believe it was. It is certainly what I intended 
to say. 

Mr. Loser. If you will permit me I will quote what he said. 

The Cnarrman. I believe that under the procedure 

Mr. Loser. I will ask him when I get an opportunity. 

Mr. Heserron. I think it is fair, however, in view of some of the 
political statements and I shan’t attempt to ‘pick out any individual 
one that I quote from a Republic an, who was before this committee 
some weeks ago, and who said, “This is not a compromise bill so far 
as the consumer is concerned.” 

As I understand it, such portion of your statement as I heard, and 
I happened to be out in connection with a subcommittee meeting, and 
will have to leave again, it was attempting to highlight that very 
significant statement ‘by the Republican attorney general of the State 
of Wisconsin. Am I correct? 

Mr. Hoiianper. Yes, sir. 

Mr. Herseiron. There was also another eminent Republican who 
presented his statement to this committee in which he concluded by 
saying this, in part: 





This bill in its present form is not regulation, and the public should clearly 
understand that fact. 

Do you agree with that? 

Mr. Honianper. I certainly do. 

Mr. Hesetron. So that insofar as the statement of the Republican 
attorney general of the State of Wisconsin is concerned, and the 
Republican mayor are concerned, you find yourself in agreement in 
terms of analyzing the proposal that is before this ¢ ommittee ? 

Mr. Hotianper. Yes, sir. 

Mr. Hesruron. I want tocommend you for coming here and present- 
ing your views as to these proposals. 

Mr. Hottanper. Thank you. 

The Cuarrman. Mr. Hale. 

Mr. Hate. I think in your statement you said that your organiza- 
tion stood for liberal legis: ation, did you not? 

Mr. Hotianver. That is correct. 

Mr. Hare. And just what do you mean by “liberal legislation” ? 

Mr. Hotianper. That is why I asked permission to ‘read into the 
record the total program of the ADA, I think you could describe it 
in a word as the extension of the New Deal and the Fair Deal through 
the latter part of the 20th century. 

Mr. Hate. Your idea of “liberal” is what I wanted to get. 

Mr. Hoiianper. A zealous concern for the rights of individuals, 
a belief that the Government, municipal, State, and Federal, has a 
responsibility to step into those affairs which the people as individuals 
are not able to manage in their own best interests because of the nature 
of things, and to permit the people acting through their Government 
to do what as individuals they are unable to do. 

A greater degree of security and well-being and welfare for each 
individual and the development of democratic institutions in that 
way. 

Mr. Hare. H. R. 6790 does not come within your definition of 
“liberal”? 
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Mr. Hotianper. It certainly does not. 

Mr. Harr. You do not think it is liberal to the consumers ‘ 

Mr. Hoxzianper. I think that it transgresses what we have long 
I thought—long since accepted in this country that in a situation 
in which the consumers are by way of being powerless, before the 
power of what is essentially a monopoly utility, they are entitled 
through their Government to exercise certain rights of self-protection 
as they have since the passage of the Interstate Commerce Act or, 
perhaps, long before then. 

Mr. Hace. Is it your position that the producer of natural gas 
should be entitled to consideration of his rights? 

Mr. Hotianper. The same as the individual producer of electricity 
should be. 

Mr. Hate. What about the corporate producer / 

Mr. Hotianper. The corporate producer also. 

Mr. Hare. Even a very large corporation / 

Mr. Hotianper. Without regard to size or wealth. 

Mr. Hate. Isn’t it intending to—— 

Mr. Hotianper. Of course, it does not draw the distinction in terms 
of size or wealth—it does not attempt to do that. 

The question there is a difference between us not on that point 
but on what are their rights. You conceive their rights to be different. 

Mr. Harr. How can you tell whether a given piece of legislation 
is to be considered “liberal”—does it not mean who it is being lib 
eral to? 

Mr. Horuanper. Of course, I have tried to define by saying that 
this is a part of a liberal program, in the same sense that the regu- 
lation of utilities was from the beginning. 

Mr. Hare. On page 5 of your statement you suggest quite pointedly 
that the present Chairman of the FPC is not a proper Chairman and 
that his reappointment should not be confirmed. 

Mr. Hotianper. If that is a question, the answer is “Yes”, that 
is what I believe. 

Mr. Hatz. Whatever the regulatory statute might be, the FPC as 
presently constituted would not be trustworthy ? 

Mr. Hotianper. It has seemed to us up to now it has been very 
desultory and delinquent in the way in which it has approached the 
regulation of the price of natural gas. 

Mr. Hare. On page 8, you say: 

At the present income-tax rates, the wealthier people of this country are more 
interested in the increase in value of a stock or property than they are in the 
annual dividend. 

Isn’t that a criticism of our tax laws? 

Mr. Horianper. Sir, I didn’t intend it as such. I didn’t intend this 
this to mean that the income-tax rates were too high. I would be glad 
to testify on this subject at your pleasure. 

Mr. Hare. Are you satisfied with the present degree of graduation 
in the income tax—that is, your organization ? 

Mr. Hotianper. Our organization feels that there are many serious 
defects in the income- tax. structure. And we have made repeated 
recommendations as to how the income tax could be improved or 
should be improved. 

Mr. Hate. Has your organization determined whether it wants 
to be liberal to wealthy people ? 
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Mr. Hotianprr. As | say, we have made specific proposals as to the 
means by which the income-tax laws could be improved. 

Mr. Haze. Is it your thought—that is, of your organization, that 
appreciation and so forth—in the third paragraph of your state- 
ment—that it in some manner should be prevented ? 

Mr. Hottanper. No. The purpose of it was to support our conten- 
tion that there is ample incentive and has been ample incentive for oil 
and gas producing and oil and gas refining companies to explore for 
new reserves and to bring the new reserves into production and that 
it is not necessary as the proponents of the bill have argued to take 
the lid off, so there will be ever further profits in order to be sure 
that the exploration and discovery will be vigorously pressed. 

We feel there is ample evidence that there is very great incentive 
aa That is part of this evidence that I cite. 

The Cnamman. Mr. Willams. 

Mr. Witi1aMs. I was very much interested in the line of question- 
ing propounded to you by Mr. Rogers a moment ago, about the 
makeup of it. 

Mr. Hotianper. About the what ? 

Mr. Witiiams. About the makeup of the Americans for Democratic 
Action. 

Mr. Hotianper. Yes. 

Mr. Wituiams. Just what is the organization. Does it have any 
kind of corporate status or what ? 

Mr. Hotianper. Legally—I am not a lawyer—but I think legally 
it is a political association. We file reports under the Corrupt Prac- 
tices Act like other political organizations. 

Mr. Witirams. Do you collect dues from your membership ? 

Mr. Hontianper. Oh, yes. 

Mr. Wiiii1ams. What are the dues, Mr. Hollander? 

Mr. Hotianper. The dues are established principally by the local 
oe of the organization, Mr. Williams. The national dues are 

$2 per year and the chapter dues vary from city to city. 

Mr. WitttaMs. Are contributions to your organization tax dedue- 
tible? 

Mr. Hotianver. Oh, no. 

Mr. WitttraMs. Do you have any qualifications for the membership ? 

Mr. Hoiianper. Yes. 

Mr. Witi1ams. What are those qualifications? 

Mr. Hotianper. Those qualifications are that to be eligible for 
membership a person must subscribe without reservation and sub- 
scribe in writing, to the principles of the organization. And included 
among these are that those with adherence to a totalitarian philosophy, 
including communism, are ineligible for membership. 

Mr. Wiuiiams. Isn’t that a little bit inconsistent with the legislative 
program of the ADA? 

Mr. Hotitanper. No, we don’t think so. 

Mr. Wituiams. Has ADA ever suggested that the Federal Govern- 
ment relinquish any of its powers to the States? 

Mr. Houianper. I am not sure I can answer this “yes” or “no” 
without looking it up. I will be glad to look it up. If the purpose 
of your question is to bring out the fact that in general we have advo- 
cated an increasing assumption of responsibility by the Federal Gov- 
ernment, I concede that we have. 
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Mr. Wiriu1aMs. You advocate continuing increased centralization 
of power? 

Mr. Hotianper. No. I would object to your phrasing of it, if you 
do not mind. 

Mr. Wiuu1ams. That is what it is, assumption of responsibility by 
the Federal Government is relinquishment of it by the States. 

Mr. Hottanper. For example, I would not say that on such a bill 
as Mr. Rogers mentioned, as Federal aid to education, that providing 
money to the States, that it would involve any degree of Federal 
responsibility for local education. 

Mr. WiuuiaMs. Of course, you support the Powell amendment? 

Mr. Ho.ianper. We supported an amendment which was intro- 
duced last year by Senator Lehman. 

Mr. Wituiams. What did that amendment do? I do not recall. 

Mr. Ho.iuanper. As I remember, the effect was that wherever a 
State or school district had been found by a Federal court to be out 
of compliance with the Supreme Court decision, that the funds for 
that State, as I remember, should be put in escrow until it was in com- 
pliance. 

Mr. WituraMs. The effect of that was the same as the Powell amend- 
ment ! 

Mr. Hotianper. I am not sure. I do not think so. I am not sure. 

Mr. Witiiams. That is on other legislation ? 

Mr. Hoiuanper. Yes. 

Mr. Witu1ams. How many paid employees does the ADA have? 

Mr. Hotitanper. In Washington ? 

Mr. Wituiams. Anywhere— all over the country. 

Mr. Hotianper. Oh, about 15 or 16 in Washington, and then the 
various chapters have their own employees. 

Mr. Wriiutams. Do you have 40,000 members approximately 
throughout the country ? 

Mr. Houuanper. Yes. 

Mr. WititAMs. I presume that vou have membership in every State 
in the Union? 

Mr. Houianver. Almost every State in the Union. 

Mr. Witiiams. Do you have a chapter in every State in the Union? 

Mr. Hottanper. No, we do not. 

Mr. Witutams. Do you have any.members of any prominence in 
the Southern States, who so st: ate public ly 4 

Mr. Hotianper. Whether under present circumstances they would 
wish to identify themselves in that respect, I do not know. 

Mr. Wititams. Do you have any in Mississippi 

Mr. Hottanver. The aswer to your question is, I do not know. I 
would have to look and find out. 

Mr. Witi1aMs. Do you have a chapter in the State of Mississippi / 

Mr. Hotianper. No, I am sure we donot. Considering the position 
we have taken on civil rights it would be impossible for us to maintain 
one, Mr. Williams. 

Mr. Wittiams. It was reported, I believe, in one of the Republican 
campaign documents that a certain newspaperman in the State of 
Mississippi named Carter, who has been one of the chief apologists for 
the southern way of life and—what I had in mind could not go in the 
record, anyway. 
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It was reported that he was a member of your organization. Can 
you tell me whether or not he is a member of your organization ? 

Mr. Hottanver. To the best of my knowledge he is not, but I would 
like to say that the names of the individuals w who are members of the 
organization are not divulged by the organization itself. 

We have taken a position that it is up to them. If they want to 
make themselves known they can. But we do not give out this 
information. 

I have never met Mr. Carter. I only know him by reputation, as 
you do, as an ao for things that go on in the South. 

Mr. Losrr. I didn’t so recognize him as an apologist or anything of 
that kind. 

Mr. Wiutams. You do not read it. One day he is apologizing and 
the next day something else. 

Mr. Derountan. Will you yield for a moment ? 

Mr. WiuiAMs. Yes. 

Mr. Derountan. You mentioned a Republican document. That 
Ktepublican document was prepared because the ADA took credit for 
having proposed Adlai Stevenson, as the candidate for President of the 
gentleman’s party that year. 

Mr. Witx1ams. I could follow that up, but I shan’t. [Laughter.] 

Mr. Holland, as you indicated the ADA advocates the protection of 
the civil rights of all of our citizens. Of course, I presume that it- 

Mr. Honnanper. Yes. 

Mr. WitiiaMs. Stands by the constitutional right of the accused in 
a criminal case to a trial by a jury of his peers. 

Mr. Hotuanper. Yes, sir. 

Mr. Wituiams. You dostand by that ? 

Mr. Hottanper. In any criminal case. 

Mr. WituiaMs. That is all. 

Mr. Hesevron. How far are we going into civil rights legislation ? 
[ thought we were not starting that on the floor until Wednesday of this 
week. | Laughter. | 

Mr. Wituiams. Thank you. 

My time is up. 

The Cuairman. Mr. Dingell. 

Mr. Dincety. I am a little at a loss whether I ought to question on 
civil rights or whether I should discuss with him the bill presently 
before the committee 

The Cuamman. Weare discussing the Natural Gas Act. 

Hontanper. I can see, Mr. Chairman, why it took so long to 
vet through these hearings. 

The Crramman. You should not be disillusioned. This is not the 
first time we got far afield trying to get back to the subject. 

Mr. Honianper. I understand so. 

Mr. Dingers.. I saw something in your statement that interested 
me. And I know y you are trying to be a most courageous witness and 
so 1 am going to ask you some questions that I think might require 
more than ordinary fortitude here today. 

You say that you are an investor in gas companies and give 
distributing companies and five oil sebabiieilte. I presume you know 
something about your stock and I presume that you would be able to 
appraise ‘with reasonable degree of intelligence, at least, that which 
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the ordinary investor would make, the chances of your stock under 
present circumstances and under existing circumstances. 

Would I be fair in saying that you expect the value of your stock 
to go up and the earnings of your stock to go up if this bill passes ? 

Mr. Hottanper. Yes, sir. 

Mr. Dineen. All right. 

Now, a little later in your statement you say that you are not an 
expert in the gas and oil industry, but you state that you are an 
economist. Will you tell us your background, sir / 

Mr. Hotianver. Well, before I was the national director of ADA, 
I was for many years an economist in the United States Government 
in the Department of Labor, in the Social Security Board, in the 
Manpower Commission, and in my last occupation was the custodian of 
the price indexes of the Bureau of Labor Statistics. 

Mr. Dincet.. May Lask what school you area graduate of ? 

Mr. Hotitanver. Haverford College. 

Mr. Dinceixt. Whiat degrees do you have ? 

Mr. Hotuanper. An A. B. 

Mr. Dincecr. You go a little further and you say here you would 
like to make it plain that you are not an advocate of Government regu- 
lation or control of business or prices, as such. And you go on further 
to say that you are firmly convinced that a free, competitive market 
is the most efficient means of pricing and distributing goods and 
services, the most compatible with our democratic society. 

The thing that comes next I think is most interesting in your 
statement: 

We might wish that our natural gas connections could be picked up and 
moved about like a garden hose (to use Mr. Durfee’s famous figure of speech) 
so that we might shop for the best price among competing sources of supply. 
Then we would not need Federal regulation to protect us. But these are not the 
facts of life. 

This appears at the top of page 5. 

Mr. Hotianper. Yes, sir. 

Mr. Drncetx. It would be fair to say any consumer is in that. posi- 
tion, is it not a fact? 

Mr. Hotianper. Any consumer is in what position ? 

Mr. Drncetu. Is not in position to shop around for various sources 
for his gas. 

Mr. Hotianver. For gas, yes, that is true. As far as I know, there 
is no city in which gas is available from more th: an one distributor 
unless you are out in the countryside and buying it in tanks. 

Mr. Drncetu. I would like to compliment: you on your statement, 
and thank you very much for appearing before the committee. 

Mr. Hottanver. Thank you. 

Mr. Drnceti. Thank you, Mr. Chairman. 

The Coarrman. Mr. Staggers ? 

Mr. Staccers. I have no questions. 

The Cuarrman. Dr. Neal? 

Mr. Neat. I have no questions. 

The Cuarrman. Mr. Avery ? 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Hollander, on page 5 you state that: 


Mr. Kuykendall has obligingly documented its genealogy and has told us 
that it was drafted by representatives of the producers and some of the pipelines 
and distributors. * * * 
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And then you make a comment there that he had no—he was not 
knowledgeable of consumer interests at all. 

I must have missed that part of Mr. Kuykendall’s testimony. At 
what point did he discuss the origin of the Harris bill with us? 

Mr. Hoxtianper. I thoughe it was before the committee( Mr. Avery. 
I am not sure it was. But he was quoted in the press as having— 
I am sure it was before the committee, because I believe it was brought 
out in questioning by Mr. Mae donald that there had been conferences 
at_ which the producers, the pipelines, and, I beleive, some of the dis- 
tributing companies, had agreed on the outlines of a bill. 

And someone, I believe it was Mr. Macdonald, asked him if repre- 
sentatives of the co nsumers were present, and I believe he said, “No,” 
that he did not know of any or that there were any representatives 
of consumers. 

And as I remember the colloquy, Mr. Macdonald went on to say, 
what about the mayors and other representatives, elected representa- 
tives, of urban consumers. 

Mr. Avery. About when w as that, do you remember, Mr. Hollander ? 

Mr. Hotianper. Well, it was when Mr. Kuykendall testified. 

Mr. Avery. I mean in what period—at what period was he refer- 
ring to? 

Mr. Hotianper. At some time between— 

Mr. Avery. What is the year we are talking about ? 

Mr. Hotianver. Sometime between the veto of the Harris-F ulbright 
bill and the introduction of H. R. 6790. 

Mr. Avery. Well, that is almost a year’s period you are talking 
about there. 

Mr. Houuenper. | cannot define it any more precisely than that. 

Mr. Avery. Well, when you quote Mr. Kuykendall here, I think 
it is rather important that you be fairly sure of what you are quoting 
him on. Unless I missed some testimony, Mr. Kuykendall has never 
commented on the Harris bill as far as its history, as far as its draft- 
ing, or as far as who was represented by the party or parties who did 
draft it. 

Mr. Houianper. Are you talking about the present Harris bill or 
the previous one ? 

Mr. Avery. That is what I take it you are talking about here on 
page 5, the present bill. What are you talking about. here? 

Mr. Horxanper. I was talking about his testimony that he was 

called up by one of the White House counsel and asked to confer 
with representatives of the industry and draft a bill of this kind. 
Now, the bill came in a form somewhat different from H. R. 6790. 
A comparison of them, I believe 

Mr. Avery. What bill came of a different kind ? 

Mr. Hotianper. The draft bill came from this group that he 
referred to. 

Mr. Avery. Did you see a copy of that draft? 

Mr. Hotianper. Yes; I did. 

Mr. Avery. Well, that is most interesting. The committee has 
never seen that. 

Mr. Hotianper. Well, that may be, sir. I saw a copy of what was 
represented to me to be that draft. 

Mr. Avery. Would it be breaking any confidence to ask where 
you saw that? 
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Mr. Hotianper. If you don’t mind, I would prefer not to say. 
I am sure that it is more readily available to the committee than it 
is to me. I saw it, and I saw changes that were made in it by the 
legislative counsel and, if I am not mistaken, which I may be, but if 
I am not mistaken, the legislative counsel ‘could supply you with 
a draft of this bill. 

Mr. Avery. Let us be sure we are talking about the same thing. 

Mr. Hottanper. I think I am talking about the same thing. 

Mr. Avery. I think it is pretty important that you are sure you 
know what you are talking about. You have left me with the im- 
pression that you have seen a rough draft resulting from an informal 
conference of some invited persons by the White “House to work on 
a possible draft after the veto in 1956. 

Mr. Hotianper. Not invited by the White House; invited as I was 
told, by the Chairman of the Power Commission, on the instructions 
of the "White House to see if a bill could be drafted which would 
meet the views of the administration with respect to the protection 
to the consumers as well as the producers. 

Mr. Avery. We are talking about the same rough draft, that is 
the important thing, and you have seen it. You have seen a copy 
of this proposal, have you? 

Mr. Hotianver. Yes. 

Mr. Avery. Well, I must say that is quite an unusual thing. The 
committee has not had that privilege, and it has been testified here 
that that proposed draft had nothing to do with the Harris bill that 
was introduced in the 1957 session. 

Mr. Hotianper. I am aware of that. And it is my impression, if 
what I saw was properly presented to me as a draft of this, it was 
my impression that there were comparatively minor changes in form 
which were introduced by legislative counsel, and that the purport 
of the bills was in general the same. 

Mr. Avery. We will not 

Mr. Hotianper. This has been said in the press, Mr. Avery. ‘This 
is nothing 
Mr. Avery. We cannot depend on who said it. How much 
edibility would be a conjecture on somebody’s part. 

Just define this one adjective for me, on page 5, paragraph 3, when 
it says: 
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* * * that this is precisely the intention of those who drafted the bill. 

Now, “this bill,” which bill is “this bill” ? 

Mr. Hoizuanper. I have reviewed some of the debates in 1955 and 
1956, the committee reports, some of the hearings, some of the cur- 
rent heari ings, and I think nothing is plainer than that the proponents 
of this bill have drafted a bill which they hoped and expected would 
lead to a higher price for natural gas. 

Mr. Avery. All right. When you say “this bill,” you are referring 
to the Harris and O’Hara bills? 

Mr. Hoxuanper. I am. 

Mr. Avery. All right. 

I hesitate to lead into another line of questioning, Mr. Chairman. 
I have some more, but rather than have to break off, I would rather 
yield the floor and pick it up when the time comes around again. 

The Cuatrman. The gentleman’s time has expired. 
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Mr. Loser? 

Mr. Loser. I have just 1 or 2 questions. 

I was not here, Mr. Hollander, when you began your testimony, but 
I was interested in Mr. Rogers’ questions to you. 

You stated to him that your organization was supporting the so- 

called civil rights bill that is now pending in the Congress. 

Mr. Hotianper. Yes. 

Mr. Loser. And I believe you said in these words that your organi- 
zation, while you did not believe in centralized power in the Federal 
Government, you would support such measures as the civil rights bill 
until Southern States guarantee the right of all of its citizens to vote. 

You made that statement, did you not? 

Mr. Hotianper. Yes, indeed. 

Mr. Loser. When were you last in Tennessee ? 

Mr. Hotianver. I have not been in Tennessee for a long time, 

Mr. Loser. Well, when were you last in Tennessee ? 

Mr. Hotianper. I think it was 1941, Mr. Loser. 

Mr. Loser. You recognize Tennessee as a Southern State; do you 
not? 

Mr. Hortianprer. Semisouthern. 

Mr. Loser. Semisouthern. In late years, the Negroes in our State 

very largely voted for Mr. Eisenhower. Certainly in 1952 and 1956, 
and carried that State for the Republican candidate. You knew that; 
did you not? 

Mr. Hotianper. Yes, indeed. 

Mr. Loser. Why did you say that your organization was going to 
support civil rights until the Southern States guarantee the right of 
all of its citizens to vote ? 

Mr. Hotianpver. I do not see anything inconsistent about this. 

Mr. Loser. Do you know anything about whether they are permitted 
to vote in Tennessee ? 

Mr. Hotianper. I was not talking about Tennessee. 

Mr. Loser. What were you talking about ? 

Mr. Hoiianper. I did not mention any State. 

Mr. Loser. You said the Southern States. 

Mr. Hotianper. I did not mention any State, and let’s say until all 
Southern States. 

Mr. Loser. Well, you know that Tennessee is a Southern State, do 
you not? 

Mr. Hotianper. I mentioned no State by name. 

Mr. Loser. You know the State gave to the Nation Andrew Jack- 
son; do you not? 

Mr. Hoiianper. I make no apologies for the statement, Mr. Loser. 

Mr. Loser. A Democratic President. And James K. Polk. You 
know that; do you not ? 

Mr. Hotianper. Certainly. 

Mr. Loser. Why did you say that? 

Mr. Hottanver. I make no apologies. I simply said that we are 
in favor of Federal civil rights legislation until all States, and spe- 
cifically all Southern States, are able to guarantee to all citizens the 
right to vote. I do not even think I mentioned Negro citizens. 

Mr. Loser. Is your organization in favor of visiting upon Ten 
nessee the wrath of the Federal Government because other Southern 
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States might perchance deprive some of its citizens of the right to 
vote / 

Mr. Hotianper. I am not interested in visiting on any State the 
wrath of the Federal Government at all. 

Mr. Loser. That is what this bill you are supporting does; is it not? 

Mr. Hotianper. Except where it 1s necessary to guarantee the rights 
of all citizens to vote. 

Mr. Loser. You know nothing about Tennessee and how its people 
vote; do you? 

Mr. Hoxtianper. I did not say anything about Tennessee. 

Mr. Loser. You said a Southern State. 

Mr. Hotianper. I said all Southern States. 

Mr. Loser. Did you read in the newspapers where in the city of 
Atlanta, Ga., a Negro man was a candidate for public office and 
received 40 percent of all the votes polled in that election for that 
office ? 

Mr. Ho.tuanper. You mean the school board? 

Mr. Losrr. In the State of Georgia. 

Mr. Hottanper. Yes; I saw it. © 

Mr. Loser. The city of Atlanta. 

Mr. Hotianper. Yes. 

Mr. Loser. Then you did not include Georgia in that castigation ; 
did you? 

Mr. Hotzanper. I said all Southern States, until all Southern 
States are able to guarantee the right to vote to all citizens. I did not 
say anything about Negroes or any other citizens. 

Mr. Loser. All of its citizens. 

Mr. Hotxianper. All of its citizens. 

Mr. Losrr. Do you know of any citizens in any Southern State that 
are deprived of the right to vote ? 

Mr. pare ANDER. Of course. 

Mr. Loser. Where? 

Mr. Hotianver. In many Southern States. 

Mr. Loser. Where? 

Mr. Hotianver. Georgia, Alabama, Mississippi. 

Mr. Loser. Tell me where in Georgi 1a. 

Mr. Hotianper. Mississippi, Louisiana. 

Mr. Losrer. Tell me where in Georgia. 

Mr. Hottanper. Almost anywhere outside of Atlanta. 

Mr. WittiaMms. I think he should name just one that has been denied 
the opportunity to vote. 

Mr. Hotzianper. I do not know them by name. 

Mr. Losrr. Tell me one. 

Mr. Hotitanper. It is common knowledge. 

Mr. Loser. Common knowledge ? 

Mr. Hotitanper. Common knowledge. 

Mr. Loser. Coming from whom ? 

Mr. Hottanper. Common knowledge. 

Mr. Loser. From whom ? 

Mr. Hotianper. From looking at the election statistics to see where 
the people who voted were and where, if no other way, common 
knowledge. 

Mr. Loser. You mean you can look at a paper, a newspaper re- 
port- _ 
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Mr. Hotianper. Of course. 

Mr. Loser (continuing). And a ballot sheet, and tell whether the 
voter was white or colored ¢ 

Mr. Hotianper. Of course. 

Mr. Loser. You can? 

Mr. Houtanper. Of course. 

Mr. Loser. Up here in Washington ? 

Mr. Hotianper. Why, certainly. 

| Laughter. | 

Mr. Loser. [ am constrained to believe, Mr. Hollander, from what 
you have said, that you are willing for any number of Southern 
States to be c astigated and punished by Federal act because you think 
some Southern States, somewhere, might deprive some citizen of his 
right to vote by reason of his color. 

Mr. Hotnanper. I said nothing about castigating or punishing. 

Mr. Loser. That is what this bill does, is it not ? 

Mr. Hotianper. It only castigates and punishes States which deny 
the rights of their citizens to vote. 

Mr. WituiaMs. Will the gentleman yield to me for one question ? 

Mr. Loser. Yes, I will. Ido not want to yield the floor. 

The Cuatrman. The time of the gentleman has expired. 

Mr. Wiia1aMs. There are 50 million people in the Southern States, 
13 million of whom are colored. 

Mr. Hontianper. Yes. 

Mr. WiuiiAMs. Negroes. You have said, of course, you made the 
blanket charge that people have been denied the opportunity to vote 
down there now. Just out of all of those 50 million people, all we 
are asking is that you just name one, just one. 

Mr. Honianper. Mr. W illiams, this issilly. It really is. 

Mr. Wiraiams. No; it is not silly, Mr. Hollander. We think it is 
pretty important down there. 

Mr. Houianper. If you think it is so important, then why don’t 
you set up the machinery in Mississippi so that all the citizens of the 
State can vote? 

Mr. Wiuurams. Mr. Hollander, what is wrong with the machinery 
of the State of Mississippi ? 

Mr. Hotianper. I have the authority of the-—— 

The CHatrman. Let us have order. 

Mr. Hotianper. May I answer the question, Mr. Chairman ¢ 

The Cuatrman. I think your response to the question—— 

Mr. Hotitanper. May I answer the question ? 

The Cnarrman. Yes; if you know what it is. 

Mr. Hontanper. The question was, What makes me think there is 
anything in the machinery of the State of Mississippi which prohibits 
any citizens from voting? I was about to answer the question. 

If you will look in the newspapers of about a year ago, you will 
find a quotation from the chairman of the Democratic committee in 
Mississippi to the effect that, in issuing instructions to the party 
workers, “If any Negro tries to register, don’t let him register; if he 
tries to vote, don’t let ‘him vote; and 1 if he does vote, throw out his vote.” 

And I will be glad to furnish that for the record. 

Mr. WiixiaMs. I challenge that. 

Mr. Hotianper. I will be glad to furnish it. 


92196—57—pt. 2——-45 
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Mr. WiiuiaMs. I wish you would. The chairman of the Democratic 
committee of the State of Mississippi, who is he? 


Mr. Hoiianper. I am not sure I can remember his name. I think 
it is Mr. Tubb. 
Mr. Wiuui1AmMs. Who? 


Mr. Hotianper. I will have to look it up. I will provide it for the 
record. 


Mr. WiuiaMs. I will be very anxious to see that. 
(The matter referred to follows :) 


The New York Times on August 24, 1955, carried a report, credited to the 
United Press, describing the exclusion of Negro voters from the gubernatorial 
primary runoff election held on August 23: 


““NEGROES EXCLUDED IN MISSISSIPPI VOTE 


“JACKSON, Miss., August 23 (UP).—Mississippi Democrats chose a governor 
today in a runoff primary from which Negro voters were largely excluded. 

“Negro voters were turned away from the polls or their ballots were challenged 
over a widespread area. 

“Tom J. Tubb, chairman of the State Democratic executive committee, said 
“the order went out” to all county committees to challenge Negro voters on 
grounds they were not qualified members of the Mississippi Democratic Party. 

“In a number of counties, not a Negro showed up to vote. 

“J. P. Coleman, State attorney general, and Paul B. Johnson, son of a former 
governor, were the leaders in a fivecandidate primary race August 2, and won 
places on the runoff ballot. 

“At some places election managers presented Negroes with questions prepared 
by the managers. Sample questions: 

“What is the difference between a majority and minority?” 

“How long have you been a member of the Democratic Party?’ 

“What does the Democratic Party mean to you?” 

“Twenty-six persons had voted by noon in the all-Negro community of Mound 
Bayou in Bolivar County despite warnings by the county Democratic committee 
that the ballots would not be counted.” 

The New York Times on September 2, 1955, carried reports of complaints 
that Negroes, though registered and otherwise qualified, were denied the right 
to participate as voters in the second as well as the first primary in Mississippi. 
Negroes were refused ballots when they allegedly failed to answer correctly cer- 
tain irrelevant and probably illegal questions. All Democratic county commit 
tees in Mississippi were told by Tom M. Tubb, chairman of the State Democratic 
executive committee, to challenge Negro voters on the grounds that they were 
not qualified members of the Democratic Party. In other counties the indications 
are that ballots cast by Negroes were apparently not counted, and Negroes were 
kept from the polls by threats and intimidation. 

On September 3, 1955, the New York Times reported that a special commit- 
tee began work in Mississippi to cut down [sic] the number of Negro voters. 
Tom Tubb, chairman of the State Democratic executive committee, ordered the 
press barred from the committee. He is reported to have declared that Negroes 
played too large a part [sic] in the last (gubernatorial) election. He referred to 
the two primaries. There were 22,000 Negroes reported registered, but there 
were no figures reported on how many had voted. 


The Cuatrman. Mr. Loser? 

Mr. Loser. Mr. Chairman, there is one other question I would like 
to ask Mr. Hollander, if I may. 

The CHatrMan. With the indulgence of the other members of the 
committee to follow. 

There is a rolleall. 

Mr. Loser. Mr. Hollander referred to the principles of his organi- 
zation that its members had to subscribe to in writing, and I was 
wondering if it included the Constitution of the United States, to 
support it? 

Mr. Hotitanper. We take that for granted, 
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Mr. Loser. Sir? 

Mr. Howianper. We take this for prentes— 

Mr. Loser. Well, your answer is “No” 

Mr. HoLLaANDER (continuing). Maes people who apply for mem- 
bership in ADA. 

L will be glad to supply a copy for the record of the statement of 
principle. ' 

Mr. Loser. I just ask you one question. You told the committee 
that the principles of your organization had to be subscribed to in 

writing, and you enumerated 2 or 3 of them. 

Mr. Honianver. Yes. 

Mr. Loser. And I asked you if included in the principles which its 
members had to subscribe to was included the Constitution of the 
United States. 

Mr. Hotianver. We take this for granted, and anyone who did not 
subscribe to it would not be eligible for membership. 

Mr. Loser. That is all. 

Mr. WitiiaMs. That is not one of the qualifications, though. 

Mr. Hoiianper. Yes, it is one of the qualifications. 

The Cuatrman. I think it would be appropriate to state that the 
Chair has endeavored to be completely fair and, if I may use the term 
“liberal” in connection with these hearings and the questions, and he 
has thought on many occasions that they have gone pretty far afield 
from the subject of discussion. 

I have felt, however, in view of the importance of the legislation, 
that questions should be permitted to develop the viewpoint and the 
views of the witnesses involved as background information for their 
presentation of this matter which is of important consequences. 

Mr. Hotuanper. I am delighted to supply the information, Mr. 
Chairman. 

The Cuarrman. We have a rolleall underway. 

Mr. O’Hara, did you have a question beforehand ? 

Mr. O'Hara. No, Mr. Chairman. 

The CuarrmMan. Mr. Younger, did you have one? 

Mr. Youncer. On page 5 you make the statement: 

The Power Commission being what it is these days— 


The Cuairman. I might say, the committee will come back as soon 
as the rolleall is concluded, in order that the members can ask what- 
ever questions they have not been able to get in. 

Mr. Youncrer. On page 5, you say: 

The Power Commission being what it is these days— 

What do you mean by that? 

Mr. Hottanper. I mean, sir, the reluctance of the Federal Power 
Commission to proceed to enforce the Natural Gas Act, as amended, 
and as interpreted by the courts. 

Mr. Younger. Can you give us an example of where they have 
failed to enforce the Supreme Court decision ? 

Mr. Hotianpver. I am talking now about the Phillips decision, and 
it has seemed to us, sir, that they have been most reluctant and most 
tardy to move to the regulation of prices. 

Mr. Youncer. You are just talking in general terms. You made a 
ae against them. Give me a specific case. Do not talk in gen- 

ralities. 
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Mr. Hoitanper. The prices of natural gas under contract have risen 
in succeeding contracts in State after State, without the Federal 
Power Commission doing anything to restrain them. 

Mr. Youncer. Does the Phillips decision tell them that they must 
reduce the price of natural gas? 

Mr. Hotianver. No. It said it was their responsibility to regulate, 

Mr. Youncer. All right. 

Mr. Hotianver. Which they have not done. 

Mr. Youncer. Can you give me an example? Mr. Kuykendall 
testified that they were ‘enforcing the Phillips decision ? 

Mr. Hottanper. Well, would you give me the opportunity to sup- 
ply this information, then, in writing to supplement the record, be- 

-ause I do not have it in my head. 
Mr. Younger. Yes, I would like to have you do that. 
Mr. Hounianper. Yes. 


(Mr. Hollander later supplied the following information :) 


The Commission has allowed itself—unnecessarily, if not deliberately—to 
become bogged down in a mass of applications from small producers which it 
could dispose of by adopting appropriate rules and procedures for dealing with 
these routinely and perfunctorily. It has then used this mass of paperwork as 
a reason for advocating the relaxation of regulation, without making visible 
efforts either to simplify the paperwork or build up staff to handle it. The chair- 
man has several times publicly made plain his reluctance to proceed to vigorous 
regulation of gas prices, on occasion seeming to apologize to the industry for the 
fact that the courts have required them to do as much as they have. This reluc- 
tance is documented in the recent Panhandle and Eastern case in which the 
Commission, with a clear legal mandate to regulate the price of gas produced by 
a pipeline for its own supplies, so far departed from the accepted basis of regu- 
lation in approving a market price that a Fede'‘al court sent the case back for 
reconsideration. 

Mr. Youncer. When was there a good Power Commission, in your 
estimation ? 

Mr. Hotianper. You mean—do you want me to say by date? 

Mr. Youncer. Well, you say this is not a good Power Commission. 
When did we have one, by comparison? I would like to know what 
you consider a good Pow er Commission. 

Mr. Hotranper. I hesitate to inject an additional note of contro- 
versy in the hearings. 

Mr. Youncer. You have raised it. 

Mr. Hotianper. But when Mr. Leland Olds was a member of the 
(Commission—— 

Mr. Youncer. When was that? 

Mr. Hotianper. I am trying to recall. 

The Cuarrman. About 1949-50. 

Mr. Houianper. I think that is when his term expired; was it not, 
Mr. Chairman. 

The CHarrmMan. Yes. 

Mr. Horianper. And years when Mr. Draper and Mr. Buchanan 
were members. 

> . 7 ™ 

Mr. Youncer. Did he make an attempt to enforce the Natural Gas 
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Mr. Horianper. When. Mr. Buchanan was Chairman of the 
Commission ? 

Mr. Youncer. Wait a minute. I am asking a question. 

Mr. Hotianper. Yes; they did. 

Mr. Youncer. In what way? 











1e 





NATURAL GAS ACT 1543 


Mr. Horianper. If I am not mistaken, I think that they wanted 
to proceed rapidly to this enforcement of the act, and I believe that 
a majority of the Commission—I must defer to you. I believe a 
majority of the Commission voted against him in 1948. 

The Cuatrman. Would my colleague yield at that point? 

Mr. Hollander, you just said when Mr. Olds was the Chairman of 
the Commission, when Mr. Buchanan was a member of the Commis- 
sion, that, from your viewpoint, this was the type of Commission that 
had administered, and in your opinion, did administer, the Natural 
Gas Act as it was intended, or at least as they thought it was intended; 
is that your statement ? 

Mr. Hotianper. I have to retract that statement, because if I am 
not mistaken, their colleagues outvoted them in this respect. 

The CHamMan. But do you remember the amendment that was 
presented by the Federal Power Commission when Mr. Olds and Mr. 
Buchanan particularly were there, which was the Priest amendment ? 

Mr. Hotianper. I am sorry to say I am afraid I do not, Mr. 
Chairman. 

The CuatrMan. You do not. 

You are not aware of the fact they offered that as a substitute for 
a bill which was considered back there as the answer to the question, 
which would virtually free all producers from the regulation ? 

Mr. Hotianper. Was that not a bill to free the majority of the 
small producers ? 

The Crarman. No. 

Mr. Hoitianper. The small producers? 

The Ciairman. No; not at all. It was the Priest amendment that 
was offered to the bill back there, and out of that they issued order 
139. You remember that; or do you? 

Mr. Hotitanper. No; I donot; lam sorry. 

The Cuarmman. In other words, you are not altogethter sure of the 
statement you made a moment ago about the fine Commission back 
there, are you? 

Mr. Hotianpner. No. As I say, I had to retract it, because I re- 
member there was a majority of the Commission, as I remember, 
outvoted them in the Phillips case before it was appealed. 

Mr. Youncer. Mr. Chairman, before we go, may I ask just one 
question ? 

Do you honestly in your heart feel you are a qualified witness in 
this case? 

Mr. Hotianper. I feel I am a qualified witness from the point of 
view of the economics of the industry and of the public policy in- 
volved. 

Mr. Youncer. Well, you read 

Mr. Hottanper. At the beginning, I disclaimed being an expert in 
the gas and oil industry. 

Mr. Youncer. I think that is a good statement. That is one state- 
ment that ought to go in under capitals, that you disclaim being an 
expert. 

Mr. Hotianper. In the gas and oil industry. 

The Cuarrman. I think in order to straighten this out, let us be 
sure that he is familiar with what he has just said, or whether he in- 
tends it or not. I quote from a Commission report : 





However, because of the apparent doubts in the minds of many as to the 
position of the courts on the question in 1947, speaking of the Interstate case, 
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following the Supreme Court decision, the Commission unanimously (Commis- 
sioners Draper, Olds, Smith and Wimberly) urged the enactment of legisla- 
tion, H. R. 4099, the so-called Priest bill in the 80th Congress, to reaffirm what 
to it was a clear congressional intent. Soon thereafter, the Commission re- 
iterated its position in its order 139. 

I would suggest that you had better review this situation before you 
take the stand, as you indicated a moment ago. 

Mr. Hotzianper. I think you are quite right, Mr. Chairman, as re- 
gards this paragraph. 

Mr. Youncer. Do you want to strike that paragraph out of your 
testimony ? 

Mr. Hotianper. I would like to have the privilege of revising it, if 
I may. 

(Mr. Hollander submitted the following :) 

If I am not mistaken, that was in 1947, when many people, including the 
Power Commission, I believe, felt that the price of natural gas was following a 
trend closely parallel to the trend of the cost of producing natural gas, and 
therefore did not require regulation at the time. The Power Commission had in 
progress an extensive study of prices and costs of natural gas, but the results 
of the study were not then available. A year later, Mr. Olds and Mr. Draper had 
taken a position unequivocally against the Moore bill, and substantially the same 
position as ADA takes against amending the Natural Gas Act to free producers’ 
prices of natural gas from Federal regulation. 

The Cuatrman. The committee always gives a witness or members 
the privilege of revising their statements. 

The committee will recess for 20 minutes, until 4 o’clock. 

(Short recess. ) 

The Cuarrman. The committee will come to order. 

Mr. Alger ? 

Mr. Atcer. Thank you, Mr. Chairman. 

Mr. Hollander, I am sorry I was not here during your entire 
presentation, but I have read through this rather hurriedly, and I 
am very puzzled about the statement. 

I feel somewhat, I shall tell you at the outset, as Mr. Younger 
feels, maybe you should take the whole thing back and do it over. 
But that is your privilege and prerogative. 

Now to go back to several of the things you said, and I shall limit 
my remarks to what is here in the record. 

You have been with the Bureau of Labor Statistics; is that 
correct ? 

Mr. HoLtianper. Oh, yes. 

Mr. Ancer. What years were you there? 

Mr. Hotianper. From 1946 to 1953, if my memory is correct. 

Mr. Acer. Then you know something about the Bureau of Labor 
Statistics, of course. 

Mr. Ho.titanper. Yes, indeed. 

Mr. Arcer. Are you acquainted with the history of gas pricing ? 

Mr. Hotianper. Yes. 

Mr. Arcer. What would you say the prices of gas are today in 
residential heating as compared, we will say, with 1935 to 1939, 
somewhere in there? 

Mr. Hoiianper. Well, I do not have offhand the figures in relation 
to 1935-49. 

Mr. Acer. Roughly. 

Mr. Hotianper. I have the figures in relation to 1947-49, which 
is the base we currently use. 
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Mr. Areer. What would you say it was in relation to that? 

Mr. Hotianper. About 22 percent higher than they were in 1947-49. 

Mr. Arcer. This is in residential gas use ? 

Mr. HoLtuanper. Yes. 

Mr. Ataer. Well—— 

Mr. Hotianper. You see, 1935-39 was before natural gas came 
into general use and when natural gas came into use, the prices at 
which it started, from about the late 1930's until, I believe, around 
1947, the prices tended to follow the cost of gas. But since 1947, 
since natural gas came into general use, the prices of gas, as a matter 
of fact, have increased about 22 percent ; where the price of electricity, 
which is regulated, has increased only about 7 percent. 

Mr. Avcer. Well, all right. You are an authority on figures. 

Mr. Hot.anper. | have the indexes here. I would not rely on my 
memory. 

Mr. Arcrer. You have answered me as far as I need at the moment, 
because I, too, have the Bureau of Labor Statistics figures. In order 
to refresh your memory and in order to really contest, for the record, 
I show here that the cost of natural gas is now 99 percent of what it 
was back in 1939; whereas the cost of livi ing has increased 194 percent. 

Mr. Ho~tanper. You mean 4 percent ? 

Mr. Auger. 194 percent of what it was at that time. 

Now, that being the case, the cost of living has practically doubled 
that of natural gas, give or take a few or more points, if you want 
to contest the figure, does that show there was an insatiable demand 
of the producers ? 

Mr. Hotitanper. Do you mind if I ask you a question? 

Mr. Arcer. Iam asking you a question. 

Mr. Hoiianper. Are you sure this is the price of natural gas, or 
gas for household purposes, you are now quoting ? 

Mr. Arcer. This is the price of gas to the consumer. 

Mr. Hotianper. The price of gas, or natural gas? 

Mr. Arcer. The price of gas to the consumer. 

Mr. Hottanper. You are sure it is not the price of gas for house- 
hold consumers ? 

Mr. Acer. Prices of natural gas for residential gas other than 
house heating have not increased with the cost of living, table 1 

Table 2, prices of gas for residential heating have changed slightly 
in contrast with cost of livi ing. 

I do not want you to ask me the questions. And you know some- 
thing about 

Mr. Horxanper. I would say the price of natural gas has increased 
more than the price of electricity, and less than the price of oil and 
coal. The price of gas, being regulated in the pipeline and in the 
distributing companies, has tended to hold the price increase down 
compared to oil; but the price of gas has increased more than the 
price of electricity 

Mr. Atcer. All right. 

Now let me ask you what I really want to ask you 

Mr. Hotianper (continuing). In the last decade. 

Mr. Arcer. What in the price history of gas is there to indicate 
that Government regulation is needed ? 

Mr. Hotianver. Well, when you take the price of gas to the house- 
hold consumer, Mr. Alger, you know, of course, that much the largest 
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part of that represents the cost of bringing it through the pipelines 
and distributing it within the city. 

Mr. Arcer. In that case, would you be, then, for freeing the pro- 
ducer, exempting him from the Natural Gas Act and freeing the pro- 
ducer at the wellhead ? 

Mr. Hotianper. Indeed not. 

Mr. Aueer. Why not ¢ 

Mr. Hotianper. Because the regulation of the industry being what 
it is, every price increase at the wellhead is passed on immediately 
through the whole system. 

Mr. Arcer. What has that got to do with the pipeline in trans- 
mission and distribution, whic h you mentioned as being the cause of 
the price increase ? 

Mr. Horxianpver. I did not say it was the cause of price increases. 

Mr. Arger. That is what you did say. 

Mr. Hottanver. No. | said the greater part of the cost of pro- 
ducing the gas is in the pipelines and distributing companies. 

Mr. Acer. What is the difference ? 

Mr. Hotianper. There is a lot of difference, because those two are 
regulated. The cost of natural gas, as we know 

Mr. Aucrr. Either way, the consumer pays if the costs go up along 
the line. 

Mr. Hoiianper. We know that current contracts being brought 
in are 17, 19, even, I have read, even as high as 21 cents in certain 
fields, at the wellhead. 

Mr. Arger. What about gas production at the wellhead, what do 
you know about gas production other than owning stock in 4 or 5 
companies ? 

Mr. Hotxanper. I have said I have a very limited knowledge of gas 
production, and I do not pretend to be an expert in that. I do know 
something about prices, however. 

Mr. Arcrr. Then you cannot very well answer as to prices on pro- 
duction and control of gas at the w ellhead, can you? 

Mr. Hotianper. I am only talking about prices. 

Mr. Acer. Well, I mean if you do not know something about the 
production of gas and pricing it having a relationship 

Mr. Hotianper. I have said no more than the prices that are being 
paid for new contracts in natural gas are very far above, in some 

vases almost double, the average currently being paid, and that there 
is nothing to stop, as was test ified 2 2 years ago, there is nothing to stop 
the price ‘of natural gas from rising about 15 cents per thous: ind cubic 
feet until it becomes | competitive at the point of use with other fuels, 
namely, oil and coal. 

Mr. Axcer. Do you think the price of gas will rise less swiftly under 
regulation or without regulation by the Federal Government ? 

Mr. Hotianper. I think it will rise less swiftly if it is regulated 
by the Federal Government. 

Mr. Atcer. Well, now, you recognize that the Federal Government 
requires lots of paperwork. 

Mr. Hotzianper. Of course. 

Mr. Acer. That is right ? 

Mr. Hotxanper. Yes. 

Mr. Atcrr. There will be lots of litigation. Do you know this bill? 
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Mr. Hotianper. Yes, I do know. 

Mr. Acer. There will be lots of litigation, will there not? 

Mr. Hoxtanver. I have suggested, sir, that a great part of this, 
much of the greatest part of it, can be eliminated by exempting all but 
au comparatively small number of producers. 

Mr. Aucer. Federal regulation requires paperwork. Who is going 
to pay for that? It is going to be passed on to the consumer, is it not 4 

Mr. Hortanper. If there are only roughly 200 companies to be 
regulated, the cost of the paperwork to the consumer in terms of per 
thousand cubic feet of gas 1s not going to be very big. 

Mr. Aucer. Well, I ‘would love to discuss that with you, but I dis- 
agree with you. 

But passing on to this: Is there any clearcut demarcation in your 
mind between the production of gas as such, the production of it in 
the field, that is, the pricing of it at the wellhead, is there a difference 
between that and the transmission and distribution of gas, in your 
thinking of gas pricing ? 

Mr. Hornanper. I am afraid I do not understand the question. 

Mr. Atcer. Well, I do not think you do. 

Do you think there is a difference? Is there a difference in your 
thinking ¢ 

Mr. Hotianper. A difference with respect to what ? 

Mr. Arcer. Difference between production, and transmission and 
distribution of gas, and their respective-—— 

Mr. Hotianper. Ditference with respect to what ? 

Mr. Avcer. Gas price is what we are talking about. 

Mr. Hottanper. With respect to regulating the price of gas? 

Mr. Ancrer. Yes. 

Mr. Hontanper. | think if what you are saying, if you are asking 
me do I think the price of gas should be regul: ited at the producer, 
I think it should. 

Mr. Arerr. I am asking you, do you recognize a difference between 
the producer as such, and then the pipelines that transmit the gas? 

Mr. Hotianper. I do not know what you mean by the question, Mr. 
Alger. ITamawfully sorry. 

Mr. Arcrr. I suspect} youdonot. Twill pass on here. 

You mentioned having stock in oil and gas interests. I donot. It 
might be nice to have, but regardless of that, may I ask what stock do 
you own, and how large an interest do you have in gas and oil? 

Mr. Hotnanper. A small investor’s small interest. 

Mr. Arcrr. You mean in a mutual fund where you put in several 
dollars and they invest all over the market ? 

Mr. Hottanper. No. I mentioned that I had stock in a number of 
producing companies and a number of distributing comps inies. 

Mr. Arcer. How many would you say are “a number’ 

Mr. Hotianper. I testified that I had stock in,1 gas company, 5—— 

Mr. Arerr. Any of these? Do you know your list ? 

Mr. Hotianper. Well, let me look at the list, and I will tell you, sir. 

Mr. Acer. This is your list. 

Mr. Hotianper. Well, I will be glad to tell you. I am not trying 
to avoid telling you. Standard Oil Company of Indiana—you want 
a list ? 

Mr. Arcer. I am just asking you. 
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Mr. Hotianper. The answer is, “Yes.” 

Mr. Ateer. You do have some? 

Mr. Hotianper. Yes. The answer is, “Yes.” 

Mr. Arcer. How large a holding do you have i in gas and oil? 

Mr. Horianprer. As I say,asmall investor’s holding. 

Mr. Auger. Small? 

Mr. Hotianper. A few shares, enough to get the annual reports 
and read them with interest. 

Mr. Arcer. Do you really—here on page 1, you mention something 
about the monumental, unquenchable, and insatiable greed of the giant 
oilcompanies. What specifically did you have in mind when vou said 
that ? 

Mr. Hotianper. I have in mind 

Mr. Ateer. Yousee, you own stock in them. 

Mr. Horianver. I have in mind the efforts they have been to, to 
have this bill, have the Natural Gas Act amended. 

Mr. Aueer. Is that what you got stock in there for, to benefit from 
their insatiable greed ? 

Mr. Hortzianper. No. I have stock in them as an investment. 

The Cuarrman. I believe the gentleman’s time has expired. 

Mr. Auger. Iam afraid it has. I took liberties. 

Thank you, Mr. Hollander. 

The Cuarman. Mr. Dies? 

Mr. Dies. Mr. Hollander, are you familiar with the increase in 
the price of various commodities ? 

Mr. Hotianper. Of what ? 

Mr. Dres. Increase in the price of various commodities since 1947. 

Mr. Houianper. Yes. 

Mr. Dries. You have compared gas with coal, iron, steel. 

Mr. Hotnanper. Yes. 

Mr. Dres. Is it not a fact that gas has had less increase than these 
other commodities ? 

Mr. Honzianver. Than some other commodities. 

Mr. Dies. Well now, let us take coal. 

Mr. Hotianver. That is right, it has. 

Mr. Dres. Take coal. 

Mr. Hoiianper. It has. 

Mr. Dres. Take iron, steel. 

Mr. Hortzanper. Yes, it has. 

Mr. Dries. Take almost anything. Take almost anything. You 
named, I think, electricity. 

Mr. Hotnanver. Yes. 

Mr. Dies. Do you know anything, can you name any commodity, 
that has had less increase than gas ? 

Mr. Hottanver. My impression is, and I would like a chance to 
check this, my impression is that in general, clothing prices have 
increased less than this. 

Mr. Dres. Clothing prices? 

Mr. Hotianpver: Yes. 

Mr. Dres. You mean the suits you buy? 

Mr. Hoiianper. Yes. 

Mr. Dries. And ladies’ dresses ? 

Mr. Hotianper. Yes. 

Mr. Dres. Can you get us any figures to show that? 
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Mr. Hotxanver. Oh, yes; I have got the official figures. In fact, 
I may have them here. 

Yes. The index for apparel, 1947-49 equals 100, was 106.8 in 
March of 1957. In fact, the average of all commodities has in- 
creased less than the price of gas. The cost of living has increased 
less than the cost of gas in the last 10 years, Mr. Dies. 

Mr. Dies. Well, that, I do not have the figures here. 

Mr. Hottanper. Would you like me to 

Mr. Dries. I am talking about commodities. 

Mr. Houuanper. | am talking about commodities, too. 

Mr. Dies. Just select any commodity that you say you have a record 
of. 

Mr. Hottanprr. Men’s and boys’ clothing has increased a little less 
than 9 percent. Women’s and girls’ clothing has declined by a frac- 
tion of 1 percent. 

Shoes have increased a little more than gas. Other apparel has 
declined in price by 7 and a fraction, nearly 8 percent. 

Mr. Dies. Go on with other commodities. Take commodities. 

Mr. Hotianper. Food has increased less than gas. Meats, dairy 
products, fruits and vegetables, and other foods, have. 

Mr. Dies. Where do 5 you get your figures ? 

Mr. Houianver. From the Bureau of Labor Statistics. I am read- 
ing them from the official release. 

Mr. Dies. I have them in my office, a complete comparison of prac- 
tically every commodity, and the figures I have show there has been 
an increase in almost everything more than there has been an increase 
in gas. 

Mr. Houianper. Well, sir, I will be glad to let you compare my 
figures. 

Mr. Dies. Let me ask you this: Would you favor regulation and 
control of coal, oil, and these other commodities as a public utility ? 

Mr. Houtianper. Certainly not. 

Mr. Dies. You would not favor them ? 

Mr. Hotianper. No, sir. 

Mr. Dies. You have read this bill, have you ¢ 

Mr. Hottanper. Yes, I have. 

Mr. Dies. Studied it? 

Mr. Hotianper. Yes, I have, indeed. 

Mr. Dies. What amendments would you favor to this bill that 
would cause you to support the bill? Could we amend it in any way 
to get you to support it ? 

Mr. Hotianper. I think by substituting H. R. 6813 is about the 
only one I could suggest offh: ind, Mr. Dies. 

Mr. Dres. What bill is that ? 

Mr. Hotianper. That is Mr. Macdonald’s bill, which I believe is 
before the committee. 

Mr. Dirs. That simply exempts certain producers. 

Mr. Hotianper. Yes. 

Mr. Dies. Would you suggest or could you suggest any amendments 
to this bill that would cause you and your organiaztion to support it ? 

Mr. Hotianper. No, sir, because we believe that the bill—the act 
as it stands and as it has been interpreted by the courts is a very satis- 
facory basis for proceedings, provided the very large number of small 
producers were exempt. 
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Mr. Dies. Suppose that we adopted the amendments suggested by 
Mr. Kuykendall, the two amendments, one dealing with mi aking the 
consideration of costs mandatory, and the other one including the 
existing contracts. 

The Cuarman. That was Mr. Kendall, not Mr. Kuykendall. 

Mr. Dies. That was Mr. Kendall, I beg your pardon. 

Mr. Houtanper. If I read the record correctly, Mr. Dies, Mr. Ken- 
dall did not propose an amendment making the consideration of 
costs mandatory. 

Mr. Dies. Let us assume we did make it mandatory, would you 
then support the bill? 

Mr. Hotitanper. No, sir, not as it now stands. 

Mr. Diss. All right. 

Mr. Hottanper. I mean not while 

Mr. Dies. Then if we made the costs mandatory and adopted the 
other amendment, and then put “just and reasonable” for “reasonable 
market price,” would you support the bill? 

Mr. Hoxttanpver. That would depend, sir, on the context of it. I 
am obliged to say that we do not think any change is needed in the 
existing law. 

Mr. Dies. You are just against any law which would come under 
the name of Harris, are you? 

Mr. Hotianper. Under the name of what? 

Mr. Dies. I say you would be opposed to any bill which was under 
the name of the gentleman, the chairman of the committee, Mr. 
Harris? 

Mr. Ho~itanper. Oh, no. 

Mr. Dies. I mean in connection with this. 

Mr. Hotianper. No. I am being quite candid—we feel that the 
bill—have always felt the Natural Gas Act was sound as it stood, 
as interpreted by the courts, and with the exception of exempting a 
large number of small producers, there was not any need to amend 
the act; so the answer to your question is, “No,” there are no amend- 
ments to H. R. 6790 which would make it seem to us to be a good bill. 

Mr. Dies. But you do recognize the necessity of exempting some 
producers ¢ 

Mr. Hotianver. The small producers. 

Mr. Dries. You want to make a distinction with reference to size? 

Mr. Hottanper. Yes. 

Mr. Dies. I see. 

That is all. 

The Cuatrrman. Mr. Hollander—— 

Mr. Hotitanper. Yes, Mr. Chairman. 

The CHarrman. I believe that completes the first round of a liberal 
5 minutes. 

I think I might ask you just 1 or 2 questions, Mr. Hollander. 

In the first pl: ice, when you were t: ilking about your cost of living 
index a moment ago, what years did you take or consider as being 
100? 

Mr. Houtuanper. As I think I specified, sir, 1947-49, which is the 
official base of the index. I mentioned the cost-of- living index itself 
had risen 19 percent compared to an increase of 22 percent in the 
price of gas in the same period. 

The Cuatrrman. What was it in 1953? 
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Mr. Houvanper. I am not sure I can answer that with the figures I 
have in front of me, Mr. Chairman. 

The CuarrMan. What was it in 1956? 

Mr. Hotuanper. I think it was about 113 or thereabouts in 1953, 
but of course I can find out. 

The Cuamman. Well, now, you are an economist, You said so in 
your statement. 

Mr. Hotianper. Yes. 

The Cruatrman. Could you take the years 1935-39 and make them 
applicable and give us a comparison ? 

Mr. Hottanper. In my head, or—I could do it on paper, of course, 
given time. 

The Crarrman. Would they produce different results than by using 
the 1947-49 period ? 

Mr. Hotuanper. Well, they could, depending on the price history 
of any given commodity that you were seeking to compare. AlJl Iam 
saying is that these prices have risen this much in the 10-year period 
or in the period since 1947-49. 

Now, clearly, prices have not—prices have risen more from the 
1935-39 years than they have from the 1947-49 years, so that the re- 
sults would, of course, be different. 

The Cratrman. 1 have figures before me, comparisons of 
cost of living, 1935-39 being 100, and this is from the Bureau of 
Labor Statistics. 

This shows that from 1938 the cost of living index has gone from 
100.8, using 100 as 1935-89, 100.8 to 191.3 for 1953. 

Does that sound about right ? 

Mr. Hotianper. It sounds about right; yes. 

The Cuarrman. This information also shows that the natural g 
price has decreased from 1938, when it was 98.8, to 85.9 in 1953. 
You would say that is not true / 

Mr. Houtuanper. I would say what? 

The Cramman. And you would say that would not be true? 

Mr. Hottanper. No, I did not say that was not true. 

The Cirarrman. Well, that is the reason which disturbs me about 
how you take a particular date and get different results that show 
different conclusions. 

Mr. Hortanper. Well, Mr, Chairman, if I ask you how much prices 
of eggs have risen since 1948, and I ask you how much have they risen 
since 1938, you would not get the same answer. They have risen more 
since 1938 than they have since 1948. 

The Cuarrman. But if you use a particular time as the basis of 100 
to determine the index, then you must get some kind of a comparison 
and conclusion. 

Mr. Hotianper. If you use the same period of comparison from 
1938 to 1953, let us say, the percent increase will be the same, whether 
you figure the index on a 1935-39 base or 1947-49 base, It makes no 
difference. Tam sure you see my point. 

Now, with respect to gas, the price history of gas is very interesting 
and very illuminating in connection with this bill. 

The CHairman. It would be difficult to take any one commodity and 
compare it with the price index of the cost of living and get a true 
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result out of it. You would have to, I think, compare it with the com- 
petitive commodities in that particular field. 

Mr. Hoxtianper. Well, that is what I did. It was Mr. Dies who 
wanted to know how did it compare with food or clothing or other 
things. I agree with you. 

The Cuamrman. We see in the competitive fuels that the ratio, as you 
have stated a moment ago, has been tremendous over the cost of natural 
gas, because anthracite coal and fuel oil and bituminous coal, and so 
forth, have risen so much greater during that period—— 

Mr. Hotuanper. I know from experience 

The CuHarrmMan (continuing). 1938 to 1954. 

Mr. HoniaNper. Excuse me, Mr. Chairman. 

The Cuarrman. Is it correct to say, and I do not want to try to an- 
ticipate or put words in your mouth, but would it be correct to say, 
in view of what you said, that you are just opposed to big oil com- 
panies, gas companies ¢ 

Mr. Hotianper. No, sir. 

The Cuatrman. Well, as a matter of principle, why would you want 
to treat natural gas producer A one way and natural gas producer B 
a different way ? 

Mr. Hotianper. I think this is a well-established principle in our 
law and in our legislation. There are a number of statutes which dis- 
criminate among enterprises of different size on the basis of equity, 
administrative convenience, cost, and do not the lawyers have a phrase 
about—I do not recall it ex: uctly, but where the influence of something 
is minimal or trivial, it need not be regarded? Am TI correct about 
that ? 

So that it is not unusual, in the Fair Labor Standards Act, in the 
Social Security Act, in unemployment insurance laws, as I remem- 
ber 

The Cuatrman. You think 

Mr. Hotianper (continuing). For small establishments to be 
treated differently from large ones. 

The Cuarrman. Do you think natural gas is a commodity ? 

Mr. Hottanver. No. 

The Cuarrman. Do you think coal is a commodity. 

Mr. Houianper. Yes. 

The Cuatrman. What is the difference? 

Mr. Hotianper. Well, the only thing they have in common, sir, is 
that they are hydrocarbons and fuels. The method of extraction, of 
distribution, of marketing, are all entirely different. 

The Cuarrman. Then, if you take coal and make gas out of it, which 
has been done, does that then transpose from a commodity to a service? 

Mr. Hotianper. Well, when you manufacture gas out of coal, the 
coal is a cost to the producer of the gas, as you know perfectly well, and 
enters into the regulation only to that extent. But 

The Cuamrman. Do you think a natural gas producer is a public 
utility ? 

Mr. Hotianpver. No, not in the conventional sense. 

The Cuairman. The Natural Gas Act of 1938 was designed spe- 
cifically to regulate public utilities; namely, the longline pipeline com- 
panies, was it F not 2 

Mr. Hoxtianner. I think it was designed, as I understand it, to reg- 
ulate natural gas companies, and there has been a long dispute as to 
what that phrase meant up to—— 

















NATURAL GAS ACT 1553 


The CuairMan. But at the time it was to get at a particular prob- 
lem, and that was with reference to these interstate pipeline compa- 
nies referred to as natural gas companies. 

Mr. Hotianper. It is my impression that at the time, it was intended 
to close gaps that were recognized that were frustr ating the State regu- 
lation of gas utility prices, and that it was considered at the time 
that those | gaps—that the gap principally involved was the lack of 
regulation of the natural gas pipelines. 

My studies of pricing in natural gas and in the natural gas industry 
have suggested to me that for a long time in the early stages of the 
introduction of natural gas as a common domestic fuel 

The Cruarrman. Well, the point is, the Natural Gas Act was de- 
signed and the prov isions of that act are for the control of a public 
utility, is it not? 

Mr. Hottanper. At a time when the prices of natural gas were 
very low and when they tended to follow the pattern of the costs or 
changes of cost in the industry. 

Now, somewhere around about 10 years ago, this situation changed. 
The natural gas producers having found a ready market for a highly 
desirable fuel, and having sec ured that market ‘by means which T do 
not intend to suggest were not legitimate, by hooking up with pipe- 
lines and offering r favorable contr acts, were then ina position to exploit 
the market in ways which had not been contemplated specifically, as 
I understand it, at the time the act was passed. 

The Cuarrman. I do not want to indicate that you are evading the 
question. 

The question is that the Natural Gas Act of 1938 sets up and estab- 
lishes a public utility procedure for the regulation of that business, 
does it not? 

Mr. Horianper. Yes. 

The Cuatrman. You say that you do not feel that the producer 
then should be regul: can as a public utility ? 

Mr. Horianper. I said not in the conventional sense. 

The CHatrrman. Well then, if that is true, how can you regulate 
the independent producer under a public utility statute ? 

Mr. Hotianper. Well, I think you can regulate the price he charges 
under contracts that enter into interstate commerce by a number of 
devices which have been discussed, and among which I do not feel 
competent to choose as to which is better or which is worse. 

But that is can be regulated at to price, I have no doubt, sir. 

The Cuarrman. That is all. 

Mr. Rogers? 

Mr. Rogers. Mr. Hollander, what business are you in? 

Mr. Hotianver. I am national director of ADA. That is my full- 
time occupation. 

Mr. Rogers. I thought maybe you were in some other kind of busi- 
ness. 

You did say you owned some stocks and bonds, in your statement. 
But then, that is just an investment? 

Mr. Hotianper. That is not occupation. 

Mr. Rogers. How long have you been in ADA? 

Mr. Hotianper. Four years. 

Mr. Rogers. What did you do before that? 
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Mr. Hotxianper. I was an economist in the various branches of the 
United States Government for about 18 years before that. 

Mr. Rocers. About 18 years? 

Mr. Hot.anper. Yes, sir. 

Mr. Rogers. In various branches of the Government ? 

Mr. Honuanper. Yes. 

Mr. Rogers. Did you work in private industry ? 

Mr. Hotianper. I worked in private industry from 1928 to 1934. 

Mr. Rogers. 1934. 

Mr. Houianner. Yes. 

Mr. Rogers. You charged fees as an economist ? 

Mr. Houianper. No. I am not a consulting economist. I am an 
economist 

Mr. Rogers. You were on a salary during that time? 

Mr. Hoxtianper. When? 

Mr. Rogers. When you were working for private industry. 

Mr. Hotianper. Oh, yes; I was. 

Mr. Rocrers. You were not a consulting economist and not charging 
fees? 

Mr. Hotianver. That is right. 

Mr. Rogers. Now, the Federal agencies that you worked for, could 
you give us those right quick ? 

Mr. Hounanper. Yes. I worked for the De partment of Labor, the 
Social Security Board, the War Manpower Commission, the Council 
of Economic Advisers, the Bureau of Labor Statistics. 

Mr. Rocers. Have you ever owned a business yourself, Mr. Hol- 
lander ? 

Mr. Hoxianper. No. 

Mr. Rogers. Have you ever had to make a payroll or had the rent 
come due and not have enough ae in the bank to pay it? 

Mr. Macponatp. Mr. Chairman, I do not quite see this line of ques- 
tioning has anything to do with the gas bill. He said he was an 
economist. 

The Cuarrman. I think the Chair would have to hold it is in line 
with the questioning that the Chair has permitted during the entire 
hearing, to find out who the witness is, what his business is, and his 
background for answering the other questions. 

Mr. Hottanper. I would say, Mr. Rogers, if there is any payroll to 
meet more difficult to meet than ADA’s payroll, I do not want to have 
anything to do with it. This is hard enough. 

Mr. Rogers. What kind of commodity do you sell ? 

Mr. Houianper. That is a good question. It is a service, Mr. 
Rogers. 

Mr. Rogers. I mean, is it regulated by the Federal Government, the 
price you get for it? Do you fix your own? 

Mr: Hornanper. I do not know what you mean, Mr. Rogers. 

Mr. Rogers. I mean, you have got a right to fix your own prices, 
your own dues? 

Mr. Hotianper. This is done by the action of the governing body 
of the organization, like any other organization which fixes its dues 

Mr. Rocers. Like the board of directors of a cor poration ? 

Mr. Horiianper. No; it is not like the board of directors of a corpo- 
ration. It is done by an annual convention, which is made up of 
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delegates from the various chapters of the organization from various 
parts of the country. 

It is done, the dues are prescribed in the constitution of the organi- 
zation, and can only be changed by action of the representatives of 
the membership. 

Mr. Rocers. Well now, Mr. Hollander, you are here as a witness 
for yourself and for ADA on behalf of whom ¢ 

Mr. Hotianper. I am here as a witness representing ADA as such 
on a matter of public policy, as the views of a political organization; 
Mr. Rogers. 

Mr. Rogers. Who are you trying to help, the big oil companies 
or the little oil companies, or the consumers, or who? What is your 
interest in it ¢ 

Mr. Honianper. In this case, we feel that the interests of public 
policy lie with the consumers, and therefore I suppose you would say 
that if our testimony were heeded, it would be in the interests of the 
consumers, 

Mr. Rogers. Then you think it is a matter of public policy, and 
of public interest, that the gas business be regulated by the Federal 
Government, for what purpose ¢ 

Mr. Hotitanper. We think it is a matter in the public interest 
that the prices at which the natural gas is sold to pipelines should 
be regulated by the Federal Government in‘order to protect the con- 
sumers of natural gas. 

Mr. Rocers. All right. 

Now, do you also advocate, Mr. Hollander, that the prices charged 
by the distribution systems be subjected to scrutiny and fixing “by 
the Federal Power Commission 4 

Mr. Hottanper. The gas distribution systems ? 

Mr. Rocers. Yes. 

Mr. Honianper. No. 

Mr. Rogers. Why do you not? 

Mr. Hotianper. Because they are regulated by State utilities in 
most States. 

Mr. Rocers. Well, is that the only reason you do not think they 
ought to be regul: ited by the Federal Government, Mr. Hollander? 

Mr. Hotianper. It is a suflicient reason. 

Mr. Rogers. Well then, you would be willing to submit to a propo 
sition that the gas producers be regulated by the State in which the 
gas is produced, then ? 

Mr. Hotnanper. No, indeed ; because this is—— 

Mr. Rogers. Why not ¢ 

Mr. Hotitanper. Because this is remote from and not in the interests 
of the consumers who are in States remote from where the gas is 
produced. That isthe whole problem. 

Mr. Rogers. In other words, Mr. Hollander, you do not care hew 
you get it; you just want to get somebody else’s property and get 1! 
just as cheap as you can; do you not ¢ 

Mr. Hotianver. When somebody else has got me tied to him by a 
pipeline so that every time I heat some water ‘ook a meal I have 
got to pay his price, and have no choice in the mattis then the answer 
is, “Yes.” And I thought this had long since been recognized. 

Mr. Rogers. Let us just examine that. 
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You are talking about a captive bunch of people. Let us see how 
the producer is in this situation. You mean to tell me, Mr. Hollander, 
that you subscribe to a policy of Government that says that if I go out 
and buy a section of land and I pay $10,000 for it, and get a gas well 
on it, and that 1 line was there, that I have got to dedicate that gas 
that I have discovered—that it is my property, belongs to me under 
the Constitution of this country—that I have got to dedicate that to 
be put into a pipeline and shipped back East, and that the Federal 
Power Commission tells me how much I get for it, and there is noth- 
ing that I can do about it? 

Mr. Hoxranper. Well, I did not know that there was anything in 
the law, Mr. Rogers, that said you had to dedicate it to anybody. 

Mr. Rogers. Well, now, that is the next thing that I am coming to. 

You say here in your statement that you are against all proposals 
to remove from regulation the prices charged by producers of natural 
gas for gas to be delivered into interstate commerce. 

My question is: Where does interstate commerce start to comply 
with your statement here? 

Mr. Honianper. Well, it would require that the price of gas be reg- 
lated at the point of production, because it is perfectly clear that if 
the price is raised between the point of production and the point at 
which it enters an interstate pipeline, the entire price at which it enters 
the pipeline has got to be passed on to the consumer at the far end. 

Mr. Rocers. Well, now, Mr. Hollander, what you are saying, in 
effect, is this: That you do not care anything about the constitutional 
right of the private ownership of property; that your primary inter- 
est and the governing factor in your testimony is the price that the 
consumer pays, and everybody else is to receive no consideration. That 
is right, is it? 

Mr. Hortianper. I said no such thing, and neither did the court say 
it in the Phillips case, or any other cases, that the producer had no 
rights. 

The producer has certain rights that are well recognized in law, the 
right to a fair return, the right to have his costs well covered; you 
might just as well say that an electric utility has no rights because 
its price is regulated. 

Mr. Rocers. You said a fair return. Let us take the case I was talk- 
ing about, if I went out and bought a section of land and got some 
gas on it. You talked about a mandatory cost consideration, did you 
not ? 

Mr. Honnanper. Yes, indeed. 

Mr. Rocers. All right. 

If I charge the $10,000 that I paid for that land off to the surface 
estate, I have got no costs involved in the mineral estate, have I? 

Mr. Hortanper. You do not have to charge it off that way. These 
things are well recognized. 

Mr. Rocers. Suppose I wanted to do that. You mean I do not have 
the right in this country to do that ? 

Mr. Hotianper. There are accounting procedures that have become 
standard in utility regulation. 

Mr. Rogers. But I am not a utility. TI am just a plain, common 
citizen who went out and bought a piece of land. 

Mr. Honianper. I understand that. 
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Mr. Rocers. I understand under the Constitution I had the right 
to buy it. : : 

Mr. Hottanver. The law protects your fair return on the capital 
you invest in exploring for the well and discovering 1t—— 

" Mr. Rogers. No. 

Mr. Honianper. (Continuing) In digging dry holes, and all the 
other costs proper to this kind of an operation. ; 

Mr. Rocers. I am not talking about that. I am talking about a 
basic principle. 

I have got some gas under my land, and the $10,000 I paid for 
that land is charged off to the surface estate. I have got no cost at 
all in the gas. dh YP a 

Now, 6 percent of nothing is nothing, is it not? 

Mr. Hotianper. How did you get the gas out ? 

Mr. Rocers. Well, I might have drilled a well myself with a post 
hole digger. 

Mr. HotiaAnveR. Well, you are one of the producers that Mr. Mac- 
donald’s bill would exempt, so we would not have to worry about 
that. The people—— 

Mr. Roeers. The ones that Mr. Macdonald’s bill would exempt. 

Mr. Hotianper. Yes. The people who really, we think, should be 
covered by this do not dig their wells with post hole diggers. 

Mr. Rocrers. Now, Mr. Macdonald’s bill does not exempt me yet. 
Suppose I get more. What does he exempt, two billion ? 

Mr. Howianper. I think that is it. 

Mr. Rogers. In other words, he puts a penalty on a man expanding 
his business, does he not? 

Mr. Hoiianver. No, he only recognizes that when it gets to a cer- 
tain size, it has an appreciable effect on that market, and therefore 
has to be taken into account, if you want to regulate the prices in 
that, market. 

Mr. Roerrs. If he works hard and develops his business to where 
he got more than two billion cubic feet, according to Mr. Hale, he 
gets the privilege of being regulated by the Federal Government. 

Mr. Hotnanver. Right. That is right. 

Mr. Rogers. That is what I am talking about. I consider it a 
penalty, not a privilege. 

_ But let us get back to this other. Six percent of nothing is nothing, 
is 1t not! 


Mr. Hotianper. You—look, Mr. Rogers, you do not get a gas well 
without cost. 

Mr. Rocers. I do not know so much about that. There are some 
cracks in the ground over there at the edge of Oklahoma, you can 
light with a match. l 

Mr. Hottanper. That is right, just light them and burn them off. 

Mr. Rocers. That is right. That is exactly right. It surely is. 

But if, suppose you drilled and got oil, you brought that out in your 
statement, suppose you drilled and got oil, and all of your costs were 
charged off on oil, and you have got no costs in the gas well. 

Mr. Houianver. If you are being serious 


Mr. Rocers. I am being serious, certainly I am being serious. I 
have seen it done. 
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Mr. Hortzianver. If you are being serious, there is a problem, ad- 
mittedly and obviously, in the allocation of costs between the oil 
department and the gas department of your company. 

These are problems that arise in every company that has joint costs 
and joint products. 

Mr. Rogers. You are an economist. 

Mr. Hotianper. They are solved every day of the week. 

Mr. Roeerrs. How are you going to fix the costs of how much I get 
a thousand cubic feet for my gas well today when you do not know 
whether that gas well is going to blow out tomorrow or whether it 1s 
going to last for 50 years ¢ 

Mr. Hotianper. Well, as it has been pointed out so often, there are 
two ways you can fix these costs, One is on a distribution of heat value 
between the two products, and the other is the monetary value. 

It is not a particularly difficult problem, Mr. Rogers. 

Mr. Rogers. You say it is not? 

Mr. Hotianper. Not a particularly difficult problem to allocate the 
costs there in some sensible fashion. 

Mr. Rocers. All right, let us see how difficult it is. 

Mr. Hotianner. Every oil company does it every day in the week. 
They know how much they are making from their gas properties and 
how much they are making from their oil properties. 

Mr. Rocrers. Suppose I drilled a whole bunch of wells on my section 
of land, and it costs me $2 million, and I finally got a gas well. How 
are you going to allocate costs on that gas well if you take into con- 
sideration the $2 million I have already invested, when you do not 
know whether that gas well is going to last 2 weeks or 10 years? 

Mr. Hortianper. This is not a question that can be answered hypo- 
thetically. The specific accounting procedures, the specific cireum- 
stances, are capable of being dealt with by accounting procedures, and 
I cannot answer the question in a hypothetical form like that. 

Mr. Roerers. Well, Mr. Hollander, why did you come up here and 
undertake to give the committee testimony as an expert on these cost 
things when you admit that there are questions which cannot be 
answered ? 

Mr. Hotianper. I did not say they were questions that could not be 
answered, I said you answer the question 

Mr. Rogers. You said you could not answer it. 

Mr. Hotianper. I said you answer the questions in light of specific 
situations, and not on the basis of hypothetical fragments. 

Mr. Rocers. But you do admit that you cannot answer those cost 
questions yourself 

Mr. Hortianper. As you put the question, nobody can answer it. 
You have to see the figures of the company. No accountant could 
answer it. You have to lay out the enterprise and look at the figures, 
and then come to an answer to it. 

Mr. Rogers. Well, sure, yes, if you can get all the figures lined up. 
But that has been the trouble, you cannot get the figures lined up. 

Mr. Houzianper. I do not know how you can get the accounting 
without getting the figures lined up. | 

Mr. Roerrs. It is a complex situation. 

Mr. Hotianper. Yes, indeed. 
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Mr. Rocers. But you have said that you do not support any propo- 
sition where the utilities, the distributing utilities, would be brought 
under Federal jurisdiction. 

Mr. Hoxianver. I said that we considered it a sufficient reason not 
to advocate this, that they were already under State regulation, which 
in most States they are. [I am not sure about Texas 

Mr. Rocers. You make that statement, Mr. Hollander, with full 
knowledge that the price charged the consumer in different States, 
and even in different c ities in different States only a few miles apart, 

varies measurably ¢ 

Mr. Horianver. Yes. 

Mr. Rocers. Why do you not go out and try to help all the con- 
sumers ¢ 

Mr. Hotzianper. The prices of gas and electricity are regulated in 
various States according to the local, the State laws, which is proper 
and according to the facts of costs of production and distribution, 
State by State. There are different prices charged for electricity in 
Washington than across the river in Arlington. 

Mr. Rocers. That is right. 

Mr. Hotianper. There is nothing wrong with that. The Potomac 
Electric Power Co. serves the District of Columbia, the cost cireum- 
stances of which are quite different from serving a more sparsely 
settled area in Virginia. 

There is absolutely nothing amiss about this, and the fact that gas 
may be one price in saltimore and another price in Washington is 
in itself no particular evidence of anything wrong. 

Mr. Rocers. But the major side of the cost figure here to the con- 
sumer goes to the distributing utility, does it not ? 

Mr. Hotianver. That is because the costs of distribution and the 
costs of piping are greater than the cost of produc ‘tion. 

That is like saying much more of the price of an automobile goes 
to the automobile manufacturer than to the steelmaker. It is true, 
but it is irrelevant to the price of automobiles. 

Mr. Rogers. Of course, you are assuming that. Have you broken 
down those costs # 

Mr. Horntanper. Of course. I mean, there are only a few tons of 
steel in an automobile price. 

Mr. Rocers. I am talking about breaking down the cost on the gas 
business. 

Mr. Hotianper. Certainly. 

Mr. Rogers. You have broken them down ? 

Mr. Hotianper. Sure. 

You can see—the American Gas Association has this, and you can 
tell that we pay, oh, maybe $1.40 in Washington per thousand cubie 
feet, I guess, or roughly that, for gas which costs maybe 14 cents at 
the wellhead. 

The expense of pipe, the expense of the pipelines, and the expense 
of the distribution system—— 

Mr. Rogers. You figured this all out. Now let me ask you this 
question— 

Why is it that the gas at the city gates in Washington, taken from 
the pipeline, the cross-country pipeline company is sold at the city 
gates at Washington for a higher price than it is sold at the city gates 
in New York, even though it is a longer haul to New York? 
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Mr. Hoxtianper. I do not kow the answer to that question. 

Mr. Rogers. Yes, sir; I am sure you do not, and there are lots of 
others that could be asked on that same proposition. 

Why is it that gas sells for $2.89 a thousand cubic feet in Brooklyn, 
and sells for $1.47 here ? 

Mr. Houiianper. The costs of distribution are not uniform from 
one city to another, and I simply could not answer the question with- 
out knowing many more facts than you have presented me. 

Mr. Rogers. That is it, exactly. 

You understand all that. And you do not know anything about the 
production of gas, and you have admitted it here; yet you say that the 
cost of gas in so far as production is concerned is a very simple matter. 

But it becomes awfully complex when you get into these big cor- 
porations. You seem to be against one group of corporations and 
for another. 

Mr. Horianper. There are complex accounting procedures in every 
corporation which has to cost and price many products. 

Now, compared to the costing and pricing of gas and oil, the costing 
and pricing in a steel mill is a very much more complex problem, and 
yet it is handled every day by people who have to do it, to know what 
to charge for the various products. 

Mr. Rocers. But your organization and you subscribe to the policy 
that State regulatory bodies. ought to regulate the price that the utility 
charges, which is in some cases 90 percent of the price that the con- 
sumer pays. 

Mr. Hoitianper. The price that the distributing utility charges, 
yes, sir. 

Mr. Rocers. You think that. But you think the Federal Power 
Comission ought to handle the boys who produce it at the other end 
of the line? 

Mr. Hotianper. I do not know who else will do it if they don’t. 

Mr. Rogers. I did not ask you that. I asked you if the Federal 
Government should do it. We can handle it in Texas if they leave us 
alone. 

Mr. Houuanper. Yes. 

Mr. Roarrs. You say one reason why this gas ought to be regulated 
by the Federal Government—did you say because it is not a competi- 
tive fuel, or — the price is not fixed on a competitive basis ¢ 

Mr. Hotxanper. I said it is not a commodity in a commodity mar- 
ket in any sense in a h that term is customarily used. I said that 
if gas were sold as a commodity, and I used the illustration of gas that 
is bottled and peddled on trucks, then it could be sold cempasitinely 
by one gas company versus another one, or the gas versus oil, or ga 
versus electricity. 

Up in the country, not far from here, there is a farm I know about, 
where they raise broilers. When they put in the broiler house, they 
had their choice betw een gas and electricity, beause they had bottled 
gas they could install in ‘those burners. They had their choice be- 
tween several bottling companies. 

Mr. Rogers. All right. 

Mr. Hotianper. Now, that is a comodity. 

Mr. Rogers. Yes, sir. 

Mr. Hotianper. But when, as I said, you have tied consumers to 
a network of wells, pipelines and distribution lines, then you do not 
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have a commodity market. You have a utility market and a monop- 
oly market. 

‘Mr. Rogers. That is the very point, and you are saying that the 
consumer is captive, are you not 

Mr. Hotianper. Yes. 

Mr. Rogers. All right. 

Now then, you say on page 3 of your statement : 


Their gas, under present conditions, is a formidable competitor to oil— 
now listen to this— 


since every new home and every new industrial or commercial structure has the 
option at the time it is built of using gas or fuel oil. 

Now, if they have the option of using gas or fuel oil, why are they 
captive? You are saying one thing one time, and another thing 
another. 

Mr. Hotitanper. What I said is that once that choice is made, you 
have then a captive market. Once I decided I was going to have a 
gas furnace and a gas heater-—— 

Mr. Rocers. In other words, the consumer has the right to choose 
between a captive and free dealer insofar as trade is concerned; and 
you want to fix it so that the consumer is the No. 1 individual to be 
considered insofar as taking a man’s property away from him in 
Texas, Louisiana, Oklahoma, or any place else, and deliver it over to 
him at a price—— 

Mr. Hotianper. I did not say anything about taking a man’s prop- 
erty away from him. 

But I remind you that the author of laissez faire economics, Adam 
Smith it was, who said that the interests of the consumer are para- 
mount; and the interests of the producer should be taken into account 
only so far as it may be necessary for promoting the interests of the 
consumer. 

So this doctrine—— 

Mr. Rogers. Who was that who said that ? 

Mr. Hottanpver. Adam Smith. 

This doctrine was in 1776. It isnot new with me. 

Mr. Rogers. I am not bound to that doctrine, am I? 

Mr. Hoiianper. No. 

Mr. Rogers. I want to say here now, I do not believe in it. I did 
not know whether it had supplanted the Constitution or not. 

We are talking about captives. Let me tell you something about 
the little producer of gas or the medium-sized producer of gas when 
he has a gas well. He ties on to a pipeline, and if that pipeline hap- 
pens to connect finally with some interstate gas system, according to 
your theory, he is in interstate commerce ; is he not { 

Mr. Houianper. Yes. 

Mr. Rocers. He is in interstate commerce, and he sells his gas for 
the price the Federal Power Commission fixes and says that he can 
get for it; does he not ? 

Mr. Hottanper. If it is properly regulated ; yes. 

Mr. Rogers. All right. 

And you are for proper regulation, as you say. 

Mr. Hornanper. Yes. 
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Mr. Rocers. And also, his gas is dedicated in perpetuity to the con- 
sumers at the end of that pipeline; is it not ? 

Mr. Hotianper. It depends on the length of the contract he makes. 

Mr. Rogers. What do you mean, the length of the contract he makes ¢ 

Mr. Hotianper. It is not in per petuity. 

Mr. Rogers. If it is tied on to the interstate pipeline and becomes 
a natural-gas company, he cannot get off that and cannot stop serving 
gas without a certificate of convenience and necessity issued by the 
regulatory body in Washington, can he, Mr. Hollander ? 

Mr. Honanver. I think that isr ight. 

Mr. Rogers. You are for that, are you not ? 

Mr. HoLianper. Yes. 

Mr. Rocers. You and your entire group, the ADA, are for that phi- 
losophy ; is that correct ? 

Mr. Hotzianper. For that specific provision. 

Mr. Rogers. Yet you tell me that you are not for central govern- 
ment and do not necessarily espouse and advocate 

Mr. Hottanper. That is right. 

Mr. Rogers (continuing). A strong central government to control 
all the people in this country from one ‘focal point. 

Mr. Hotianper. That is right. We think life would be a lot sim- 
pler and happier if this was not necessary. 

The difference between you and me is, we think it is necessary and 
vou do not. 

Mr. Rocers. I do, most vigorously, disagree with you, Mr. Hol- 
lander, and your organization in that philosophy. I yield back the 
balance of my time. 

The Cuarrman. Mr. Heselton ? 

Mr. Hesevron. Mr. Younger, did you want me to yield for a 
question ¢ 

Mr. Youncer. I have got to go to the phone. 

Mr. Heseiron. No further questions. 

Mr. Dres. Will you yield just a moment here? 

Mr. Heseuron. Have you one question, Mr. Dies? 

Mr. Dies. I just wanted to clear up one thing that I did not have 
before me when I was questioning him. 

Mr. HeEsevton. Just one question 

Mr. Dies. Just one question. 

Mr. Hollander, I have the figures here on the comparison of the 
cost of living, all items, with natural gas, from 1940 to 1956, from 
the Bureau of Labor Statistics, and it shows that the cost of living 
from 1940 to 1946, the cost of living was 194.3. It increased from 
100.2 to 194.3. 

Natural gas had increased from 108 to 99.5 . 

Mr. Honanver. I think these were the same figures the chairman 
read while you were out of the room. 

Mr. Dies. It does not bear out your contention that the cost of 
living had increased less than gas. As a mater of fact, gas has had 
much less increase than there has been in the cost of living. 

Mr. Horianper. As the chairman and I agreed at the time, Mr. 
Dies, there is nothing inconsistent between these two sets of figures. 

You are showing that natural gas increased less between 1940 and 
1956——— 

Mr. Dies. That is right. 











B 


e 


1e 
nh 
g 


Mn 


in 


of 
ud 


nd 


NATURAL GAS ACT 1563 


Mr. Hoianver (continuing). Than other commodities, and I was 
saying that natural gas incerased more between 1947 and 1956. 

‘We are not using the same period .of comparison, so there is nothing 
inconsistent about “the two results. 

Mr. Dries. But these figures are correct 

Mr. Hotianver. Your figures are correct. My figures are correct. 

Mr. Dies. Thank you. 

Mr. Hoxianper. I am saying I am 10 years older than I was 10 
years ago, and you are saying ‘that I am 20 years older than I was 
20) years ago, and we are both ‘right. 

Mr. Dies. Thank you. 

Mr. Hesevton. I have no further questions. 

The Cuarrman. Mr. Williams? 

Mr. Wiuu1AMs. Mr. Hollander, I was intrigued with your answers 
to the questions propounded by Mr, Harris, whether you considered 
natural gas to be a commodity, and I believe, yowr answer was that 
you did not consider it to be a commodity, as I understood you. 

Mr. Hoiianper. That is right, sir. 

Mr. Wuurms. Is that correct 

Mr. Hotianver. That is correct. 

Mr. Witu1aMs. If it is not a commodity, what is it ? 

Mr. Hotianper. I do not know that I would give a definition. It 
is nine-tenths service. 

When you speak of a commodity in my business, Mr. Williams, 
you speak in a specialized, technical sense, which means a commodity 
which can be bought and sold for which there are markets and for 
which there are certain market mechanisms, as I said. 

Mr. Witii1ams. You do not believe this is a commodity which—— 

Mr. Hotianner. No. 

Mr. WitiiaMs (continuing). Which can be bought and sold? 

Mr. Hotianper. I do not believe it is a commodity, not as the pro- 
ponents of the bill are so fond of saying, like coal, wheat, steel— 
as Senator Fulbright said on the floor of the Senate, if you regulate 
natural gas, you might just as well regulate wheat, coal, steel, or 
oil. 

My point is that natural gas is sold under circumstances which do 
not permit it to be compared to commodities like sttel and coal and 
wheat and oil. 

Mr. Wituiams. But you do not consider that it is a commodity? 

Mr. Hoiianper. No, sir. 

Mr. Wiuuiams. Yet you do not know what it is, but it is not a 
commodity. 

Mr. Houtianper. It can be defined. It—it is not very important. 

The point I am trying to make is, when anyone says natural gas 
is a commodity, any I have heard, he means that it should be com- 
pared with commodities like those I have mentioned, that are soid 
in a certain kind of market. 

And the contention I am making is that it is a utility or a monopoly 
service to which the hydrocarbons are, from the market point of 
view, incidental, as shown by the fact that when the service was not 
available, the hydrocarbons were thrown away. 

Mr. WiuuiaMs, I have seen tomatoes on the side of the road in 
Mississippi, too. 
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Mr. Hotianper. But systematically and by design, the gasses were 
burned off or otherwise disposed of because the service to carry 
them to the point of consumption was lacking; therefore, this is what 
distinguishes them. 

Mr. WruuiaMs. If you say this is not a commodity, and I will accept 
that as your viewpoint, I would be very much interested to know 
just how you would classify it. 

Mr. Hotianpver. Well, as I say, I think of it as a utility service or 
a monopoly utililty service. 

Is electricty a commodity? You have the same problem when you 
ask that same question. It consists of electrons which are matter. 
But we do not consider electricity as a commodity. 

Mr. Wituiams. We are talking about natural gas. Natural gas 
come out of the ground. Electricity does not. It is generated. 

Mr. Hotianpver. It comes out of the 

Mr. Wititams. Now assuming that you are correct and it is not a 
commodity, then there could be no such thing as a property right in 
it, could there ? 

Mr. Hotianper. I do not know that that follows. It seems to me 
that a property right can inhere in the right to perform a service. 

Mr. Wiritams. Well now, you have distinguished between natural 
gas and coal and oil and these other various commodities with re- 
spect to why you think natural gas should be regulated and coal 
should not. 

Could you distinguish between natural gas and any other mineral 
—_ respect to property rights—why the property rights of natural 

gas should be treated any differ ently from the property rights of gravel 
or timber or your wristwatch, for instance ? 

Mr. Howianver. Because of the nature of the distribution and 
consumption, as recognized. 

Mr. WriuiaMs. I am talking about the ownership of it before it 
ever gets into the pipeline. 

Mr. Hotianper. I am answering the question, sir, for the same 
reason, because of the nature of its distribution, the nature of its 
consumption, the relation between consumer, distributor, and pro- 
ducer, all of which are quite different in natural gas than in the 
case of gravel. 

Mr. Wiuu1ams. If I own a piece of land that has gas under it, I 
own that gas. I have the same property right in that as I have 
in my other piece of land over here which may have coal under it, 
do I not? 

Mr. Hotuanper. Isn’t it well recognized that certain rights, when 
in a situation which becomes affected with the public interest, the 
rights are subject to modifications? There is nothing radical about 
that in American practice, is there? 

Mr. Witi1aMs. Can you give us an example of that, Mr. Hollan- 
der, in any other commodity ? 

Mr. Horianver. Not considering it a commodity. 

Let’s say transportation service. You own a bus, you have com- 
plete property rights in that bus, but the frequency with which you 
run it, the fare that you charge, where you run it, and how much 
you charge the people who ride on it, is a property right subject to 
modification by the Government. 
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Mr. Witu1aMs. Now you are referring to a utility, and you have 
already testified that you did not consider that a utility. 

Mr. Horianper. You asked me if I thought I could give you an 
example of a property right which is subject to an overriding public 
interest, and I am only saying it seems to me the same principle ap- 
plies here to gas as to electricity or other forms of public service. 

Mr. WitxtaMs. Mr. Hollander, you know, as I do, that coal and 
oil are used in generating electricity, are they not? 

Mr. Hontanper. Yes. 

Mr. Witx1AMs. They are part of the operating cost of any elec- 
tric distribution or any electric line. Why are they not also, i in the 
same manner as natural gas is, as you claim natural gas is, an in- 
tegral part of the utility operation, and why should they not be 
controlled in the same manner as natural gas is? 

Mr. Horianper. Because they are elements 

Mr. Wir1iams. I mean as a matter of principle. 

Mr. Hotianper. Because they are raw materials and elements of 
costs, and not distributed under monopoly conditions. You can buy 
oil from one producer, you can buy coal or oil, you can buy coal from 
one producer, from another, or you can shift’ to waterpower. The 
electric utility has a wide choice there. 

Mr. Witt1aMs. The natural gas pipelines have a right to shop 
around and buy their natural gas wherever they can find it. 

Mr. Hoiianper. Once. 

Mr. WitiiaMs. Once. 

Mr. HotiaNper. You might as well say, Mr. Williams, that because 
there is copper in the transmission lines of an electric company, that 
the price of copper should be regulated because it is an element of 
cost in the distribution of electrici ity. 

Mr. Witniams. I believe you said you pay $1.40 a thousand cubic 
feet for gas. 

Mr. Hotxianper. I think that is the price in Washington; yes. 

Mr. Witriams. Do you live in the District ? 

Mr. Hottanper. Yes. I believe that is about right. 

Mr. Witiiams. I believe you testified also that 14 cents of that went 
to the producer. 

Mr. Hotianper. I did not say specifically that 14 cents of that. 
I said the price in the producing field is perhaps 14 cents. I was not 
making a statement of fact, but only using it to illustrate. 

Mr. Witurams. Assuming it is 14 cents, taking your figure on it—— 

Mr. Honianver. Yes. 

Mr. Wiiu1ams (continuing). If the producer gave his gas to the 
pipeline company, and you got credit for all of that, how much 
would your bill amount to a month? 

Mr. Horrianver. $1.26. 

Mr. WituiaMs. I mean a thousand cubic feet. 

Mr. Hotianper. $1.26. 

Mr. WituiaMs. So it really is not the producer that is digging into 
the people’s pockets. 

Mr. Hotianper. That is not what I said. I said that it costs much 
more to bring the gas from a distance and to distribute it under the 
city streets than it does to produce it. Therefore, a major part of 
the costs, as in the case of an automobile or a loaf of bread, does not 
go to the producer of the original material. 
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Mr. Wuiams. Mr, Hollander, I want to ask you one more question. 

I am sorry, I did not quite understand your answer to the question 
that Mr, Hale asked you a few minutes ago, and that was, what was 
your definition of “liberalism” / 

Mr, Hottanper. Would it be satisfactory 

Mr. Wiis. I believe you said that the ADA was a liberal 
organization, 

Mr. Houtanper. Yes. 

Would it be satisfactory if I were to put this in the record in a 
written form ? 

Mr. Wituiams. I would like to hear it. I may not have a chance to 
see the record after it is printed. 

Mr. Hotuanper. Well, as I said to Mr. Hale, it plac es primar) vy em- 
phasis on the rights and the worth of individual citizens in a de- 
mocracy, the right of every citizen to live and develop his own life 
and his own potentialities fully, and it recognizes that there are cer- 
tain obligations along with this. 

Among these obligations are the obligation not to interfere with 
the right of another citizen to dev elop himself fully. 

It recognizes that there are certain things which the people cannot 
do for themselves, and which they must do collectively through their 
Government for their common benefit, and 

Mr. Wiuurams. I mean, is that your definition of “liberalism” ? 

Mr. Hotianper. I would say in general; yes. 

Mr. Wuu1aMs. Boiling that down, would you say that this is a 
reasonably good definition of liber: lism: As one who believes in, that 
is, politic ally speaking, one who believes in guaranteeing a maximum 
of freedom to the individual, with a minimum of Government control / 

Mr. Hotianver. No. I think I prefer my own definition, Mr. 
Williams. 

Mr. Witi1ams. You do not believe in granting a maximum of free- 
dom to the individual ? 

Mr. Hotitanper. The maximum of freedom to the individual con- 
sistent with the maximum of freedom to every other individual. 

The maximum of freedom to one individual may only serve to 
take away the freedom of another, as we have so often seen in this 
country. 

Mr. Wittams. I am speaking now generally, and we are speak- 
ing 

Mr. Hotianper. I think I prefer my own definition. 

Mr. Witiiams. By the same token, what would be your definition 
of a conservative / 

Mr. Hotianver. Well, it seems to me that a conservative is one, I 
define it as one of the great conservatives has defined it, I think it was 
Russell Kirk, who believes when it is not necessary to change, it is 
necessary not to change. 

[think this is the conser rative’s own definition of it. 

Mr. Witz1ams. Would you say that is a reactionary instead of a 
conservative ? 

Mr. Hotzianper. No, I do not. 

Mr, Witiiams. What would be the definition, then, of a radical and 
a reactionary ? 

Mr. Houianpver. I do not think I know the meaning of those terms. 
They are just, I think, semantic terms. 
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Mr. Wru1aMs. Of course, the ADA is dedicated to defense and ad- 
vancement of the so-called underdog as opposed to the monopolistic 
interests of the big cartels and corporations, is that ra right? 

Mr. Hounanper. W ell, the words are yours. I did “not use them. 

Mr. Wititams. I know. I have seen them in some of your 
literature. 

Mr. Hotianpver. I would certainly agree they are devoted to the 
defense of the underdog. 

Mr. Witu1aMs. That isright. That is exactly right. 

And you recognize, of course, that the stringent regulation of natural 
gas is going to hurt some little 40-acre farmers, little individual farm- 
ers, landow1 ners, some of whom may be, by your definition, second-class 
citizens ? 


Mr. Ho.ianper. We have recommended that they ought to be 
exempt from the bill. 

Mr. Witt1ams. Oh, no. I am talking about the landowner who 
leases his land for the exploration for oil or gas, who may not own 
but 10 or 15 acres of cotton land down in Mississippi. 

Mr. Hoitanper. You mean his royalties may be somewhat less? 


Mr. Winutams. Oh, yes. He owns the land, and he has leased it 
to the Standard Oil Co. 


Mr. Houianper. Yes. 

Mr. Witirams. And he gets one-eighth of what comes out of his 
property. 

You realize that you are putting a ceiling on his income,.and you 
may be starving some of these second-class citizens to death that you 
are trying to get the right to vote up here. 

Mr. Hontitanper. Yes. 


Mr. Wittiams. And that does not give you any concern at all, 
does it ¢ 


Mr. Hoitvanper. The description of the circumstances is your, Mr. 
Williams, not mine. 
I do not advocate starving anybody to death. 


Mr. Witutams. You know we have those kind of circumstances, do 
you not? 


Mr. Hotianper. Yes. 

Mr, Wituiams. You know we have little 10- or 15-acre farms pro- 
ducing natural gas, do you not? 

oa Hotitanper. Yes. 

I did not—I do not concede that in putting a ceiling on what they 

might get under reasonable regulation, you are starving him to death. 

Mr. Winitams. Are you not telling him his property may not be 
sold for what he may think it is worth ¢ 

Mr. Honianpver. Telling him there is a ceiling by definition in the 
law. 

Mr. Witu1aMs. Then you actually 

Mr. Houianper. You limit his income, yes. 

Mr. Witiiams. With respect to that type of case, you are advocat- 
ing putting a ceiling on that man’s income. 

Mr. Hortanper. Yes. 

Mr. WituiaMs. That is enough, Mr. Chairman. 

The Cuatrman. Mr. Dingell? 

Mr. Dineeti. No questions, Mr. Chairman. 

The Cuatrman. My Avery? 
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Mr. Avery. Thank you, Mr. Chairman. 

I believe, Mr. Hollander, we were discussing the statement you 
made that Mr. Kuykendall had furnished here the chronological de- 
velopment in the drafting of the Harris and O’Hara bill, and I asked 
you specifically if that w vas—if you were referring to the Harris bill 
on page 5 when you made the later reference, and you told me you 
were. 

Mr. Hotuanper. Yes. 

Mr. Avery. I believe you used for the basis of your conclusion a 
colloquy between my colleague, Mr. Macdonald, and Mr. Kuykendall 
when he was before the committee. 

Mr. Hotianper. That was as I read it, sir; yes, sir. 

Mr. Avery. Well, just to make sure that I was not misquoting any- 
body in my remarks, I have looked up the record, and without reading 
a lengthy portion of the record, Mr. Kuykendall said this: 


I saw several drafts of things they had drawn— 
now, that was the group that he had asked to work on the bill. 
None of them, so far as I know, ever saw the light of day. 


Yet you have testified that you saw that. 

Mr. Hotianper. As I testified, I testified I saw a bill which was 
represented to me to have been a bill drawn by this group that was 
working with Mr. Kuykendall; yes, sir. 

Mr. Avery. Then probably it had been misrepresented to you, had 
it not, under the testimony? What you saw was not the rough 
draft of the bill ? 

Mr. Hotianper. No, I am not willing to concede that, because there 
were people working on that bill, and they had copies of it, and it 
does not follow that Mr. Kuykendall knew what became of the bill 
that was drafted. All he knows was that he did not send it to the 
committee. 

The CuarrMan. Would the gentleman yield to me there? 

Mr. Avery. Yes. 

The CuHarrmMan. I hope we can clear up this question so there will 
not be any misunderstanding of what the facts are. It seems to mea 
great deal of misunderstanding exists as to what the actual facts were. 

Mr. Kuykendall testified that after the bill was vetoed last year, 
he was, as you stated a little while ago, asked by the White House 
to try to get together a bill which would carry out the objectives 
stated in the veto. 

And he stated that he got in touch with Mr. LeBoeuf and Mr. David 
Searls and Mr. Tarver, and they undertook to get together a bill and 
were discussing it. And subsequently that blew up completely be- 
sause they could never get together on something and they abandoned 
that. 

Now, where I believe the misunderstand is, Mr. Hollander, is that 
later on in the year, groups from the industry did get together , and 
from several meetings held, which have been thoroughly aired out 
and discussed during the course of these hearings, there was a pro- 
posal. First there was a statement of policy, and then later a bill. 
I wonder if that is not the bill to which you refer that you have seen ? 

Mr. Hoiianper. It may have been, Mr. Chairm: in, and I cert: nly 
would accept your statement of the facts. 

The Cuairman. I want the facts to be cleared up. 
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Mr. Hotianper. I am sure I cannot be sure which it was. 

The CuarrmMan. This has been kicked around, and 

Mr. Hoiianper. I had a copy of the bill myself, and I think most 
every newspaper reporter around these parts had it. 

The Cuarman. Of course, that was an entirely different bill than 
this bill, and I think in order to clear up that situation in everybody’s 
mind so we could have an understanding of the facts, I believe that 
is the bill you had reference to which Kuykendall had nothing to do 
with in connection with the matter that was directed from the White 
House, and it was a difference in that bill and the present bill I be- 
blieve you have reference to, because in many respects there is some 
similarity. 

Mr. Ho~nanper. It may well be, Mr. Chairman. I thank you. 

Mr. Avery. I thank you, too, Mr. Chairman. 

All I wanted to do was to get the record straight on what refer- 
ence has been made to Mr. Kuykendall, particularly in the futher 
references made to him in Mr. Hollander’s statement. 

Mr. Macponatp. Except, to have the record absolutely clear, I 
do not have the transcript there, but is it not true, Mr. Chairman, that 
Mr. Kuykendall referred to the fact that when these three men were 
meeting, drawing up a bill, that Mr. Heyke was meeting with another 
group, and that Mr. Heyke called him and said that they had this 
other group, and so in the interests of no friction between the groups, 
Mr. LeBoeuf and the first group stopped; and Mr. LeBoeuf, as has 
been testified to here 

The Cuarrman. In order that the facts may be clearly understood, 
this other group started after the three lawyers Mr. Kuykendall 
referred to had given up any hope whatsoever of having anything 
done during the last session of Congress, because they all got tied up in 
other legisl: ition. And it was after that, during the fall, - late summer 
and fall, that this other group started. I am not trying to defend 
anyone or protect anyone or anything. I am just trying to get the 
facts. 

Mr. Hotianper. Thank you, sir. 

Mr. Avery. Mr. Hollander, were you with the Department of 
Labor in 1937 or in what capacity were you employed ? 

Mr. Hotianver. Yes. I was with the Department of Labor in 
1937. I worked for the United States Employment Service. 

Mr. Avery. Were you familiar at all with the Bituminous Coal 
Act of 1937? 

Mr. Houuanper. No. 

Mr. Avery. You are not familiar with the provisions of that at all? 

Mr. Hoitianper. No. 

Mr. Avery. You never heard of it? 

Mr. Houianper. I have heard of it. 

Mr. Avery. You did not know what the purpose of that legislation 
was ? 

Mr. Horianper. I do not remember it at all, I am sorry, Mr. Avery. 

Mr. Avery. I would like to fill you in without imposing on the com- 
mittee. 

The purpose of the Bituminous Coal Act was to set a minimum 
price of coal and the minimum price was to be fixed by certain agen- 
cies in the Federal Government, based on the cost of production. 
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It still does not remind you of anything ? 

Mr. Hoiianper. I have only the vaguest recollection of it, Mr. 
Avery. 

Mr. Avery. I might just continue the history of that very briefly. 

To start out with, a Bituminous Coal Commission was appointed, 
both on the Federal and then on the district level, and that was in 
1937. 

The Commissions were appointed in 1938 and they were allegedly 
to have some schedules set up by 1940, minimum coal prices, based 
on the price of production. 

By 1940, the competitive prices for coal had gone so far above the 
announced schedules that they were virtually meaningless and the 
law was later allowed to expire in 1943. 

After a review had been made of the attempt to fix a minimum 
price of coal on the basis of the cost of production, there was an 
analysis made of that and the report was rendered by Fisher and 
James, which sums it up this way: In the closing paragraph they 
raise these three questions. 

It is doubtful whether the price of coal could ever be fixed on the 
cost of production, No. 1, because the changing costs, due to techno- 
logical progress in the industry and change in demand resulting from 
the fluctuation of business activity and encroachment of competitive 
fuels, and also a change in the competitive relationship between the 
producers. 

In other words, presume one producer would buy out another and 
it concluded : 


This experiment in price-fixing does not provide a basis for optimism. 


Now that, I thought, would be rather illuminating as an illustra- 
tion of where it was ; impossible or impractical and ended up in chaos 
of an attempt to fix a minimum price for coal based on the price of 
production. 

Coal is a tangible commodity, and one we can see, one we can weigh, 
one we can carry, and one we can distribute by any number of ways. 

By virtue of the fact it seemed not only impractical but virtually 
impossible to establish a cost of production formula for coal, I seri- 
_— doubt whether it could ever be done for intangibles suc h as nat- 

iral gas. 

Would you care to comment on that? If not, I have no further 
questions, Mr. Chairman. 

Mr. Hotzianver. Well, if I may, I would like to comment very 
briefly. 

Mr. Avery. That is your privilege, sir. 

Mr. Hortianper. As to the effect that coal is a commodity from the 
point of production and through the stages of the processing and dis- 
tribution, marketing, is very different from natural gas; and, I think, 
that secondly, an experiment, or an experience with setting minimum 
prices is only very obliquely relevant to a problem in setting maxi- 
mum prices in what is essentially, I believe, a utility situation. 

I recognize the point you make and I would like to find out. I will 
do a little homework on this. 

Mr. Avery. I think it would be helpful maybe if you would. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Younger? 
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Mr. Youncer. I have a couple of questions. 

You came with the Government in 1934, is that correct ? 

Mr. HoLianper. 1935. 

Mr. Younaer. 1935? 

Mr. Hotianper. Yes, sir. 

Mr. Youncer. Who was your immediate superior ?¢ 

Mr. Hotnanper. That is a long time ago, Mr. Younger. I would 
have to go back and look at my record. 

Mr. Youncer. In other words, who put you into the Government é 

Mr. Hotianprr. I came in through the usual civil-service recruit- 
ment procedure, went through a personnel office and got a job. 

Mr. Youncer. You had no friends at all in the service / 

Mr. Hotianper. Oh, no. 

Mr. Youncer. When you left the Labor Department, what depart- 
ment did you go to! 

Mr. Hotitanper. [ was in an agency that was successively trans- 
ferred from the Labor Department under a reorganization order to 
the Social Security Board and under another order to the War Man- 
power Board and then to the Labor Department, so, except tech- 
nically speaking, I never left the Labor Department. 

Mr. Youncer. I thought you said you were with the Census Bureau. 

Mr. Hottanper. No. I was detailed for 3 or 4 months in the fall 
of 1946 to the Council of Economic Advisers just after it was set up. 

Mr. Younger. Who was the head of that ? 

Mr. Hotitanper. At that time? 

Mr. Younger. Yes. 

Mr. Hotianper. Dr. Nourse, Edwin G. Nourse. 

Mr. Younger. At his request you were transferred ¢ 

Mr. Hotianper. I suppose so; detailed. I was only there for a 
short time while we prepared the first economic report. 

Mr. Youncer. When did you leave the Government service? 

Mr. Hotianper. In 1953. 

Mr. YounGer. 1953. 

What did you do between the time you left the Government service 
and when you became the director of the ADA? 

Mr. Hoxtianper. I left the Government service on Friday and went 
to work for the ADA on Monday. 

Mr. Youncer. You left the Government service for the purpose of 
taking over the new job? 

Mr. HotLanper. Yes. 

Mr. Youncer. You were active in the ADA? 

Mr. Hotianper. From the time of its beginning. 

Mr. Youncer. From the time of its inception ? 

Mr. HoLianper. Yes. 

Mr. Youncer. Despite the fact that you were civil service? 

Mr. Hotianper. I was very punctilious about observing the require- 
ments of the civil service and, as I remember, I even consulted the 
Civil Service Commission for a ruling as to the limits to which my 
activities could go, and I observed these quite punctiliously. 

Mr. Younger. On the control of prices, you say it is easy to control 
the price of natural gas. 

Where you dig a well and you have oil and gas in the same well, 
out of the same pipe, how would you distribute the cost of that? 
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Mr. Hotzianper. I do not think I said it was easy. I said I thought 
it was possible and practicable. 

As I said a while ago, sir, I have seen two proposals among others: 
one was to distribute the costs of the well proportionately to the 
thermal content of the gas and the oil; and another was to distribute, 
allocate the costs of the well proportionate to the value of the gas and 
the oil, the oil being normally very much more valuable. 

In general, | think the answer to your question is that this is a prob- 
lem that is familiar in business and is dealt with quite commonly, and 
solved satisfactorily, and I would have to have a specific situation 
before me before I could answer the question specifically. 

Mr. Younger. Despite the fact that Mr. Kuykendall in his testimony 
before the committee said that, in his opinion, it is almost impossible? 

Mr. Hotianper. There are eminent authorities who state precisely 
the contrary. Iam sure there is a difference of opinion on the subject. 

I will ask you, sir, to imagine yourself running a steel mill in which 
there were, maybe, out of 1 wireworks maybe 30 or 40 or 300 different 
produets, each of which had to be costed and priced to yield a profit 
to the company on its own as an individual product. 

[ simply point to this as an example of a much more difficult situ- 
ation in costing and pricing than is normally present in the combination 
of gas and oil. 

Mr. Youncer. Is that done under Government regulation ¢ 

Mr. Hotianper. Of course not. 

Mr. Youncer. All right. There is the point. 

Mr. Hotianprer. Accountingwise it is possible to do it, and it is 
possible for the Government to agree to a standard accounting proced- 
ure, Which is in good faith and approximates this. 

After all, there is no single perfect allocation of the costs between 
oil and gas out of a single we ell. This would be perfectly clear. There 
is not one unique and sole answer to that with respect to a given well. 
All you can have is a good accounting method. 

Mr. Youncer. You disagree with all of producers that have been 
before us who have testified that the only way that it can be done is 
to establish an arbitrary division ¢ 

Mr. Hotianper. They do know, they do it every day for their 
accounting. They know whether they make or lose money in the oil 
department. Of course, they make money on both, but they know 
what their profits are on each one. 

Mr. Youncer. Have you read the testimony of the producers that 
have appeared before us ¢ 

Mr. Hottanper. Not in these hearings, Mr. Younger; no. 

Mr. Youncer. The producers that ‘appeared in the hearings be- 
fore—— 

Mr. Hotianper. Yes. 

Mr. Youncer (continuing). When the bill was up? Didn’t they 
testify that it was purely an arbitr: ary distribution ? 

Mr. Hoitanper. Well, as I have tried to suggest, it is somewhat 
arbitrary. There is an element of arbitrariness in it, but there is also 
a rational basis for doing it. I have named two that are, both of 
which are possible out 





Mr. Youncer. Which two? 
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Mr. Horranper. One, to allocate the costs proportionate to the 
heating, thermal units, and the other proportionate to the value of the 
gas and oil that come out of the well. 

You can say either of these two decisions is arbitrary. 

Well, in a sense it is arbitrary, but it is rational. It is not capricious. 

Mr. Youncer. In general, you would disagree with all of the testi- 
mony by the producers ? 

Mr. Hotianver. It is not only my disagreement, Mr. Younger ; this 
is many people. 

Mr. Younger. And the Commission ? 

Mr. Hotianper. The Commission 

Mr. Youncer. And the Federal Power Commission ? 

Mr. Hotitanper. You can find testimony from the officials of the 
Power Commission. You can read Mr. Charles Smith, and he was 
for a long time the head of the Bureau of Rates, and he saw no insuper- 
able problem in this. Likewise, I remember an article by Mr. Charles 
Frazier of the Philadelphia Gas Works, who also has an extensive 
experience in this, who says this is not an insuperable problem. 

Mr. Youncer. A what? 

Mr. Houiuanper. An insuperable problem. There is a great deal 
of testimony to this effect. 

Mr. Youncer. That is all. 

The Cuarrman. Mr. Alger? 

Mr. Arcer. Thank you, Mr. Chairman. 

I will try to be brief, and I want you to help me as much as you 
ean, Mr. Hollander. 

Mr. Hotianpver. I will, indeed. 

Mr. Areer. I have 3 or 4 things I want to cover. 

You mention on page 2 something about exploitation. 

Mr. Hotianper. It is a quotation from the court’s decision, I 
believe. 

Mr. Acer. Yes. You say here on page 2, next to the last para- 
graph, 2 lines above the last paragraph: 





To subject the consumers of natural gas to as much exploitation by natural gas 
producers as the market will allow. 

Do you feel there has been exploitation by the producers? 

I am back to my original point now, the producers. 

Mr. Hotianper. I feel in the contracts currently coming in and for 
the last several years, there has been, yes. 

Mr. Arcer. Where? What contracts specifically ? 

Mr. Hotianper. Those—I only see them mentioned by the prices 
of the gas contracted for in this, Mr. Alger. I have seen references to 
Louisiana contracts, among others, for rather high prices, as high as 
21 cents. 

Mr. Arcer. If you would provide those for the record, I think it 
would be interesting for us all. 

Mr. Hotianper. Yes; I would be glad to. 

Mr. Arcer. If you have got a good point, your point may stand. 

Mr. Hotianper. You might not agree with me on the point. 

Mr. Areer. I might not, but I want to recognize your facts, if you 
have them. But you have that challenge here in your statement that 
there has been exploitation. 

Mr. Horianper. I would be glad to. 
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(The following was submitted by Mr. Hollander :) 


The files of the Federal Power Commission, of course, contain many exam- 
ples, since contracts and changes are filed with them. One recent example is 
the Catco case, in which a contract for Louisiana gas was negotiated at 21.4 cents 
per Mc. f. 

Mr. Areer. And you have inferred they would be without regu- 
lation, so I think we ought to have that. 

Mr. Hoiianper. The producers have telegraphed their punch on 
that one. 

Mr. Acer. It could be. 

You mention in your statement in 2, or maybe 3, instances that the 
ADA, the group you represent, is not for Government price control 
assuch. Is that not what you said? 

Mr. HoLianper. Yes, sir. 

Mr. Axerr. “I should like to make it plain we of ADA are not 
advocates of Government regulation of business nor of control of the 
prices as such.” 

Is it not true that you are for price and wage controls or you were 
in 1952, just prior to their being thrown out at a change of admin- 
istration ? 

Mr. Hotianper. As I remember—— 

Mr. Atcer. This we can look up. 

Mr. Hotianper. As I remember, we were in favor of maintaining 
those controls in a standby conditions because many of us, I in- 
cluded, had been through a very serious few months just after the 
outbreak of the Korean—— 

Mr. Arcer. Think carefully. You said asa standby. That was not 
the vote in Congress. As I undestand it, the vote was whether the 
matter would be eliminated or not. I am not talking politics; | am 
not interested in’the politics. I am interested in the principles. You 
have said here that your organization is not for Government price 
control. 

Mr. Hotianver. That is right. 

Mr. Areer. Lam asking you, did your organization not support then 
the maintaining of those price controls as against those who wanted 
to remove them on a clear-cut basis ? 

Mr. Hotianper. I think it was the maintenance of the controls in 
being. 

Mr. Atéer. That is exactly what Iam saying. 

Mr. Hoiianper. In being. 

Mr. Arcer. Not standby, but in force and effect; and you were in 
favor of keeping those. 

Mr. Hotitanpver. We remember what a difficult situation we went 
through in 1950 

Mr. Atcer. Just say yes or no; don't give me all the details. Were 
you for it at that time or not ? 

’ Mr. Honranper. I believe we were in fayor of maintaining the 
controls in being, though not in effect, to be sure. 

Mr. Acer. In being but not in effect? I do not understand you. 
Either you were in favor of maintaining those 

Mr. Hotianper. For standby conditions. 

Mr. Arcer. Were you for rent control, too? 

Mr. Hotitanper. Yes; we certainly were for rent control. 
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Mr. Avcer. And a change of administration came about and they 
were voted on and thrown out. But you were for them. 

Now, you said in your statement, and I am taking it at face value, 
that your organization is not for Government price controls, as such. 
Iam merely showing you what I think to be a flat contradiction. This 
ison page 4. Will you explain it / 

Mr. Hotianver. It still is no contradiction. We have only taken 
this position when we felt there was a compelling urgency for it. In 
the case of rent control for example 

Mr. Acer. That is not what you s: aid. You said ; 





We are not advocates of regulation of business nor control of prices. 


Mr. Hotuanper. As such. 

Mr. Anger. Assuch ? 

Mr. Hornuanprer. In other words, only when there is a compelling 
necessity. 

Mr. Auerr. All right. 

Would you say that your position has been shown to be right that we 
should have continued to have the price and wage controls which you 
were in favor of, but which were thrown out back in 1953? 

Mr. Honitanper. I was very much in favor of maintaining them, as 
I call it, in being, which is to say, in standby, and eliminating, re- 
moving, the control. 

Mr. Aterer. You may be for them as being in standby—— 

Mr. Houtanper. Maintaining the authority to control prices and 
decontrolling the prices as fast as it could be done. 

Mr. Avger. ‘This is not what you are for. You said you were for 
maintaining the prices when it came to a clear-cut vote, as to whether 
we continue the price controls or whether we throw them out. You 
said then you were for continuing. 

Now, I am asking you since we can all look back historically to 
benefit by mist: akes, were you right in your position or were you 
wrong? Do you think the prices sand wages deta have been con- 
tinued in effect for the economy and the people that you say you repre- 


sent that they were thrown out? I am talking about price and wage 
controls. 


Mr. Hotianper. In what year? 

Mr. Ancer. 1953, 1 think it was. I was not here. I am just a 
student of if, as are you, although you may have been a part of it. 

Mr. Houianper. I think I would have to go back and look up the 
circumstances and find out. But I do not retreat for a moment from 
the phraseology that is used here. 

Mr. Arcrr. You would not retreat, I know that. I think you are 
contradicting yourself, and I Jeave it at that, period. 

Mr. Hotitanper. There was no contradiction. 

Mr. Aterr. You said you were for price and wage controls / 

Mr. Houtanprr. Where there was a compelling necessity for it. 

Mr. Areer. You were for it then, and the Government saw fit to 
throw it out. Was the Government wrong? Were the majority of 
the Congress wrong, in voting to remove it / 

Mr. Honanper. ( ‘ertainly not in retrospect. 

Mr. Anger. Then you were wrong at that time in maintaining your 
position ¢ rt 
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Mr. Hoiuanper. I had never said we could not be wrong in our 
assessment of a situation. But the record shows that in 1952 and 
1953 we were in favor of standby powers and standby status for wage 
and price controls. 

Mr. Arcer. Getting back to your statement—I am not trying to 
get far afield—you said you are not for Government price control. 

Mr. Hoxianper. Yes. 

Mr. Arcer. I think you have yourself in a dilemma, and we all 
share it, but you more than we, I think. 

You seem to think that Government regulation is going to solve 
these problems. 

I think I have already pointed out to you that your organization 
seems to be inclined toward price and wage controls as a way to solve 
problems. 

You spent most of your adult life, as I take it, in Government serv- 
ice, have you not ? 

Mr. Houtianper. Yes. 

Mr. Acer. Would it not be circumstantial to assume that a man 
who has spent most of his time in Government service might believe 
that the Government has the answer? 

Mr. Houianper. You are talking about me? 

Mr. Acer. Yes. 

Mr. Hoiianver. I suppose I can pull out many pieces of paper 
which are still in the files of the Department in which I have declared 
that the free market is, by far, the most efficient means of allocating 
resources and pricing and distributing goods, and anybody who wants 
to interfere with it has to have a very good reason, number 1; and 
number 2, a very good means of doing it. 

Mr. Aucer. All right. 

Mr. Hotzianner. There is, I believe 

Mr. Arcer. The Government freed the people of price, wage, and 
rent control at a time that you and your organization were for them, 
would have maintained them. 

Mr. Hotianper. I have to look up what our position was at that 
time, Mr. Alger. I am not sure you have got us on record correctly. 

Mr. Axucer. I think you should know. 

I am one of those who has the questionable distinction of in 2 years 
having been graded by your organization as a flat zero. 

Does that mean I am opposed to the freedom or the best interests 
of the people, would you say ? 

Mr. Hotianper. We have set 

Mr. Auger. Or do you want to comment on your yardstick? 

Mr. Hotianper. The yardstick is explicit. It depends on votes on 
specific pieces of legislation in which we have frankly said where we 
thought the public interest lay and where we thought a vote on the 
opposite side was a vote against the public interest. 

Mr. Areer. Who formulated the yardstick ? 

Mr. Houianver. The officers and the executive committee of the 
organization. 

Mr. Auger. Did you help do that? 

Mr. Hoiianver. Of course. 

Mr. Aucer. What is your observation—— 

Mr. Hotianper. As national director, of course. 














r 


d 


ll 


78 


un 
ve 


nd 


mM, 


at 
ly. 


irs 


sts 


on 
we 


the 


the 


NATURAL GAS ACT 1577 


Mr. Atcrer. What is your observation of a Congressman who rates 
as zero by this yardstic Kk? 


Mr. Houianver. I would say his idea of the public interest and 
ours were 180° different. 


Mr. WituiAMs. May I say at that point that I am very proud to 
be one of them. 


Mr. Hon.anper. Well, we will welcome you any time you want to 
reform, Congressman. 

Mr. Arcer. Of course, you leave so many strings dangling, I 
hardly know where to go. 

Would you say it is a fair statement that every time Government 
control or regulation takes over some facet of our lives that, to that 
same degree, a certain degree of freedom is lost in the people? 

Mr. Hoiianper. A certain degree of someone’s freedom is lost. 


Mr. Arcer. I am not trying to argue; does that sound like a sen- 
sible thought ? 


Mr. Honianper. Yes. 

Mr. Acer. Every time we have Government regulation, we have a 
decreasing amount of freedom. 

Mr. Hotnanver. Ever y time we pass a law. 

Mr. Acer. I want to ask you this: Where, in your basic tenets in 
ADA will you pinpoint for me and this committee the difference 
between the beliefs of ADA and socialism ? 

Mr. Hotitanper. Oh—— 

Mr. Atcer. We can take economists, if you want to. This Adam 
Smith statement you made hits the nail on the head. I think we 
would admit in this country that the consumers’ interests are best 
served not through Government regulation but. rather through the 
competitive forces of a free marketplace. We would define the inter- 
ests differently, you and I. We would have a healthy difference of 
opinion. But my question to you is this: Wherein, in the basic tenets 
of ADA and the basic tenets of socialism, do the two differ? 

Mr. Hotianprer. Completely. Socialism is best defined as the col- 
lective ownership of the means of production. And in ADA we do 
not believe in this. We believe in private enterprise, in a free enter- 

Mr. Arcer. What do we do in gas production when we control the 
price at the wellhead? When you control the price you control the 
production ; do you not ¢ 

Mr. Hotianper. No. 

Do you think all electricity is socialized in this country because we 
control the price of it ? 

Mr. Arerer. Mr. Hollander, of course you are not a businessman. 
Of course, you may be over your head. But do you think a product 
is not controlled—do you think he who controls the price of a product 
does not control the production of it? Now, tell me, you are an 
economist. 

Mr. Hotianper. No; I do not believe that. 

Mr. Acer. You do not? 

Mr. Hotianper. No. 

Mr. Aucer. You do not think that price is a controlling factor in 
the production of the goods ? 

Mr. Hotianver. I think price is a factor in the production of goods, 
but when the price is high enough—— 
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Mr. Arerr. It can be the all-important factor; can it not? 

Mr. Hotitanper. When the price is highe ‘nough . yield a fair return 
on investment 

Mr. Areer. Who is to say what the fair return is? 

Mr. Hoitzanver. This has been a matter—— 

Mr. Ateer. Government regulation ? 

Mr. Hotianper (continuing). Fought out between the utilities and 
the courts for several generations. 

Mr. Aveer. All right. 

Now, your tenet is right back to where I have asked you, wherein is 
the difference between that regulation and socialism ? 

Mr. Hottanper. Socialism is the ownership of the means of produc- 
tion socially, I mean collectively. 

Mr. Arerr. W ell, he who controls the price, and I go one step fur- 
ther and say, he has the ownership. 

Mr. Hotianper. I do not agree with you. 

Mr. Arcer. That is an interesting point. I am going to leave it at 
that. But I believe ac tually your tenet and the tenet of socialism is so 
close it is just a hair’s breadth, if any, difference in between. 

Mr. HoLianper. Maas, I would like to point out all I have said 
in this connection has been with respect to what I consider to be a 
utility situation and not a commodity situation, which makes a whole 
lot of difference. 

Mr. Wituiams. Will the gentleman yield to me? I am going to 
have to goand I have 1 or 2 question along that line, and I would like to 
have Mr. Hollander express his philosophy on that. 

Mr. Macponaup. Mr. Chairman, parliamentary inquiry ? 

Mr. Wituiams. I do not yield for a parliamentary inquiry. 

Mr. Macvonavp. Parliamentary inquiry ? 

Mr. WituiaMs. Does it have to do with my question ! 

Mr. Macponaxp. Since all of us have not been heard from— 

The Cuarrman. You are the remaining one. We will get you next. 

Mr. Macponatp. And since the philosophy of the gentleman testify- 
ing has nothing much to do with the testimony itself, I think the record 
stands for itself as to his position on this gas bill, I was asking, making 
the parliamentary inquiry, was the question upon which the floor had 
been yielded 

Mr. WittaMs. If the gentleman had not made a parliamentary in- 
quiry, I would have been through. 

The Cuarrman. Does the gentleman from Texas yield to the gentle- 
man from Mississippi ? 

Mr. Arcer. Before yielding to the gentleman from wc yoomg 7 I 
merely want to answer in this way, Mr. “Chairman: While I am a first- 
term Congressman on this committee, I have sat listening to others 
question from 45 minutes to an hour without change of questioner, 
which is the right of the individual. Many times the questions went 
far afield. 

I certainly will not question the judgment of another man if he felt 
the questions pertinent. 

This gentleman comes before us representing an organization; I 
feel his philosophy and his thoughts are the very basis on which the 
questions must os directed. 
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I merely say that to my colleague because I did not intend to take 
advantage. I certainly have tried to be eet and I shall be 
brief, after yielding to the gentleman from Mississippi. 

Mr. Wiiiams. Permit me to say that my feeling is that this bill 
goes to the very roots of what I consider to be ‘the fundamental 
philosophy on which our Government was founded, that is, the divi- 
sion between the Federal and the State governments. 

My question is this, Mr. Hollander, do you recognize that the 
powers of the Federal Government are limited and circumscribed by 
the Constitution itself 4 

Mr. Hot._anper. Of course. 

Mr. Witxtams. What is that limitation, Mr. Hollander? 

Mr. Houiianper. This is a question, Mr. Williams, I cannot under- 
take to answer. There have been volumes and tons of volumes written 
on that. 

Mr. Witiiams. Do you regard the 10th amendment as being that 
limitation ¢ 

Mr. Horianper. I regard the 10th amendment as a valid part of 
the Constitution like every other amendment to the Constitution. 

Mr. WituiAMs. That says that all powers not specifically delegated 
to the Federal Government shall be reserved to the States or the 
people. 

Mr. Hotianper. As I remember. 

Mr. Wu1ams. Where in the Constitution is the power to regulate 
or control federally the private sale of a commodity ? 

Mr. Houvianper, I think this question was decided by the courts 
quite some time ago. 

Mr. Wiuuiams. Well, that is this present court over here. I dis- 
tinguish between it and the courts. That is a sociological, psychologi- 
eal group over across the street. 

Lam asking you, anyhow, not the court. 

Mr. Hotianver. As I say, I think this question was settled by the 
courts a long time ago, and this is the way we have customarily in 
this country decided what the Constitution means, Mr. Williams. 

Mr. Wititams. I am asking you where in the Constitution it states 
that the Federal Government gets the right to take jurisdiction over 
private sales of commodities? 

Mr. Horianper. I believe I have answered the question, Mr. Wil- 
liams. 

Mr. Wituiams. What was your answer / 

Mr. Hoiianper. I said I believe I have answered the question. 

Mr. Witu1aMs. I did not ask you where it was in the courts. I asked 
you where it was in the Constitution. 

Mr. Hotianpver. I believe I have answered the question. 

Mr. Wiiu1ams. All right. 

If you believe that, then I hardly consider you competent to testify 
before this committee, if you think that is an answer to that question. 

The Cnamwan. Any further questions, Mr. Alger? 

Mr. WituiaMs. I will not press that any further. 

Mr. Aucrr. Do you feel, Mr. Hollander, there is a monopoly in the 
production field of gas, gas production / 


Mr. Honianper. No: not a monopoly in the production of gas, of 


course. 
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Mr. Axcer. My final questions, then, are simply these: On page 5 
you mentioned a free competitive market place does not exist in the 
distribution and sale of gas; and on the last page, finally, Mr. Chair- 
man, you say: 

Mr. Chairman, I would like to make it plain our proposals are not in any 
sense an assault upon the profit motive or free enterprise. 

Those two are related, it seems to me. I do feel, Mr. Hollander, 
there is a confusion in your mind, and I say this just as sincerely as 
I am able, between the—what might be considered—monopolistie sit- 
uation in a pipeline resulting possibly to the detriment of the gas 
consumer, ultimate consumer, between them and the production of 
gas. 

Now, what the pipeline does with that gas is its business, and it is 
subject to a separate regulation. 

But the man in the field producing, I am assuming that possibly 
because you are not acquainted with gas production as such, you do 
not recognize there is a difference. I asked you this earlier, and I 
will not go into this further unless you want to comment on it, that 
there is a vast difference between the actual production and sale of 
gas and the pricing of it at the wellhead, and the use put to it by the 
pipeline and the later distributors. 

Mr. Hotianper. Of course, here is a difference, Mr. Alger. 

Mr. Acer. Here is what you said. You remember your quota 
tion 

Mr. Macpvonap. Let him answer the question. 

Mr. Hotianper. I do remember, very well. But there has been a 
great deal of testimony before this committee and otherwise to the 
effect that the competition in making contracts for the sale of natural 
gas is competition between the buyers and not between the sellers: 
that the buyers are committed to supply markets in which the demand 
for gas is expanding, and, therefore, they have been, for practical pur- 
poses willing to pay almost any price which they had to pay to assure 
themselves supplies of gas. 

Under these circumstances, again I come back to the point that it 
seems to us there is nothing short of the interposition of the power of 
the regulatory agency of the Government under the law to prevent 
their getting any price whatever that they want to. 

Now, there was a gentleman who testified—-I am not sure he testi- 
fied before this committee, but the evidence is available—and he wrote 
it up in detail in one of the hearings—it was before the Federal Power 
Commission—explaining how the price of gas would rise competi- 
tively with oil and coal until the price, in terms of B. t .u.’s at the 
point of consumption was approximately equivalent, gas being rela- 
tively cheaper now than these other fuels at the point of consump- 
tion. He estimated it would go up 15 cents before they had reached 
a competitive level, and it is this rise of 15 cents which we think 
must be prevented in the interests of the consumers, since the benefit 
of it would accrue to a very small number of people and the costs 
would be paid by a very great number of people at approximately 
the rate of $1 billion a vear. 

Mr. Drncett. Will the gentleman yield? I was just going to ask 
mv colleague if he would yield? 

Mr. Arcer. Yes. sir. 

Mr. Dincetx. Would you tell me who that person was? 
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Mr. Hottanper. His name was Boatwright. He made his state- 
ment in a hearing before the Power Commission, and I can give you 
a citation of it. It has been repeatedly cited before this committee, if 


Jam not mistaken. 


The CuairMan. You can supply that information. 

Any further questions ¢ 

Mr. Aucer. I have yielded the floor. 

Mr. Chairman, thank you very much. I have completed my ques- 
tions. Thank you, Mr. Hollander. 

Mr. Hotianper. Thank you, sir. 

The Cuatrman. Mr. Macdonald? 

Mr. Macpona.p. I have just a very few. 

First of all, I would like to congratulate you on your statement. 
I was not here when you gave your statement, Mr. Hollander, but I 
have read it very carefully, and I have listened to you and to the 
questions, and I think you have done a very good job indeed. 

Mr. Honianver. Thank you, sir. 

Mr. Macponaup. Naturally I am pleased 

Mr. Horianper. I take it that the committee is not unanimous on 
this point. 

Mr. Dincet. I think you are correct. 

Mr. Macponatp. Not only on this matter but, perhaps, you had a 
taste of 4 days of debate on the civil rights bill that will be forth- 
coming this week, so you are fortunate in getting a preview. 

Mr. Hoiuanper. Yes, sir. 

Mr. Macponap. I think you have shown a complete knowledge of 
this field, and you are to be congratulated because I think much has 
been made here at these hearings about the fact of being from a gas 
producing State or oil producing State as if that conveyed some unique 
knowledge, and you share my feeling that one does not have to be a 
graduate of the FBI Academy to observe a murder being committed, 
to realize that a crime is happening. 

The Cuarrman. Is the gentleman referring to this bill as that type 
of characterization ¢ 

Mr. Macponatp. No, sir, I am not. 

I would not, if that is implicit i in the record or if there is any infer 
ence, | would like to make it very clear I do not feel it is in the ¢ ategory 
of being a crime or something that is of any evil nature. 

I just think it is a bill about which there is a good deal of honest 
difference of opinion and I just used that for an illustration since 
much has been made, I know reference in some of my questions and 
I preface my own questions, many times by saying that I had never 
seen even a gas well. But I have seen a lot of gas stoves, and I do 
not think the fact that you do not come partic ularly from a gas-pro- 
ducing area necessarily isa great handicap, and I think this gentlem: an 
has shown a good solid know ledge of the field. 

Actually T was wondering if. you knew that before this committee 
about a month ago, at the time of the Suez crisis, the oil companies 
came in here talking about the reason for an advance in the price of 
oil, and said that the reason that they had an advance in their prices 
was that their cost of production had gone up. 

Mr. Hotuanper. Yes, sir; I remember this. 

Mr. Macponatp. I wonder if you feel as I do that it is a little 
peculiar for them to come in at one time saying that the cost is of such 
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a nature and of such importance and is so uncertainly ascertained in 
such a way as to be an important factor, and then a month later, 
come back in. and say it is impossible to ascertain it. 

You find that hard to reconcile? 

Mr. Hotuanver. Yes, I do. 

Mr. Macponarp. There is one thing I did not quite understand, and 
it is a small thing, but you say that the consumer has the opportunity 
to shop around at least once before he becomes a captive. I just 
know of my own knowledge that that is not necessarily true. As a 
concrete example—and I do not want to challenge your statement— 
but I think you were talking about industrial consumers, were you not ? 

I know in New England, the household consumer has absolutely 
no opportunity of shopping around. When you use manufactured ga 
you become committed to gas, period, and that the gas companies 
themselves came in and said, “You are now going to use natural gas.’ 

I was wondering what was the basis of your statement that the con- 
sumer had an opportunity to choose at least once ? 

Mr. Honianper. Well, Mr. Macdonald, this was in connection with 
a point I was trying to make that the oil companies stand to gain 
two ways if the price of gas goes up: They get more for the gas ‘and 
it raises the ceiling under the competition of oil for gas for home 
heating purposes primarily ; and the statement was that gas under 
present conditions is a formidable competitor to oil since every new 
home and every new industrial or commercial structure has the option 
at the time it is built of using gas or fuel oil. ‘That was the statement. 

Mr. Macponaxp. I see. 

i was trying to call to your attention in many sections of the country, 
at least one I know of, we had no opportunity to shop around even 
once. 

In answer to a question of Mr. Rogers, I guess it was, or Mr. Wil- 
liams, about the lease, do you know how these leases operate? <Ac- 
tually, is it not your understanding that the leaseholders, these people 
on the farms who lease their land to, say, Standard Oil have to ac- 
cept whatever Standard Oil will give them and thereby this bill that 
you recommend, this bill of mine, “would not put any ceiling on them, 
since they are already controlled by the monopoly in the field 2 

In an answer to his question you said that my bill would put a 
ceiling on those people, and I disagree with that, and I was wonder- 
ing ates you made the statement. 

Mr. Hotnanper. Not your bill. He was saying that there are some 
of these small leaseholders who would not be exempt under your bill, 
and if that was the case, would it not put a ceiling on them to retain 
the Natural Gas Act with your amendment if they produce more than 
2 billion cubic feet. 

Mr. Macponatp. It is quite true, but some leaseholders are royalty 
owners, and they were represented here too, at the hearings. 

Mr. Hotianper. You mean they had to sell to the pipeline that 
comes into their property, and if that is Standard Oil that is all they 
can sell to? 

Mr. Macponatp. That is right. But I did not understand why you 
felt that would put any sort of a ceiling over them at all. 

Mr. Hotianpver. Maybe I misunderstood Mr. Williams. I thought 
he was saying if the Natural Gas Act remained in effect, and if these 
were producers who produced more than the ininimum, the exemption 
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under your bill, that therefore, the price was controlled, their incomes 
would be correspondingly held down. I believe that was his point. 

Mr. Macponatp. Did you have that number of the Boatwright 
statement about the 15 cents? 

Mr. Hotianper. It is not Boatwright. It was Thomas D. Bailey. 

Mr, Macponavp. How do you spell his name? 

Mr. Hotianper. B-a-i-l-e-y; Thomas D. Bailey, and he presented 
his material as a witness before the Kansas and Oklahoma C orpora- 
tion Commissions in their cases to fix minimum wellhead prices in 
those States, and subsequently submitted the material to the Federal 
Power Commission in the form of a letter dated December 8, 1954, in 
response to the Commission’s notice of proposed rulemaking docket 
RO142. 

Mr. Macpvonavp. Thank you, sir. 

I have no further questions, Mr. Chairman. 

I would just like to say that 1 am bothered by the fact that the 
chairman felt, perhaps, | was referring in the terms used in my illus- 
tration to his bill. I hope the chairman and everyone else who has 
heard me through these hearings knows that I have no such feeling 
at all. 1 certainly meant to cast no aspersion on the bill at all. 

The CHatrmMan. Of course, I want the record to be certain that 
there was no such characterization. I know the gentleman did not 
intend it. 

On behalf of the committee, let me thank you for your appearance 
here, Mr. Hollander. 

Mr. Hotianper. Thank you, sir. 

The Cramman. In presenting your organization’s point of view 
and presenting the views you have presented here today. 

Mr. Dincext. I would like to join in that. I think Mr. Hollander 
has done a fine job. I would like to congratulate him for being a man 
of eminent knowledge and considerable courage, and I respect him 
for i 

Mr. Hotitanper. Thank you. 

The Cramman. The Chair has received a communication from 
Commissioner Connole of the Federal Power Commission expressing 
his views on this legislation, which will be included in the record at 
this point. 

(The document referred to follows :) 


FEDERAL POWER COMMISSION, 
Washington, June 3, 1957. 
Re: H. R. 6790, H. R. 6791 

Deak Mr. Harris: During recent hearings before the House Committee on 
Interstate and Foreign Commerce concerning H. R. 6790 and H. R. 6791 it was 
suggested by the committee that a separate expression of opinion by me would 
be appreciated since I was away from the city on Government business when 
the report of the Commission on the bills was adopted. I am pleased to accom- 
modate the committee and supply these comments. Naturally, they are the views 
of one Commissioner only and may not always reflect the views of any other 
member of the Commission. 

Although the need for modification of some of the provisions of the Natural 
Gas Act has been demonstrated by experience, I am not in agreement that the 
terms of H. R. 6790 and H. R. 6791 would effect all the changes required or that 
all of the changes which it does make are necessary and appropriate. 

I am in agreement, however, with what I understand to be the purposes the 
bill seeks to achieve. To understand why I support the purposes of the bill 
while disagreeing with so much of its substance, it is necessary to understand 
the deficiencies I see in the present act, and wherein the proposed legislation 
falls short of supplying them. 
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Working with the Natural Gas Act against a background of personal regulatory 
experience on the State and Federal level covering practically every known type 
of regulated utility enterprise, I have become convinced that regulation of inde- 
pendent producers to the extent now contemplated by law would be more effective 
both substantially and procedurally if certain amendments were made to the act. 
Existing legislation is cumbersome and unwieldly. It works a special disadvan- 
tage and hardship on small independent producers who are least qualified to 
respond to regulation’s requirements and whose rates make the smallest impact 
on the interstate natural gas rate structure. 

In the first place it does not seem to further the statutory scheme to require 
producers to seek and obtain certificates of public convenience and necessity 
before entering on the business of marketing natural gas in interstate commerce. 
The fundamental objective which justifies and requires the use of the certificate 
of public convenience and necessity is the protection of the consuming public. 
It will appear clear when the cert ficate is analyzed and its relation to the pro- 
ducing business determined that this protection is amply provided for in other 
more effective and less burdensome ways. 

It is not the purpose of the certificate of public convenience and necessity to 
afford protection to a company, as such, despite the fact that protection of the 
consuming public is ordinarily interpreted as requiring the protection of a com- 
pany from unnecessary and wasteful competition. This requirement does not 
pertain when the problem is too few—not too many—competitors. Conditions 
of entry into te producing business thus differ materially from that found in 
other more traditional utility enterprises. 

Certification also affords the regulatory authority an opportunity to appraise 
the financial stability and technical competence of the entity that would under- 
take to render an essential public service. The range of variation of these 
matters is unimportant after production has been started and contracts com- 
pleted. It is principally in the business of exploring, developing, and producing 
natural gas that they are needed. It is primarily the responsibility of the 
appropri’ te State regulatory authorities, including the conservation agencies, 
to determine most of the questions which must be answered before production 
should begin. In these matters, a Federal authority should not interfere. 

Protection to the consumer against unreasonable initial rates and against 
abandonment of service when such could not be justified by the public interest, 
the only remaining functions of traditional certification, can be assured by other 
means. Protection against unreasonable initial prices may be obtained by 
submission to the Commission of contracts or tariffs before commencement of 
service. Protection against abandonment of facilities is afforded by the present 
langu‘ge of section 7 (b) which prohibits abandonment of facilities subject to 
the jurisdiction of the Commission without the permission and approval of the 
Commission. In order for facilities to be subject to the Commission's juris- 
diction it is unnecessary for them to be the subject of a certificate of public 
convenience and necessity. 

There is at least a second area where amendment is needed. Currently ap- 
plicable judicial interpretation of the ratemsking function of the Natural Gas 
Act inordinately restricts the Commission in the use of ratemaking theory. 
The so-called City of Detroit case seems to confine the Commission to the con- 
sideration of factors customarily combined under the so-called eminent domain 
concept of ratemaking. As I have previously developed in published articles 
(Georgetown Law Journal, vol, 44, No. 4, 1956, p. 666), this standard is but one 
of the several which have been used effectively by regulatory authorities. For 
example, the Commission is apparently restricted from the use of the so-called 
operating ratio theory or the employment of the revenue requirements test 
employed under the Interstate Commerce Act. The extensive use in reculation 
of both of these latter criteria and their successful survival under judicial test 
demonstrates conclusively that either the City of Detroit case is too restrictive 
or that many Commissions have been guilty of constitutional heresy in their 
disposition of rate cases. Heresy or not, the Commission should be permitted 
greater latitude than it now has when it considers the factors entering into rate 
determinations. If the act needs amendment to conform it to these principles, as 
is suggested by the City of Detroit case, then it should be so amended, and 
promptly at that. 

I considered the proposed legislation with a view to whether these defects were 
remedied. I sought to satisfy myself that the changes which would be made in 
the act were improvements in regulating the independent producer within ex- 
pressed congressional policy and not simply the substitution of one set of in- 
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effective standards for another. From this study I concluded that the proposed 
legislation was attempting to remedy these ills. For this reason, I agree with 
what it sets out todo. Unfortunately, however, I also concluded that the manner 
in which it did so would not make regulation of the independent producer, to 
the extent the Congress apparently feels it is necessary, any more satisfactory. 
Specifically, I believe the proposed legislation is deficient in the following sig- 
nificant areas. 

The denial of use of cost: Section 13C (1) provides that the Commission 
shall recognize “the fact that natural gas is a ccmmodity” and further provides 
that the Commission “shall not consider costs or use the public utility rate base 
cost of service concept or formula.” This is too sweeping a denial of ratemaking 
principles. In the Commission’s legislative proposals transmitted to the Director 
of the Bureau of the Budget November 5, 1956, I attached a separate statement. 

In it I pointed out that the majority had recommended that the Natural Gas 
Act be amended to provide a standard for pricing or evaluating natural gas as 
a commodity so as not to require the use of a rate base or traditional ratemaking 
principles. I said that this presumably sought to eliminate the requirement 
that the Commission consider the costs involved in producing natural gas or the 
revenue requirements of the producing segment of the industry. What I said 
there is pertinent at this time because my fears evidently were well founded. 
The legislation which finally was introduced goes beyond eliminating any require- 
ment that the Commission consider costs and flatly prohibits their consideration. 

“The danger in recommending the elimination of a requirement that the Com- 
mission consider certain factors in making rates lies in the possibility that the 
legislation will prohibit their consideration. It is the prohibition of consideration 
with which I disagree. 

“IT am of the opinion that the reasonable and necessary costs, under honest, 
efficient, and economical management of bringing gas to market must form the 
starting point for any scheme of ratemaking no matter what additional factors 
are considered. And producing costs, of course, are indispensable components 
of these costs. If I understand what is meant by pricing gas as a commodity, 
such considerations are not weighed when fixing the reas mableness of gas by 
that method. 

“Obviously, if the reasonableness of the price for gas is to be fixed by relation 
to the demand for it without recourse to the cost for it, an essential element of 
value (whether the meaningless euphemism of commodity is placed before it or 
not) is ignored. Such deliberate omission would violate my understanding of 
the process of finding reasonable rate levels and I do not wish to be known as 
even inferentially endorsing it. 

“Moreover, by prohibiting the consideration of so-called traditional utility 
ratemaking principles (whether eminent domain, revenues requirements or any 
others) the producing industry would be exposed to the risk of denial of the 
constitutional protection afforded to it presently under the Federal Constitution 
that its property will not be taken without due process of !aw. Under the present 
scheme of regulation, independent producers, as natural gas companies, certainly 
are entitled to this constitutional protection. I have grave doubts whether this 
segment of the industry would have the same protection if the reasonableness of 
their rates were made by statute to depend on factors having no relation to costs, 
including capital costs, incurred in rendering the service of exploring for, finding, 
reducing to possession and delivering to a buyer, the mineral resource known as 
natural gas.” 

Impossibility of forecasting reasonableness of prices. Under this bill the Com- 
mission is required to fix initial prices and to approve so-called definite pricing 
clauses even though the rates it is required to approve and the periodic step-ups 
contemplated by the definite pricing clauses will operate for a protracted future 
period. The Commission has difficulty enough in fixing just and reasonable 
rates under conditions existing at the time of a hearing without being required 
to forecast unknown economic conditions into a lengthy future period. More- 
over, the prohibition against the Commission instituting a section 5 (a) pro- 
ceeding eliminates any possibility of correcting an error should the judgment of 
the Commission prove erroneous. 

Administrative problem: Since each initial rate filing must be the subject of 
virtually a full-fledged rate case to determine the “reasonable market price” of 
the gas for as much as 20 or 30 years in the future, it is obvious that the delays 
ittendant on processing these applications will prolong and hamper the successful 
inauguration of new services. This will be particularly awkward and difficult 
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during the period when the vague concept of “reasonable market price” is being 
threshed out and litigated. 

Review of increases under escalator clauses: Under the proposed legisla- 
tion the Commission would be estopped from considering the reasonableness of 
the levels to which rates for independent producers of natural gas would esca- 
late by virtue of definite pricing clauses under existing contracts. Moreover, 
once the Commission has determined that the price provided in a new contract 
does not exceed the “reasonable market price,’ the same conditions obtain. 
The Commission should retain the authority to consider whether these prices 
in the future will be no more than just and reasonable under the conditions 
then obtaining, regardless whether the increases result from negotiations at the 
outset of the contract or negotiations carried on during its life. 

Review of currently effective rate levels: Although the Commission is re- 
quired to consider upward changes in rate levels when they result from so- 
called indefinite pricing clauses, the Commission is denied the right to examine 
into the overall rate structure of companies if no such changes are proposed. 
This contradicts established policy in virtually every other field of regulation. 
The right of a: regulatory authority to initiate investigations on its own motion 
has been one of the most effective tools of regulation. To deny this right, 
particularly when it is coupled with the requirement that the Commission fore- 
cast reasonableness for as much as 20 years in the future, hampers the Com- 
mission unnecessarily and impairs its effectiveness. 

It can be seen then that my position contemplates supporting necessary 
amendments to the Natural Gas Act, but does not include approval of all that 
is proposed in H. R. 6790 and H. R. 6791. The amendments suggested by the 
administration, speaking through Mr. Kendall, would supply some of the de- 
ficiencies I have enumerated. I have reserved judgment, however, pending the 
opportunity to consider the language used to effectuate those suggestions. 

In conclusion, I make as clear as possible that my intention is not to express 
an opinion on a matter of congressional policy uniquely entrusted to the elected 
representatives of the people acting in Congress assembled. If this Congress, 
or any other, should determine that the extent to which independent producers 
are presently regulated is too great or too little, or if it should determine 
that the public interest dees net so affect that industry that it needs regulation 
at all, such a determination would provoke no official reaction from me in my 
-apacity as a member of the Federal Power Commission. The expressions of 
opinion contained herein are directed entirely toward carrying out more effec- 
tively congressional policy as now expressed in the Natural Gas Act and 
are the result of personal experience with and long study of the responsibilities 
assigned to me. No effort has been made to recommend any changes in it. 

Very truly yours. 
WitrtiaMm R. CoNnNnoLe, Commissioner. 


The Cuamman. The committee will adjourn until tomorrow morn- 
ing at 10 o’clock, at which time Members of Congress who have ex- 
pressed an interest in presenting a statement on this legislation will be 
heard. 

Tomorrow afternoon at 2 o'clock, because of the request of members 
of the committee for an opportunity to ask certain questions of Mr. 
He yke of the Brooklyn Union Gas Co., he will be here to respond 
to such questions as the members may have. 

Then, following Mr, Heyke’s appearance, Mr. Kuykendall will be 
here to answer such further questions as committee members may 
have. 

Mr. MacDonatp. What time is that, sir? 

The Cuatrman. Tomorrow afternoon; 2 o’clock tomorrow after- 


noon. 

Mr. Heyke is to appear at 2 o’clock, and I may say for the bene- 
fit of the members, Mr. Heyke must return to his own business to- 
morrow afternoon after the session. 

The committee will adjourn until 10 o’elock in the morning. 
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(The following statement was submitted for the record :) 


STATEMENT OF FRANK J, BATTISTI, ASSISTANT DIRECTOR OF LAW, ON BEHALF OF 
MAYorR FRANK X. KryZAN, City oF YOUNGSTOWN, OHIO 


My name is Frank J. Battisti. I am an assistant to Felix S. Mika, law 
director of the city of Youngstown. This statement is submitted on behalf of 
Mayor Frank X. Kryzan and the administration of the city of Youngstown in 
opposition to H. R. 6790, a bill to amend the Natural Gas Act of 1938. 

The population of Youngstown proper is approximately 170,000. It is the 
hub of a highly industrialized area, the chief industries being the production 
and fabrication of steel and aluminum extrusions. The residents here are chiefly 
industrial workers who receive modest pay checks every 10 to 14 days. More 
than 75 percent of the residents are consumers of natural gas; and, of course, 
there is considerable commercial and industrial consumption. 

Youngstown is serviced by the East-Ohio Gas Co., a subsidiary of the Con- 
solidated Natural Gas Corp. At present, the main supply originates in the 
southwestern gas fields of the midcontinent and the Texas gulf coast areas. The 
supply is delivered via Tennessee Gas Transmission, Texas Eastern, and Pan- 
handle Eastern pipeline companies. Since the gas is transmitted in interstate 
commerce, the supply or price of this essential resource cannot be regulated 
by the State of origin or the State of destination. (See Missouri v. Kansas Gas 
Co., 265 U. 8S. 298 (1924).) 

The local distribution company, East-Ohio Gas Co., enjoys the status of a fran- 
chised public utility. In fixing its rates, the price paid to the transmission com- 
panies must be considered to insure East-Ohio a fair rate of return. There are 
approximately 53,249 meters installed among the 170,000 persons in this city. It 
is quite clear, then, that nearly every family in Youngstown is a domestic con- 
sumer of natural-gas services. 

The average worker or family in this area is required to expend about one- 
tenth of the cost of his home for the purchase and installation of units for 
natural gas services. It is not unfair to suppose that the cash for such pur- 
chases and installations must be borrowed in most cases, and that several years 
are required to satisfy the loan. He cannot turn off his units and convert or re- 
convert to other fuels; nor can he make direct purchases from the producers. 
The cost to him is prohibitive. He is a “captive consumer.” He is, therefore, 
in great need of all the protection Congress can give him insofar as that protec- 
tion may be consistent with the assurance of an adequate rate of return to the 
natural-gas interests. 

The natural-gas interests have instructed the public for years to the effect that 
the sale of this natural resource is a controlled utility-type business; that by 
reason of the Natural Gas Act of 1938 adequate safeguards have been provided to 
insure reasonable rates; and that, therefore, those who convert to such services, 
but by way of substantial investment, would be protected against price gouging 
and thereby profit in the long run. 

The Natural Gas Act of 1938 conferred jurisdiction upon the Federal Power 
Commission to regulate sales of natural gus for resale in interstate commerce to 
the point that the rate charged by any particular company is a “just and rea- 
sonable” rate. The first sale is made from the producer to the gathering or 
the transmission company. Clearly, that sale must be regulated since an in- 
crease at that point would be reflected in the ultimate price paid by the con- 
sumer. The Federal Power Commission, however, chose not to regulate that 
first sale until 1954. In that year the Supreme Court decided, in Phillips Petro- 
leum Co. v. State of Wisconsin et al. (347 U. S. 672 (1954) ), that sales by the 
producers for resale in interstate commerce are covered by the Natural Gas Act 
of 1938. 

The proponents of H. R. 6790 argue that when the Natural Gas Act of 1938 
was passed they did not even suspect an intention to regulate producers’ sales 
for resale in interstate commerce. Learned counsel for the natural gas and oil 
producers, in order to give credibility to this argument, point to the fact that the 
Federal Power Commission declined jurisdiction over such sales until the Phil- 
lips case, supra, was decided. Such unfamiliarity with the issues raised by an 
act of Congress regulating within the confines of any segment of their business 
is no less than appalling. It is difficult, if not impossible, to believe that learned 
counsel for the natural gas and oil producers argue sincerely in this connection, 
notwithstanding the past record of the Federal Power Commission. Prior to 
1954, it was urged again and again that the Federal Power Commission, con 
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trary to the plain meaning and intention of the Natural Gas Act of 1938, arbi- 
trarily and without reason, refused to regulate producers’ sales for resale in in- 
terstate commerce. 

There are about 4,000 producers of natural gas in the United States. Of that 
number, 100 companies produce 85 percent of all natural gas sold in interstate 
commerce and about one-third of the total supply is produced and sold by only 
seven companies. (See remarks of Hon. Alexander Wiley, Congressional Rec- 
ord, 84th Congress, Ist session (March 18, 1955).) It would seem, then, that we 
are dealing with a seller’s market. The domestic consumer—the ultimate buyer 
of natural gas—cannot choose to purchase from anyone except the pipeline com- 
pany and distribution company serving his area. As stated above, he is a “cap- 
tive.’ The Supreme Court was cognizant of this background when it said, in 
the Phillips case, supra, that: “Protection of the consumers against exploitation 
at the hands of the natural gas companies was the primary aim of the Natural 
Gas Act.” 

The administration of the city of Youngstown firmly believes in a policy of un- 
controlled business enterprise, but this administration knows that such policy 
is effective and useful to the Nation only so long as there is freedom among buy- 
ers to choose among sellers and freedom among sellers to choose among buyers. 
Since the consumer—the ultimate buyer in this instance—is in reality a “cap- 
tive,” such freedom clearly is not present. The consumer needs protection against 
exploitation. That protection can be secured or achieved only by setting forth, in 
regulatory legislation, definite guides or standards upon which the Federal Power 
Commission may, in fact, establish fair prices for both the consumer and the 
natural-gas interests. 

Presently, the prices charged by any company subject to the provisions of 
Natural Gas Act of 1938 may be regulated to the point that those prices are 
“just and reasonable.” To determine that price the utility rate base, cost-of- 
service concept is used. H. R. 6790 prohibits the use of the utility rate base, 
cost-of-service concept. By way of certain broad language, H. R. 6790 imposes 
upon the Federal Power Commission the obligation to establish the “reasonable 
market price.” In the one case—the Natural Gas Act of 1938—the producer is 
held and the consumer protected to the point that the price charged shall be a 
“just and reasonable” one, which insures a reasonable rate of return to the 
natural-gas interests and a just price for the consumer. In the other case, 
H. R. 6790, the producer is permitted and the consumer is subjected to what- 
ever the market will bear, or, to put it in another way, “the reasonable market 
price.” 

The language contained in H. R. 6790 relating to the review of definite and 
indefinite pricing causes in producer contracts will afford no protection what- 
ever to the consumer. Those provisions are little more than a smokescreen. 
Since the definite and indefinite pricing clauses may refiect the “reasonable 
market price,” the rates charged will be geared to whatever the traffic will bear 
The treffic among the consumers—the ultimate buyers—will bear a great deal 
of nrice gouging because they are “captives.” 

H. R. 6790 purports to offer some protection to the consumers. In reality, it 
offers no protection. Furthermore, the purported standards or guides by which 
the Federal Power Commission must regulate prices will create such confusion 
thet we may anticipate a bill to repeal H. R. 6790 in the next session. 

For the foregoing reasons, I respectfully urge this honorable committee to note 


the opposition of the administration of the city of Youngstown to the provisions 
of H. R. 6790. 


(Whereupon at 6 p. m., the hearing was adjourned, to reconvene 
at 10 a. m., Tuesday, June 4, 1957.) 
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NATURAL GAS ACT 
(Regulation of Producers’ Prices) 


TUESDAY, JUNE 4, 1957 


House Or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D. eC. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Oren Harris, (chairman) presid- 
ing. 

The CuarrMan. The committee will come to order. 

Today the committee is meeting in further consideration of vari- 
ous bills to amend the Natural Gas Act, and has set aside today to 
hear our colleagues who have expressed their interest in this prob- 
lem. 

The first on the list is Senator Carroll. Is Senator Carroll here? 

(No response. ) 

The Cuamman. I suppose he will be in later. 

Our colleague, the Honorable Overton Brooks, of Louisiana. 


STATEMENT OF HON. OVERTON BROOKS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF LOUISIANA 


Mr. Brooks. Mr. Chairman and gentlemen, I have a short state- 
ment I would like to deliver in person this morning. 

The CHarrMan. We are very glad to have your statement. 

Mr. Brooxs. I know that. you gentlemen have already had exhaus- 
tive hearings on this bill, and you are familiar with its contents. 
However, due to the importance of the matter in our section of the 
world, I am emboldened to present to you this short additional 
statement. 

This bill is generally accepted, Mr. Chairman and gentlemen of 
the committee, in the oil and gas industry in our area as the best 
possible bill that can be put through Congress at this time. 

I have contacted several hundred independent oil and gas pro- 
ducers and gas-gathering companies, farmers, royalty holders. and 
transmission companies In my area, and have asked them for their 
views and opinions as to how this bill would affect them. 

These people represent the leaders as well as the rank and file of 
the gas industry from the great Southwest gas-producing area. of 
the United States. The replies to my inquiries concerning this 
legislation reflect. serious thinking and much concern. 

‘Our people are frank in their dislike of what they feel is legislation 
by the Supreme Court in this field, and I think justly so. They are 
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equally as frank in stating that this bill leaves much to be desired as 
far as the gas industry is concerned. 

Many assert that the bill vetoed by the President in 1956 was the best 
piece of legislation along this line the Congress has considered to date, 
and they would like to see something similar passed during this session 
of Congress. 

It is agreed that the bill the President vetoed last year was a much 
stronger measure than this one. 

This bill, then, in the eyes of the industry, is largely like the case of 
the drowning man grasping for a straw—our people want the best help 
Congress will give. They seem generally willing to go along with the 
bili and support efforts to obtain its passage. 

I take a similar position regarding the matter. Since I first came 
to Congress, I have always done everything I could to adequately rep- 
resent the people of my district. I have gone to some effort to obtain 
their views in this instance, and I will support the measure although it 
enunciates a new principle which I do not like, and that is some limited 
Federal control in the gas industry. 

I would like to make a few remarks particularly to our colleagues 
who are champions of consumer protection, The consumer has naught 
to fear from the producer of natural gas. While I believe that all con 
sumers, you and I included, should receive reasonable protection in the 
price we pay for goods and commodities, I do not feel that we should go 
into the field of Federal control of an industry to guarantee this pro- 
tection to the consumer. 

The United States Supreme Court in the Phillips decision judicially 
“legislated” Federal control over this great industry, just as it is at- 
tempting to legislate Federal control of our State school systems. And, 
as a result, the gas and oil industry have been thrown into a pro- 
longed state of endless Federal redtape and bureaucracy, followed by 
serious apprehension. 

These opponents of the bill have not pushed to help the consumer by 
removing so-called luxury taxes from items on which they were placed 
in World War II and which are no longer scarce items. There are 
numerous fields in which these opponents of the bill could direct their 
activities, if they were sincere in wanting to protect the consumer. 

They, however, choose to add the complexities of Federal control to 
an industry whic h already contains the elements of risk, hazards and 
loss due to the nature of its operations. 

This action certainly could hurt the United States by resulting in 
curtailing exploration and discovery of further producing fiel is of 
this natural resource. 

The basic law of supply and demand will protect the consumer over 
a period of time. The gas and oil producers should not be penalized 
on the pretext of “prote -cting” the “up-East” consumer. 

As you know, Mr. Chairman, one-third of all of the gas consumed 
in the United States is produced or transmitted to the consumers of 
the Nation by producers or transmission companies located in my dis- 
trict. These are some of the leaders in the field whom I have contacted. 

I believe you could say that this group represents a major portion 
of the industry. and that their views are representative of the industry. 
They fear that the President would probably veto any measure 
stronger than the one your committee now has under consideration. 

Since I know this, and also realize what efforts I have expended in 
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tireless activity for a bill which, in some measure, will give our people 
relative protection in their operations, I am prepared to go along with 
this bill. 

Louisiana ranks second in the Nation, Mr. Chairman, in known gas 
reserves and in total annual production of natural gas. Most of this 
production is owned by companies which also engage in exploration, 
a very hazardous business. 

To keep such an industry tied down with regulations which apply 
to ailey companies has impeded the development of additional gas 
reserves and the exploration for gas. 

This industry cannot function properly with a public utility ceiling 
on the amount of profit it can make in any given period, due to the 
hazardous nature of its operation. The gas “business is not a static 
operation as is that if a utility company. 

Amendments, Mr. Chairman and gentlemen, have been suggested by 
interest often unfamiliar with and unfavorable to the bill, “with the 
view of defeating it. Some of these amendments are palpably not 
acceptable to those of us who believe that the regulation of the gas and 
kindred industries is not a Federal Government prerogative. The 
adoption of some of them will undoubtedly defeat the bill, and, of 
course, I am opposing these amendments vigorously. 

What we want, if a bill is to be passed, is one without crippling and 
destructive amendments. Such a measure, without destructive amend- 
ments. Such a measure, without destructive amendments, will put us 
back along the roadway which keeps the Government out of the na- 
tionalization of private industry, and which will lead ultimately to a 
wholesome and sound national economy. 

It has often been said of the Government, and it no doubt true, 
that when the Federal Government once comes in, it never leaves. 
This has been true with many of our “wartime regulations,” and it will 
be true with legislation giving the Federal Power Commission control 
of the gas industry. 

I believe the “consumer” proponents will push, year after year, for 
stronger and more direct control of this industry. 

The gains made by advocates of Federal control of our daily lives 
fill me with genuine fear and deep concern for our future. These gains 
have placed our Nation on the highway which has led other nations to 
a totalitarian type of government. 

[I hope the advocates of this new Federal control of the gas industry 
will stop and listen before they advance to champion the nationaliza- 
tion of other industries and to further gains leading to an utter change 
in our form of Government commonly called a totalitarian type of 
government. 

For these reasons, Mr. Chairman, I am supporting the measure, and 
hope that you can get through a measure without crippling or de- 
structive amendments. 

As I say again, my district is so vitally concerned in this matter 
that I personally wanted to appear and wanted to personally present 
the statement that I have to make. 

If there are any questions, I will be glad to try to answer them. 

The Cuamman. Thank you for your statement expressing your 
interest in this. 
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I believe you introduced one of the bills which is before the com- 
mittee now, which is a bill identical with the bill which passed the 
Congress last year to which you referred just a moment ago. 

Mr. Brooks. That is right. 

I know of no more conscientious committee in Congress than this 
committee, and I think we are very fortunate this committee has ju- 
risdiction over the matter and is considering it. 

Thank you very much. 

The CrHarrmMan. We recognize the fact you have a Secretary of 
the Air Force before your other committee waiting on your appear- 
ance over there, and I am sure the members will keep that in mind 
with reference to any questions that they might have. 

Do we have any questions of Mr. Brooks ? 

Mr. Brooks. Thank you very much. 

The Cuatrman. Any other member ? 

(No response. ) 

The Cuatrman. Thank you very much, Mr. Brooks. 


Mr. Bailey, of West Virginia, our colleague from West. Virginia, 
Cleveland Bailey. 


STATEMENT OF HON. CLEVELAND M. BAILEY, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Battery. Mr. Chairman and members of the committee, for the 
purpose of the record, I am Congressman Cleveland M. Bailey, of 
the Third West Virginia District. 

I appear to support legislation introduced by my colleague, the 
Honorable Harley O. Staggers, of the Second W est Virginia District. 

Mr. Chairman, I am not going to impose upon the committee’s time 
by a long recitation of the reasons why I support H. R. 7105. You 
had a witness from the National Coal Association before your com- 
mittee some days ago. I obtained a copy of the testimony of that 
witness, Robert E. Lee Hall, and I subscribe in the main to the prem- 
ises which he outlined. 

Since West Virginia is one of the Nation’s oldest. gas-producing 
States, the committee can be certain that I am deeply interested in 
legislation to free the producers of the handcuffs that were placed 
upon them by the Supreme Court decision in the Phillips case. 

May I digress long enough at this time, Mr. Chairman, to remind 
the members of the committee that I supported the Harris gas bill at 
the last session of Congress when it was passed. 

I did that largely, Mr. Chairman, because I have scattered through 
10 of the 12 counties in my congressional district a great number ‘of 
small, independent, I often refer to them as 1-gallus producers, that 
have 2 or 3 or 4 wells. 

I spent weeks of my time following the decision of the Supreme 
Court in the Phillips case, securing temporary certificates of con- 
venience for those little operators. I just wore the pavement and 
the taxis out between my office and the Federal Power Commission, 
making it possible for those small producers to be able to market their 
gas. 

At the same time, Mr. Chairman, it must be remembered that West 
Virginia is also the leading coal producer of all the States in the 
Nation. The coal industry contributes more to our economy than does 
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any other industry. It provides wages for the miners that are ulti- 
mately filtered into other businesses in our State. 

It provides the greatest amount of traffic for any commodity, for 
our railroads. And in so doing it is directly responsible for much of 
the railroads’ income, and for the railroad workers’ wages. 

The coal industry contributes a heavy proportion of the revenue 
collected by the State of West Virginia and by our county and local 
governments. It is literally the lifeblood of our economy. 

The provisions pertaining to direct industrial sales and below-cost 
sales to industrial consumers, provisions that are included in the bill 
offered by my colleagues and close friend, Mr. Staggers, are omitted 
in the proposed legislation introduced by the gentleman from Arkan- 
sas, Mr. Harris, and the gentleman from Minnesota, Mr. O’Hara. 

To me, this omission amounts to a deficiency which will prove to 
be quite expensive to the domestic consumers of natural gas. 

I advocate passage of a decontrol bill because I do not believe that 
the Federal Government should exercise authority over production of 
natural gas any more than it should be empowered to regulate the 
price of oil or even coal production. ) 

Nevertheless, once natural gas enters the pipelines and crosses State 
lines, it becomes a commodity in interstate commerce and is thus 
subject to Federal Power Commission regulation. 

I assume that the Natural Gas Act was created to protect markets 
of gas distributors and to protect the consumers from what could 
amount to unfair rates by Government-created monopolies. 

I cannot conceive of any reason why gas thus in interstate pipe- 
lines can be separated, as it were, so that some of the production 
moves on under FPC regulation while another portion is taken out 
and sold at the will of the pipeline companies. 

If Congress is wise in permitting the Natural Gas Act to be con- 
tinued, then there is no reason why all of the production moving 
into interstate commerce should not be subject to the control of the 
Commission. 

As for below-cost sales, I am at a loss to see any justification what- 
ever for having permitted this policy to exist. I realize that there 
is some question as to how costs and transportation rates and distribu- 
tion expenses are to be determined, and I have no recommendation 
in respect to the establishment of a formula of this nature. 

That will be a job for the Federal Power Commission to carry out, 
and I would not expect it to be a problem of overwhelming dimensions 
to that agency. 

As I understand it, the Commission already has some yardstick 
for deciding when and in what amount an increase in gas rates is 
justified. 

3y prohibiting below-cost sales, it would be a simple matter, so 
far as I can see, to prevent any transmission company from selling 
its product into industries off the main line of transportation at a 
price below what has already been determined as a fair price at the 
city gates. 

Mr. Chairman, I want to thank you and the members of the com- 
mittee for hearing me this morning. I, too, have to plead having 
a date. I am not offering this as an explanation as to why I do not 
want anybody to ask me any questions, but I am just about to receive 
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an honorary degree from one of the colleges back in West Virginia; 
so, if you will permit me, I will ask to be excused at this time. 

The CHarrmMan. We would like to s say to our colleague, we appre- 
ciate the situation you explained. We want to congratulate you on 
the distinguished honor that you are about to receive, and appro- 
priately so. 

We are very glad to have your statement this morning regarding 
this problem, and of course, as one of our colleagues in Congress, 
we understand your interest in this problem. 

You will, I think, find a lot of company around this committee 
and in the Congress with you on the general philosophy which you 
have just stated here. On the other hand, I want to say that from 
my experience and association with Members of Congress, we have 
also many Members who have a different viewpoint, as these hearings 
have so well developed. 

We do appreciate your interest in this problem and your statement 
here today. 

Mr. Banry. Thank you, Mr. Chairman. 

The Crarman. I am sure, Dr. Bailey, that your colleague, Mr. 
Staggers, would welc ‘ome your help and cooperation in the bill which 
he sponsors and which you have advocated here this morning, too. 

Dr. Neal also comes from your great State, and is a member of this 
committee. 

Mr. Neat. Mr. Chairman, I, too, would like to congratulate my 
colleague from West Virginia inasmuch as he is getting in the same 
class of big leaders in the coal industry, because he is going to get 
a degree at West Virginia tomorrow. 


The Cramman. We have our colleague from Iowa, Mr. Merwin 
Coad. 


STATEMENT OF HON. MERWIN COAD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IOWA 


Mr. Coan. Thank you, Mr. Chairman and members of the comimit- 
tee, I am Merwin Coad, Representative in Congress from the Sixth 
Lowa District, and L appreciate the opportunity afforded me in coming 
before your committee. 

I will be brief in my statement, as I know you have heard many 
learned persons to date on the subject under consideration, and many 
are yet to be heard. 

The Sixth District of Iowa is composed of 15 large counties which 
are largely rural but are dotted with many towns and some small 
cities. We already have many of our communities using natural gas, 
and at the present time arrangements are being made and negotiations 
completed to bring more natural gas to still additional towns and com- 
munities in the district. 

The people desire the efficient, clean and moderately priced natural 
gas for use in their homes and for industrial purposes. 

There are no oil or gas wells located in the State of Iowa, much 
less in the Sixth Iowa District. Therefore, all of the people whom I 
represent are consumers, and I am stating this case in their behalf. 

However, even though all my people are consumers, they are still 
aware of the fact that those who produce, transport, and distribute 
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natural gas must make a healthy margin of profit in order to continue 
their operations. There is no controversy whatsoever about this. 

But on the other hand, it is obvious that the rights of the consumer 
must be protected in those measures which would change the situation 
which has seemingly been fair and equitable to all involved. 

Admittedly, the producers, through to the distributors of natural 
gas, have been regulated by one or another agency of the Government, 
whether Feder ‘al, State, or local. But even so, there have been no 
cases recorded publicly, to my knowledge, wherein any Government 
agency acted in such manner as to bring about the economic death of 
any natural-gas producer, transporter, or distributor. 

In fact, the economic picture of the entire gas industry has been, 
throughout the years, one of good health. The general utility field 
has been one of the surest and safest attractions for apital. 

It is obvious, then, when an industry which has fared well under 
the observation, supervision, and regulation of a governmental agency 
wants to be removed from this control, it is not to reduce its pricing 
structure, nor to lower its profit level. Quite to the contrary, the only 
reason any group would want to free itself from any constricting 
regulation would be to further enhance its own economic picture. 

Let us remember that those who are natural-gas consumers are 
limited and controlled. They are limited to using natural gas for 
they are controlled by the fact that they have a heavy investment in 
those appliances which utilize only natural gas. It is not a matter 
of deciding 1 day to change from 1 fuel to another. 

Further, it should also be remembered that the industrial users will 
not shoulder the load of any increased costs, for already the home 
user pays the bulk of the costs which include the profit, and the indus- 
trial users pay little more than the actual cost of the gas, plus trans- 
portation. 

Obviously, the consumer will pay for any increase in the cost of 
natural gas, just the same as the consumer pays the increased cost of 
any commodity. With the pricing structure the way it is already set 
up, it will mean that the families, in their homes, w ill pay any increase 
in the cost of natural gas. 

There are millions of American families tied to the natural-gas 
lines. Unless the Congress maintains a constant vigil for their rights. 
they stand unprotected. 

Originally, the Natural Gas Act of 1938 was to protect the consumer 
against exploitation at the hands of natural-gas companies when it 
was Clearly seen that the States could not adequately supply this basic 
protection. 

It is also a known fact that the large oil companies control the pro 
duction of natural gas. These companies have fared very well under 
the present regulatory law and the people’s rights have been protected. 

Surely, for the sake of justice and fairness, it would be unwise to 
turn loose these industrial giants upon the unorganized forces of our 
family-unit consumers. 

There have been many attempts to repeal the Natural Gas Act, but 
always there have been those who have stood firmly voicing the con- 
cern of the people who are not ina position to speak for themselves. 

Today, I stand in opposition to H. R. 6790, and all others like i 
which would only free the producers of natural gas from pricing 
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control. I do not believe this bill would be in the best interests of 
my people, nor would it be in the best interests of the total American 
consuming public. 

The only ones who would benefit by this measure would be those 
who are the producers of natural gas, and their profit-and-loss sheets 
do not provide evidence that they have been the recipients of any 
economic abuse under the present Natural Gas Act. 

I take this opportunity to express to you again my appreciation for 
the graciousness of your committee in permitting me to make this 
statement. 

The Cuarrman. Thank you very much. 

Mr. Coan. If there are any questions, I would be glad to answer 
them. 

The Cuatrman. Mr. Coad, we are very glad to have your statement 
this morning expressing your interest in this legislation, 

Any questions, Mr. Hale? 


Mr. Harr. Mr. Coad, you speak in your statement of the fact— 

The industry has fared well under the observation, supervision, and regulation 
of a governmental agency. 

What do you mean by “the industry”? What industry ? 

Mr. Coav. Well, I am speaking of the natural-gas industry, and 
especially and particularly of the natural-gas producers. 

Mr. Hare. They have not been under regulation very long, have 
they ? 

Mr. Coap. Well, it depends on whether you base the actual regula- 
tion on the Supreme Court decision. 

Mr. Have. There was no attempt at regulation until the Phillips 
decision, was there ? 

Mr. Coap. That is as I understand it. That is right. I was speak- 
ing, sir, generally in this statement. I think, in the regard to which 
you have addressed your question, to the general utility field, you are 
right in that assumption. But I also am of the observation that no 
agency of the Government has ever brought an economic stranglehold 
upon any utility or gas producer or anybody else who is regulated by 
them. I think it is a normal, standard procedure of our Government 
in our democracy that, when there is Government regulation, that 

regulation has taken into consideration a fair profit. And I have seen 
no evidence anywhere that would negate that assumption. 

Mr. Hate. Where do you find the Federal Power Commission reg- 
wating any industry that is not a public utility ? 

Mr. Coap. Did you ask a question, sir? 

Mr. Hare. Yes. I say what example can you give of the Federal 
Power Commission regulating any industry that is not a public 
utility ? 

Mr. Coav. Well, I did not indicate that they were. But I say that, 
in any and all of the agencies of our Government, whether Federal, 
State, or local, I have never known of a case where any ruling has ever 
brought about the economic death of the ruled because they would 
not allow a profit. That is all. 

Mr. Har. Thank you. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Rogers? 

Mr. Rocers. I have no questions. 
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The Cuatrman. Mr. Heselton ? 

Mr. Hesevton. No questions. 

The Cuatrman. Mr. Dies? 

Mr. Dies. No questions. 

The Cuatrman. Mr. Younger? 

Mr. Youncer. Present. 

The Cuatrman. Mr. Loser? 

Mr. Loser. Not at all, sir. 

The Cnarrman. Mr. Alger? 

Mr. Aucer. No questions. 

The Cuarrman. Dr. Neal? 

Mr. Neat. No questions. 

The Cuatrman. Thank you ver 'y much, Mr. Coad. 
Mr. Coan. Thank you, Mr. Chairman. 
The Cuamman. Mr. Vanik, of Ohio. 


STATEMENT OF HON. CHARLES A. VANIK, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 


Mr. Vanik. Thank you, Mr. Chairman. 

The Cuairman. Mr. Vanik, may I say that we are glad to have your 
presence here this morning. I will say to you that the members 
of this committee share the deep sorrow and sadness on the passing 
of Mr. Crosser yesterday morning. Mr. Crosser, of course, was a 
member of this committee for many years, and chairman of it for two 
Congresses, I believe. We share the loss with you and the people 
of your district as well as the Nation in the passing of this great public 
servant. 

Mr. Vanrk. Thank you very much, Mr. Chairman. 

I might say at the outset that the position I have on this legislation 
would be identical with that which I know Mr. Crosser would pro- 
pound if he were here. 

I want to say at the outset that I doubt—I would almost defy any- 
body to produce any testimony on this legisaltion which has not 
already been presented in some form or another before this com- 
mittee, and I have read most of the testimony that has already been 
submitted. I would have to do a more thorough job than I am capable 
of to present some new approach to this matter. 

As Representative of the 21st District of Ohio, which, as most of you 
know, is the east side of the city of Cleveland, I must take this op- 
portunity to oppose = change of the present law relating to the 
production of natural ga 

Almost 100 percent. “] the residents of my district are consumers 
of natural gas, which for the greater part comes from the great 
producing areas of the Southwest. It was 95 percent at my last 
presentation, and I have rechecked and I do not believe there is a 
family in my community that is not a natural-gas consumer. 

Natural-gas consumption in my community approaches 200,000 cubic 
feet for each domestic consumer, and in our northern Ohio area our 
natural-gas consumption approaches 150 billion cubic feet, over one- 
third of which is used for industry and the remainder for space 
heating. 

Our community is a tremendous consumer of natural gas, and, 
therefore, has a vital concern in the price of natural gas, the factors 
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which can determine or fix that price, and the problems relating to a 
permanent and adequate supply of natural gas. 

Without burdening the time of this committee, which has heard more 
testimony on this issue than any other congressional committee on any 
other issue, I want to take this opportunity to oppose the legislation, 
with or without the amendments recommended by the administration. 

With the administration’s amendments it may be more palatable, 
but it is my opinion that the administration’s amendments would 
shift the burden of regulation of natural-gas pricing from the Federal 
Power Commission to the courts. 

And, if it is true that there is a special need, a prime need, to 
release the small, independent natural-gas producer from Federal 
regulation and thereby prepare him to face the higher rising costs 
of exploration and the development of new wells, 1 believe I would 
have no problem in joining in support for this kind of legislation 
which would specifically identify and assist the small producer, such 
as was considered under the Heselton and Macdonald proposals of 
last year. 

I oppose this legislation because there is no strong and impelling 
reason, national in scope, which commands that Congress act at this 
time. 

The natural-gas industry has done well. Production has outpaced 
demand in spite of all purported handicaps, and the distribution 
facilities and the use of natural gas have been extended, broadening 
the demand for natural-gas supplies. 

There is a lively competition for gas supplies, and the purported 
regulation and price review by the Federal Power Commission 
under existing law has resulted in a steady rising price of natural 
gas disproportionate to the percentage rise in the cost-of-living index. 

The proposed legislation, in its “purported aims to increase gas 
supplies and gas production, cannot be as wholesome to the con- 
sumer as it is to the producer. It cannot produce a millennium 
for both sides. The ingenuity of our best minds cannot make it so 
If it is as good for the producer as it purports to be, it is proportion- 
ately as bad for the consumer. 

In establishing unrealistic standards for natural-gas price de- 
termination, it removes natural-gas pricing from fair determination 
standards to the auction block. 

If it should develop that the failure of this legislation in some 
form or another discourages or deters interstate transmission of nat- 
ural gas, and it may, the northern consumers are aided by two facts: 

One, the industries of the Southwestern States cannot use all of 
the gas which they produce, and State laws prevent wastage ; 

And, two, the nature of natural gas does not permit "long-term 
storage for better market conditions. 

If the North must suffer from permanent loss of gas supplies, it 
must either then return to the manufacture of artificial gas or other 
space-heating substitutes, or seek the establishment of gas imports 
from other parts of the continent which seem eager to export natural 
gas to the United States if given the opportunity. 

In the final analysis, the argument here and on this legislation is 
al political one. If this legislation is passed, the natural-gas-produc- 
ing States of the Southwest will enjoy a bonanza of high income 
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from this source at the expense of the communities of the North and of 
the East which will have to pay ever-rising prices for natural gas. 

The difficulties under the present law are not sufficient to warrant 
change at this time, and it is in the national interest that the present 
law remain unchanged. 

The Carman. Mr. Vanik, we thank you for your statement, 
and we are very glad to have your expression of views on this. 

I thoroughly agree, I will say to our colleague, with your statement 
that this legislation has become a political issue. If it were not for 
the political phase of it, I think it would have been settled a long, 
long time ago and, in my humble judgment, in the best interests of 
the general ‘public, which includes the industry and the consumers. 

Any questions ? 

Mr. Rocers. Mr. Chairman, I would like to compliment Mr. Vanik 
on the statement he has made, although he and I are diametrically 
opposed on this particular subject. He is a man who does put up an 
excellent fight, and fights fair. 

I just want to ask one question, Mr. Vanik. What is it that Cleve- 
land produces that they are proud of, I mean the leading product ? 
You manufacture lots of things. 

Mr. Vantx. Well, it has not been baseball. [Laughter. ] 

Mr. Rogers. Well, that might be all right, because I understand that 
is coming under the control of the Federal Government, too. 

Mr. Vantx. But we have been for many years, and still are, proud 
of our football team. - 

Mr. Rocrers. I mean your manufactured products. 

Mr. Vantk. Our basie industries—of course, we are probably the 
machine-tool center of the world. We consider ourselves to be the 
prime manufacturer of machine tools, and the industry is well es- 
tablished in our community, and it is a basic industry upon which 
the entire Nation depends to a considerable extent. 

Mr. Rocrers. What I am thinking about, Mr. Vanik, is this: that 
the price increases that we have experienced in so many commodities, 
manufactured commodities, in this country in the past 10 or 15 years, 
have so far outstripped the increases in the price of gas that I am fear- 
ful if we move into Federal regulation in one commodity, it might 
create a situation where folks in our section of the country will say 
if you are going to control this commodity on the sole theory that 
consumer price is the main factor, then we want you to federally con- 
trol automobiles, machine tools, and everything ‘else that we have to 
buy and have to pay continual increases in prices on. 

Mr. Vani. Well, your argument is based on two presumptions: 
One is that there has been control, and we could argue about that. 
[ am not going to do that now, but it has been our position that there 
has really “been ver y little price regulation through the Federal Power 
Commission. We seem to suffer only a continuous price rise. 

And we question, first of all, whether there has been that control. 

The second presumption which you make—— 

Mr. Rogers. That control situ: ition is the very thing I am talking 
about. Your increases in the price of gas have been so much less than 
the increases in the price of other things, dollarwise, so why do you 
want to put on controls? 


Mr. Vantk. Well, the second point—let me finish before I go into 
that. 
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The second point is that you presume that gas is a commodity, and 
that is the political argument. We, who can only get one kind of 
gas through our pipes, do not feel that we can call it a commodity. We 

‘an go to ‘the store and choose the bread we want to buy. 

Mr. Rogers. What do you call gas? 

Mr. Vanix. We consider gas a public utility. It is the only 
thing 

Mr. Rogers. You mean gas itself? 

Mr. Vanrk. Natural gas, the production, the transmission, and the 
distribution of it is a public utility, in our judgment. And that is 
the status that we give it in our community, and that is the considera- 
tion we would like to have the United States Congress continue to 
give it. 

Mr. Rogers. Do you consider coal a public utility ¢ 

Mr. Vanix. No, because we can buy coal on the open market. We 
can decide whether we want to buy West Virginia coal from Mr. 
Staggers’ district, or whether we want to buy it from the southern 
Ohio fields, whether we want to buy it from the Indiana fields. 

The trucks can bring it in to our homes in a variety of forms. 
There is steno in the delivery of coal to our very homes. 

Mr. Roarrs. I do not want to belabor the point or argue it, but 
I mean your theory is simply this: You are extending the public 
utility concept to include anything that the public might have some 
degree of difficulty in buying? 

Mr. Vantx. No. . 

Mr. Rogers. Or in choosing what they take? In other words, if 
one group of people got a monopoly on the manufacture of a very 
popular type of shoe, then you would throw that into the public 
utility class and put it under regulation ? 

Mr. Vanik. No. 

First of all, in order to be a public utility, it must be a utility. 
And shoes are not a utility. A utility 

Mr. Rogers. Well, gas is not a utility. Gas is a natural resource, 
it is property. 

Mr. Vanix. Gas, light, power, are utilities and subject to regula- 
tion under our concept. 

Mr. Rogers. Gas itself is? 

Mr. Vani. Yes. 

Mr. Rogers. Why is coal not ? 

Mr. Vanik. Well, the reason gas is and coal is not is that in the 
purchasing of gas we have to buy it from one source, through one 
pipeline, through whatever comes to our homes. You cannot im- 
press the market-place concept upon the person who has to take the 
gas that comes through the pipeline. 

There is no opportunity for us to have any choice about whose gas 
we are going to purchase. 

Mr. Rogers. I will not belabor the point. You are a nice man; 
but, as I said, we are poles apart. 

Mr. Vantk. Well, it is a political concept. I think it is a political 
argument, and the place for it is in the Chamber. 

Mr. Rogers. Thank you, Mr. Chairman. 

The Coarrman. Any further questions ? 

Mr. Hesevtron. Mr. Chairman. 

The Cuatrman. Mr. Heselton. 
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Mr. Hesevron. I want to compliment you, Mr. Vanik, on the very 
concise statement you have made, and your recognition of the fact that 
the committee has had a great deal of testimony on both sides of this 

very complex problem. 

I noted in the testimony of the mayor of Cleveland that the people 
of Cleveland, through their representatives on the city councils, had 
adopted a resolution expressing their opposition--— 

Mr. Vanik. That is correct. 

Mr. Hesevron (continuing). To this proposed legislation; and 
that beyond that, the committee on public utilities of the Ohio Mu- 
nicipal League, which consists, as I understand it, of 436 public offi- 
cials from Ohio municipalities, recorded its opposition to this pro- 
posed legislation. 

In the mayor’s statement to the committee, there was presented 
a very comprehensive analysis, economic analysis and legal analysis, 
all keyed in to the city’s understanding of this problem as being one 
of public interest, and I take it that that is the keynote of your presen- 
tation to us here, your brief presentation to us there. 

I think it is to be noted, in terms of the questions which have already 
been asked and may still be asked of you, of whether or not any such 
supervision as should be exercised by the Federal Power Commission 
under the so-called Phillips decision would result in the taking out 
from interstate commerce of natural gas, has been answered pretty 
conclusively, not only by the mayor but by many other representa- 
tives of communities and States throughout the country, calling upon 
the testimony of officials from utility companies themselves and from 
the American Natural Gas Association. 

I do not want = belabor the point, but simply so the record at the 
time of your appearance may show, let me say that what you stated 
is shown precisely "he the examples of testimony of competent wit- 
nesses who have drawn upon industry evidence to support their argu- 
ment that there is no threat whatsoever of the withdrawal of natural 
gas which has been evidenced in recent years, or which is prospective, 
in terms of these great communities like Cleveland and areas in my 
part of the country which now have need of natural gas and which 
have contracted with these companies on a long-term basis running 
up to 20 years, for fields which will amply take care of their needs 
in the foreseeable future. 

I just want to say, so that again your presentation may be supple- 
mented in terms of the actual facts, it is my understanding that the 
Kast Ohio Gas Co. supplies Cleveland. 

Mr. Vanik. That is correct. 

Mr. Heseiton. So East Ohio Gas Co. has existing contracts with 
four existing pipelines. Panhandle Eastern Pipeline is one; Ten- 
nessee Gas Transmission is the second; Texas Eastern Pipeline is the 
third; and Hope Natural Gas Co. is the fourth. 

And in the mayor’s presentation to the committee, and I do not 
believe it has been disputed by any evidence that has been presented 
here, he has pointed out that since 1950, in the case of Panhandle 
there has been an increase of 7.10 cents; that in the case of Tennessee 
Gas, since 1950 there has been an increase of 13.66 cents: that Texas 
Eastern since 1950 has had an increase of 6.9 cents; and the Hope 
Natural Gas Co., an increase of 15.39 cents. 
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If some of my colleagues are disturbed by the fact that may seem 
to some of us to be in terms of dollars, actually it is in terms of hun- 
dreds of millions of dollars so far as the consumers are concerned, 
and very properly creates an interest on your part, on my part, and 
on the part of practically, if not conclusively, practically a substantial 
half of the membership of this House. 

Mr. Vanix. I want to thank you. I am very happy that the gentle- 
man brought out the relationship of my position to the formal evi- 
dence which was submitted by the mayor and by the city council of 
Cleveland. 

I would like to add this one fact, and that is, that communities like 
ours, which pioneered in the use of natural gas for space heating and 
those long-term contracts which were established by our early com- 
panies, were the ones that really put the natural-gas producing indus- 
try on its feet. They gave it its start. They contributed to the 
extensive use of natural gas, by pioneering in the distribution and 
the use of natural gas for space heating. 

And in testimony 2 years ago, you will recall the testimony that I 
submitted with respect to the storage depots, the dry wells of the 
Ohio natural gas field which were now being used to store natural 
gas, so that we could have a continuous supply coming in and so that 
we would not have the extra seasonal demand during the winter sea- 
son. This has taken a great deal of ingenuity and enterprise, and 
has contributed in no small measure to the development of the natural- 
gas industry. 

Mr. Hesevtron. Mr. Vanik, in conclusion, I am sure you are thor- 
oughly aware of the various reports, majority report and several 
minority reports, which were filed in 1955 in connection with the so- 
called Harris-Fulbright bill, in this field. 

Mr. VAnrK. Yes, sir. 

Mr. Heseiron. And you know of the very comprehensive report 
filed under the names of the ranking minority member, Charles A. 
Wolverton, our former colleague Don Hayworth, and our present 
colleague, Paul Schenck, of Ohio. 

Mr. Vanik. Of Ohio. 

Mr. Hesetron. They raise in that, as you very well know, a very 
fair discussion of the meaning of these words “reasonable market 
price,” around which the controversy seems to be swirling. 

They point out that that means nothing more, can mean nothing 
more, than the actual market price in the field itself. 

I take it that if you had an inclination to go further than the brief 
statement you filed, you would agree with them 

Mr. Vantx. I certainly would. 

Mr. Hrserron (continuing). About the vagueness and uncertainty 
of that kind of standard being introduced in regulatory legislation. 

Mr. VantK. I certainly would. 

Mr. Avery. Would the gentleman yield at that point? 

Mr. Hesexron. I would. 

Mr. Avery. I would like to compliment the gentleman from Mas- 
sachusetts on the very fine testimony he has given. 

Mr. Heseuron. I did not intend to testify. If I had testified, I 
would be glad to accept your statement. 

The CuatrmMan. Mr. Vanik, since Mr. Heselton has made the state- 
ment, whether he calls it testimony or not, and in order that the 
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record may reflect what the facts are, not that his statement is not 
correct, but it just does not go far enough to give the entire picture. 

In the first place, you say there is no competition. Mr. Heselton 
has just said there are four pipeline companies that come into your 
own area and serve Cleveland, and he named them. They bring gas 
from various fields in the country in there, all the way from the Appa- 
lachian country and from Kansas and Oklahoma and Texas and Loui- 
siana, and from all over. 

Now, can you think of anything that is more competitive than that 
situation you have right there in your own community ? 

Mr. Vanix. Well, insofar—the four sources of supply are based 
upon long-term contracts which were entered into by our local dis- 
tr ibuting « company, but certainly the gas which reaches the ultimate 
consumer—and Iam taking it ‘from his standpoint—the gas which 
reaches the ultimate consumer is in every respect noncompetitive, be- 
cause he gets the results of whatever purchasing arrangement the 
distributing company is able to make. 

The CHarrman. The distributing company is making those ar- 
rangements from year to yar, are they not? 

Mr. Vanik. Yes. 

The Cramman. They must. 

Mr. Vanitk. They must. 

The Cramman. Because they have got additional consumers they 
have to supply. 

Mr. Vanix. They have taken practically all they could from all 
sources in order to meet the tremendous local demand. 

The Cuamman. You come from a great industrial area. When 
you want to buy an automobile, where do you go? You go to either 

1 of the 3 great manufacturers, do you not, Gener ‘al Motors, Ford, 
or Chrysler ? 

Mr. VaniK. Or we have the opportunity to buy an import. 

The Cuairman. Well, of course, you have an opportunity to go 
down and get a bottle of gas and bring it up there, too, if you want 
to make a comparison. 

Mr. Vanix. I do not have to go out and get it. You see, that import 
is available in the dealer’s window. He will deliver it to my house. 

The Cuatmrman. Yes. But if you want it, though, talking about the 
major industry, you have to go to either Ford, General Motors, or 
Chrysler, do you not? You have got three suppliers. 

Mr. Vantk. That is right. 

The Cnatrman. You say that is competitive ? 

Mr. Vani. Well, I did not say that. 

The Cnamman. You do not think the automobile industry is com- 
petitive ? 

Mr. Vanik. I say it is competitive, but I am not going to argue for 
that. Let them present their own defense on competition. 

The Cruatrman. Mr. Heselton pointed out the price increases to the 
natural-gas companies, the four of them which serve you. 

As a matter of fact, those increases went to the natural-gas com- 
panies to which he referred, and were not the increases that went to 


the producers of natural gas which are involved there: is that not 
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Mr. Vanrix. There were three raises involved. There was a pro- 
ducer’s raise, which brought about a transmitter’s raise, which resulted 
in a distribution raise. It went all the way down the line. 

The Cuarrman. In 1952 was one of them, and now let us see what 
the increase has been. It is in the very same statement, in the 4 areas 
you referred to: 7.7 average price, 1953; 8.6, 1954; 9.4 in 1955. 

Now, that reflects the true situation with reference to what the pro- 
ducer’s increase has been, does it not? I am reading from his own 
statement, the one that he referred to a moment ago by your illus- 
trious mayor. 


Mr. Vanix. Well 

The Cuatrman. Anyway, that is a matter of fact or record. 

Mr. Vanix. I donot have that before me. 

The CuairmMan. I merely wanted to point it up, since the state- 
ment was made a moment ago. 

Mr. Vanix. Well, the increase was one that stemmed from the field 
price and went all the way down. 

Mr. Hesevton. Did I lose the floor ? 

The Cuarrman. I thought you had concluded your testimony. 
[| Laughter. | 

I apologize and yield the floor. 

Mr. Hesevron. Will you yield it back to me ¢ 

Do you subscribe to this statement, Mr. Vanik: 

The decision of the Supreme Court about this gas rate in the Phillips Petroleum 
case, which was the occasion for this bill and the Harris bill of last session 
and then it continues— 





This is a public utility service all the way back to the wellhead and no finding 
by Congress can make it anything else. The producer cannot take out a wagon- 
load of gas and cart it around for sale like a truckload of coal or a truckload 
of fuel oil. Certainly coil is not distributed in any 
public utility basis, and neither is oil. They cannot be. 

Would you subscribe to that ? 

Mr. Vanik. I subscribe to that. 

Mr. Hesevron. And that was the statement furnished to the com- 
mittee by Hon. Charles P. Taft, mayor of the city of Cincinnati, Ohio. 

I think probably I ought to suspend. 

The CuarrmMan. Have you concluded ? 

Mr. Heseiron. Yes. 

The Cuairman. Anything further ? 

Mr. Macponarp. I have something further. 

First, Mr. Vanik, I would like to compliment you on your statement, 
and I would like to point out to our members that you are not joining 
this fight late; that actually you have called attention to the fact, 
on the floor itself, of certain things concerning this bill that predates 
the appearance of your mayor here. 

So we appreciate your coming in before us this morning. 

I followed your remarks on the floor of the House closely, and fee! 
they are very strong and force ful, and to which I subser ‘ibe « compli tely. 

I was going to ask you if, in answer to Mr. Harris’ question, that 
also in Cleveland is there not a f: urly strong secondhand auto market ? 

Mr. Vanik. Yes, a very, very active market. 

Mr. Macpvonatp. And if you get priced out of the natural gas 
market, you just have to give up the investment, you as a consumer 
have to give up the investment you put in with your own dollars. 


metropolitan area on a 
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There is no place you can turn except to go to other competitive fuels, 
while in the automobile business, while perhaps the big three are very 
large indeed, there are two differences: 

One, you could make an individual deal with a dealer, and in that 
partic ‘ular field, of course, it has been a buyer’s m: arket for quite some 
time. The dealers are loaded with these cars and trying to get rid of 
them, and therefore the purchaser has an opportunity to make a 
good deal. 

And, ro iously, that cannot be done in this field, or it cannot in my 
area. I do not know whether it can be done in Cleveland. 

Br. Vanix. That is correct. 

Mr. MacponauLp. And you can turn to a secondhand auto market. 

Mr. Vanik. Yes, sir. 

This other question comes to mind when we talk about what is a 
public utility: The tremendous need for it in order to maintain our 
household; we have converted our household for space heating, for 
cooking, and refrigeration, and a great many other things. We prob- 
ably have more gas refrigerators in my community than any other in 
the country because there has been a tremendous promotion on this 
pout, and the household would be beside itself to Gperate without 
natural gas. 

We can live day after day in finding less use for my automobile, 
because of the congestion and because of traffic hazards, as this com- 
mittee in its subcommittee has pointed out. 

jut, I cannot live, I could not live, we could hardly get by in our 
community without our natural gas. And that is one of ‘the elements. 
It is an absolute essential thing in our homes. We must have it. 

And we will have to pay any price that we have to pay to get it. 
We are accustomed to it. We have adapted our household to the use 
of it, and without it we would suffer an irreparable loss. 

And I think that is one of the factors that raises this very im- 
portant substance from a commodity to a public utility. 

Mr. Macnonaup. Yes. 

Mr. Vanix. We could not live without electricity. 

Mr. Macponatp. As a matter of fact, actually, while it is not a 
much considered factor, the truth is that consumers in the United 
States have invested more money, dollarwise, in it than the entire 
natural gas industry itself. 

Mr. Vanik. In appliances and devices to use natural gas. 

Mr. Macponaip. Thank you, Mr. Vanik. 

Mr. Dirs. Mr. Vanik, there is not any question about regulation. 

Mr. Vanix. Yes, Mr. Dies. 

Mr. Dirs. This bill provides for regulation. The Phillips decision 
provides for regulation. 

The dispute is whether it ought to be regulated as a utility. 

Mr. Vanix. That is correct. 

Mr. Dies. I ean understand how distributors would be a utility, the 
pipeline company, in that sense. 

But how anyone can argue the production itself of natural gas is a 
utility, or you can treat it as a utility, is beyond me. Now, that does 
not vitiate the argument there ought to be regulation. You can regu- 
late commodities that are not utilities. You can regulate them when 
they enter into interstate commerce. 
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And I can understand and appreciate the argument about captive 
markets, and so on and so forth. 

But when you undertake under the Phillips decision to treat the 
production of gas as a utility, then you run headon into many serious 
complications, ‘such as how are you going to do it? 

There are thousands of producers, and you have the question of cost 
which is, it seems to me, an absolutely insuperable obstacle to over- 
come, how you can fix the cost when gas is produced in association 
with oil. 

Now, it just simply finds 

Mr. Vantk. We consider the cost of production. 

Mr. Dies. It finally resolves itself down to this, that even the op- 
ponents of this bill admit, that we ought not to regulate the small 
producers—at least the small producers should not be ‘reguls ated, 

If it were a utility, everybody ought to be treated as a utility but 
they recognize by their argument and by the introduction of ‘these 
bills that “they have got a different situation with natural gas, the 
production of n: atural , gas, than what they have got with other meta 
that are utilities. 

We are proposing a regulatory bill, isn’t it a question now of 
whether we should regulate in some manner such as the Harris bill 
proposes, or shall we let the Power Commission pioneer in an entirely 
new field and undertake to write its own regulations. 

Mr. Vantk. Well, I do not think, first of all, that the Federal Pow- 
er Commission has been a bold pioneer. As a matter of fact, 1 feel 
that. it has been derelict in its duty and in the mandates that have 
been given to it by law and by court decisions. 

Mr. Dies. Suppose they won’t do it. They say that we have to 
write a regulatory bill, that is what the effect of it is. They can’t 
apply the utility law, the standards. 

Mr. Vantk. I think they have power that the average Commission 
would be delighted to have, they have a liberal mandate. They can 
go out and set standards. They don't have to hear all of these, they 

‘an set certain standards and say, “These are the fundamental pre- 
cepts upon which we are going to determine the fairness of a price.” 

Mr. Dies. You would per mit them to legislate ? 

Mr. Vanix. We permit all administrative agencies to legislate in 
some measure. 

Mr. Dres. It is the function of our committee to set forth the rules 
of the regulation, then deputize the Commission and say, “Here it is. 
You cannot do like we do with electricity. You have got a different 
situation and you will have to figure out how to do it.” 

Mr. Vanix. If this were to bec ‘ome law, it might not be long before 
the gas industry might be coming back to Congress and asking that 
new standards be adopted. 

The flexibility under the present arrangement is desirable. 

Mr. Dres. If this does not work, what keeps this committee from 
amending it? 

Mr. Vanik. It puts Congress in a regulation-making capacity, in 
which it should not be. The testimony you have taken on this leg- 
islation is a case in point. It would paralyze the Congress if every 
change of regulation had to be passed upon by congressional mand: ate. 

Mr. Dies. I said this, that if after trying this bill, if it develops that 
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this is not a wise bill, it does not give the producer a fair deal, there 
is nothing to keep the Congress from changing the bill. 

What you propose to do is to say to the FPC, “Now, we all admit 
that this is not a conventional public utility. The yardstick that you 
have applied in the years past will not be applicable to the production 
of natural gas, and we are willing to exempt the majority of them.” 

I think that is the weakness of the opposition to regulation. 

Mr. Macponavp. Will you yield? 

Mr. Dies. Yes. 

Mr. Macponatp. Because I am going back to this point. I think 
it is good to point out on the record that the Congress has already 
given the FPC the right to establish criteria, exemptions by classi- 
fication in the Natural Gas Act itself as it was passed. 

The FPC has been given the authority to classify. And actually 
if the FPC was sympathetic to the small producer, they could do by 
this classification power possibly what my bill does. 

Mr. Dies. Isn’t the real crux of this thing, if it were a public utility, 
then of course you know what kind of regulation you would have with 
the FPC. They say cost, and so forth, you have your pattern set, but 
since it is not a conventional public utility and cannot honestly be 
treated as such that, therefore, Congress ought to say what type of 
regulation shall apply. 

No one is arguing that there shall not be regulation. It is just a 
dispute as to how you are going the regulate the production of natural 
gas. 

Mr. Vanix. With this difference, once Congress would enter upon 
that field its action would be considered as a mandate which would 
limit the factors to those determined by congressional action. It would 
have that effect. 

Mr. Dies. No. You are not dealing with a public utility. What 
you are really saying is this, “This is a commodity, we will all admit, 
but because of the fact that it enters into interstate commerce and 
because you have what you say is a captive market, in the public inter- 
est there ought to be some regulation.” 

That is what you are really saying. That is quite a difference, 
between that and saying, “Here is a public utility and we will treat 
it just like we do all other public utilities.” 

We have a bill here that proposes regulation. 

Mr. Vanrk. It proposes regulation, but excludes the one important 
consideration, the cost of production. 

Mr. Dies. It excludes that because no one can, as stated frankly 
by the Power Commission—no one knows how to compute costs. 

The production of gas is such that it is not accessible to that sort of 
a yardstick . There isn’t any possible way except arbitrarily. 

Mr. Vani. It seems to me that is the most elementary—that factor 
would be more easily computed than any other. 

Mr. Dries. The reason it isn’t easily computed is because, first, much 
of the gas is produced in association 

Mr. Vantk. With oil. 

Mr. Dies. With oil, No. 1, and No. 2 is that with your gas production 
you have tremendous loss in various ventures. A man may drill many 
before he produces a well with gas. 











1608 NATURAL GAS ACT 


There are so many factors that the average man does not understand 
unless he is in the production of it. And ‘the commission itself says, 
“There is no practical way for us to do it.” 

We either have a good commission, competent, or we do not have 
such. And if they are competent and they come voluntarily before 
the Congress and say, “Now, gentlemen, we cannot administer this as 
a public utility .” what is our committee to do? 

We can say, “Whether you can or not, you just try it.’ 

It seems to me that you have to recognize that what we are doing 
is trying to regulate a commodity. And the only reason we are doing it 
is because that commodity enters into interstate commerce. 

Mr. Vantx. Well, I would say in reply that what the Commission 
needs is a command decision. It is high time that came. So long as 
they could feel that the Congress was going to do its work, and as 
long as they feel that these congressional committees were considering 
changing basic law, then, of course, they could delay and defer 
administering what it was ‘their responsibility to administer and set 
up a format for deter mining fair and adequate prices. 

They could make special considerations for the gas industry, if 
they wanted to, and let them rise or fall in the courts. 

Mr. Dies. All of the record shows that the big price that your con- 
sumers are paying is not to the producer, but it is to your distributor 
and your pipeline companies, that area already regulated. You can 

take the figures. There isn’t any way to dispute it. 

If you take the cost of the gas at the city gates, and then the cost 
of the transmission, and the final cost by the distributor, the big 
factors of cost are distribution and transmission, and up to this point 
the producer has not figured prominently in the cost structure. 

In view of that fact, you are not going to bring any substantial 
relief to your consumers if you treat the producer as a public utility, 
because, 1f you do treat him as a public utility, the record shows that 
your price for distribution and for transmission has steadily risen, 
and risen out of proportion; although regulated by your committee, 
it has risen out of proportion to the price of gas. And ~ reason 
for that is, of course, that you have literally handreda of gas pro- 
ducers. You have the question of intrastate sales, and so many fac- 
tors in it. We are not proposing to turn the producer loose and let 
him have access to exploit the consumer 

There is an honest difference as to what the best w ay is to handle 
this, whether to handle it through a decision and through a Commis- 
sion that says, “We can’t do it that way,” or undertake to write a fair 
and honest regulatory bill. That is the real issue here. And, as I 
understand it, what you are complaining about is you do not think 
this bill is sufficient regulation of the producer of natural gas to pro- 
tect the consumer; is that right ? 

Mr. Vanik. It isn’t any regulation. It amounts to a synthetic 
control. 

Mr. Dies. The Commission will have the right. After all, it is a 
matter of judgment for the Commission. They will have the right 
to limit the price to a reasonable market price. Not market price, 
but a reasonable one. A price might be in the field a market price, 
but the Commission can say, “Well, not sufficient competitive condi- 
tions exist there and, therefore, we think this market price is un- 
reasonable and we will set it lower.” 








NATURAL GAS ACT 1609 


Mr. Vanitx. That is far more arbitrary than taking the factor of 
production, the cost of production, into account. 

Mr. Dres. Does it not finally fall upon the shoulders of the com- 
mittee to protect the consumer, whether you do it under one formula 
or another formula? You would not object, your consumers would 
not object to any reasonable market price if you could be assured of 
that. 

Mr. Vanix. We feel we have been paying the reasonable market 
price right along. 

Mr. Dies. I say you would not object to it; if you were assured that 
thé Commission would protect your interests, you would not object 
to paying a reasonable market price for gas, would you ¢ 

Mr. Vanix. That depends entirely upon the factors which go into 
the makeup of that term “reasonable market price.” 

Mr. Dies. What are ihe. factors? 

Mr. Vanix. As they were interpreted in the Harris bill of the last 
session, there would certainly be no limits. 

Mr. Dies. I say, if the Commission actually did arrive at the rea- 
sonable market price, you certainly would not object to paying that 
price even though if would be a reasonable market price for your gas? 

Mr. Vanrx. Our position is simply this: We feel that the cost of 
production plus the factors that go in to make it up, which would allow 
a fair compensation for risk, which allow fair compensation for 
profits, investment, and return, are the factors that make up, gen- 
erally. the pricing base upon which we ought to fix natural-gas prices. 

Mr. Dries. I won't take any more time than to simply say this: 
When you get into this cost business of natural gas, the cost varies 
from one producer to another, it varies from field to field, from well 
to well. There is such a different situation from the cost of a utility 
which can be ascertained, which can be fixed to a certainty, that you 
will never be able, by using a formula of cost, to arrive at what ought 
to be a fair price. 

It just cannot be done with natural gas, and you recognize it and 
those who have studied it recognize it, and what we are trying to 
do is to give you a formula that will be fair both to the producer and 
prevent any gouging of the consumer, because, if you gouge the con- 
sumers, then we will cut our own throats because we will limit our 
market, 

Mr. Vanix. I would like to point out that there are strong pres- 
sures in my community and among a lot of other northern commu- 
nities to the elimination of the present depletion allowance. 

Mr. Dries. We do not have that under consideration there. 

Mr. Vanix. I know that is not under consideration, but with this 
persistent pressure for a new gas bill 

Mr. Dirs. Would they be 

Mr. Vantk. It does develop areas of reaction against the depletion 
allowance that are much more severe. 

Mr. Dies. Would you—— 

Mr. Vantkx. Would they want what? 

Mr. Dies. Landlords take depletion on buildings every year. Are 
the same group advocating that? 

Mr. Vanix. We are perceftly willing to give the oil-and-gas in- 
dustry the same measure of depletion and depr eciation. 

Mr. Dres. As on a building? 
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Mr. Vanik. 40 years. 

Mr. Dirs.. Depreciate that way on buildings and pr operties ? 

Mr. VaNnIK. That is fair. 

Mr. Dies. If you did, you would give us more than 2714 percent ? 

Mr. Vanrx. I doubt that. 

The Cuatrman. I think the gentleman has consumed his 5 minutes. 

Any further questions of Mr. Vanik? 

Mr. Youncer. You criticized the Commission, indicating that they 
were ineffic ‘lent, not very strong in their supervisory powers. Do you 
remember that in your testimony a while ago? 

Mr. Vantx. What I said was that they have broad disc retion, which 
most Commissions would envy, and that they certainly could shortcut 
their work by establishing fixed standards upon which they are going 
to determine the proper pricing of natural gas. 

Mr. Youncer. That isn’t the point I am referring to. You made 
the statement about the Commission not 

Mr. VantK. I said—— 

Mr. Youncer. Not being very alert and very willing and deter- 
mined to—— 

Mr. Vantx. Let us say it this way. Maybe I can restate it stronger 
for you. I stated it was being tenderhearted in arriving at deter- 
minations of proper standards of natural- gas pricing. 

Mr. Youncer. Were you referring to the present Commission 
only ? 

Mr. Vantk. I am referring to the present Commission and its 
predecessor. 

Mr. Youncer. Its predecessor ? 

Mr. Vantx. And its predecessor. 

Mr. Youncer. How far back ? 

Mr. Vantk. Well, to the period preceding the Phillips decision, 
hecause the earlier Commission could have averted the Phillips 
decision, 

Mr. Youncer. In other words you go way back to the Commis- 
slons—— 

Mr. Vanix. If the gentleman is thinking that I am making a polit- 
ical charge with respect to present members, I am not. I go back a 
little bit further than that, so that it includes the present Commission 
as well as its predecessor before the Phillips decision. 

Mr. Youncer. In other words, you go back to the point where the 
Natural Gas Act was first passed ? 

Mr. Vantk. No; I do not go back that far. In the early days it 
was strong and virulent, and then it gradually suffered a weakening 
ever since the creation of the Natural Gas Act. I think its activity 
in this field has been one of reduced emphasis. 

Mr. Youncer. Are you sure that the increase in the price to the 
consumer has been less or greater since the Phillips decision ? 

Mr. Vantk. Will you restate that? 

(Question read.) 

Mr. VaniK. It has been rising. 

Mr. Youncer. Has it been rising proportionately or on a percent- 
agewise basis faster since the Phillips decision than during the pre- 
ceding years ¢ 

Mr. Vantik. I am not in a position to answer that. I do not have 
the record before me, but I would say that it has—that the rise has 
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been far out of line with the earlier rise, those that preceded the 
Phillips decision, as I recall them. 

Mr. Youncer. You made a statement also that production and 
the reserves had been increasing way beyond consumption. 

Mr. Vantk. They have been keeping apace and keeping ahead. 

Mr. Youncer. You said they had been increasing. 

Mr. Vanix. Yes. And they have been keeping apace. 

Mr. Youncer. Have they been increasing since the Phillips decision 
more or less than prior to the Phillips decision 

Mr. Vanik. I cannot answer that. I think—and now I am talking 
again without the record before me—I think they have shown a con- 
stant, steady rise every year since the thirties. 

Mr. Youncer. But you are not sure as to whether percentagewise 
they have increased reserves more since the Phillips decision ? 

Mr. Vanix. I do not think the Phillips decision had any decisive 
effect on the steady increasing rise in the production of natural gas. 

Mr. Youncer. Do you think that the Phillips decision has any effect 
or has had any effect on the price of gas to the consumers ? 

Mr. Vanix. Well, it contributed with other factors. 

Mr. Youncer. I do not understand what you mean by that, Mr. 
Vanik. 

Mr. Vanik. I think the mere fact that the Supreme Court decided 
that the independent producers were under Federal regulation did 
not change anything as long as the FPC was not moving aggressively 
under the mandate that was supplied by the Supreme Court. 

We have been in a state of inertia ever since the Supreme Court 
decision, a state of confusion that has arisen because of the failure of 
the FPC to do what the Court gave it a mandate to do, to set standards 
for the determination of the pricing of natural gas to protect the 
producers. 

Mr. Youncer. That is contrary to what the Chairman of the FPC 
testified / 

Mr. Vanix. I have no particular reason to feel that I must join in 
his testimony. 

Mr. Youncer. But can you point out an instance where they have 
not been enforcing the Phillips decision since the Supreme Court set 
down the decision ? 

Mr. Vantx. Mr. Macdonald said they have failed to establish price 
hearings. 

Mr. Youncer. You are on the witness stand, Mr. Macdonald is not. 

Mr. Vantk. I am referring to his statement. 

Mr. YounceR. IT am asking you. 

Mr. Vantx. I make the same answer, they have failed to establish 
criteria. I have in some measure passed judgment of issues and I 
would first determine what factors would make up the decision. 

It would seem to me that the time is long everdue for the establish- 
ment of criteria which, if wrong, could be tested in the courts and 
which if proven right, would make a permanent part of the established 
law on the subject. 

By this time, the criteria should have been thoroughly tested, and 
we should be operating under the Phillips decision. 

Up to the present time we have not been operating because of the 
failure of the determination of criteria. How can the Commission 
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analyze millions and millions of words of testimony and evidence if 
they do not know what factors are going to determine their ultimate 
decision ? 

Certainly they should have evolved and developd a criteria by this 
time and if wrong, be corrected by the courts. If proven right, we 
would then have something established, we would have some factors 
which would govern all cases of rate determinations and price deter- 
minations. 

And I think this has been the area of dereliction. If the Federal 
Power Commission is tangled up with all of the testimony and evi- 
dence which is piling in, it is by its own choice, and by their failure 
to establish criteria. 

It takes courage to establish criteria. It takes judgment, and why 
don’t they exercise it ? 

Mr. Youncer. That is all. 

The Cuarrman. Any further questions? 

Thank you very much, Mr. Vanik. 

Mr. Clement J. Zablocki, of Wisconsin. We are very glad to have 
you with us today. 


STATEMENT OF HON. CLEMENT J. ZABLOCKI, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Zastockt. Mr. Chairman, I appreciate this opportunity of 
appearing again before your committee, to express my opposition to 
the proposed amendments to the Natural Gas Act. 

My statement will not extend to the numerous technical proposals 
contained in the several bills pending before your group. It would 
be presumptuous for me to state that I am better informed than mem- 
bers of your committee. 

Individuals who are experts in this field have already testified before 
you on those points, and I am certain that others, who are equally 
proficient, will also address themselves to this task before the closing 
of these hearings. 

Asa Representative of a metropolitan district, which includes many 
thousands of natural-gas consumers, I want to restrict my remarks 
to the basic proposition inherent in the legislation before your com- 
mittee: the proposition that the so-called independent producers of 
natural gas be exempt from Federal regulation. 

Herein lies the heart of the matter. Putting aside the various 
technical arguments, the issues before your committee, and before 
the Congress, is simply this: Should Congress, having gone on record 
in 1938 in passing legislation intended to protect the interests of 
natural-gas consumers, now reverse itself by repealing an important 
safeguard contained in that vital law? 

In the public interest, I believe that the answer to this question must 
be “No,” and I therefore urge your committee to table this legislation. 

Attempts to preclude the Federal Power Commission from regu- 
lating sales of natural gas at the wellhead are not new. They reached 
some measure of success in 1950 with the passage of the so-called Kerr 
natural-gas bill—a bill that was promptly vetoed by former President 
Truman. 

They have been revived repeatedly since that time, but, fortunately, 
without any greater measure of success. To date the basic expression 
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of congressional policy outlined in the Natural Gas Act of 1938, as 
amended, remains on our statute books. 

In the face of an imposing record of accomplishment under the 
present law, which has been equitable from the standpoint of the 
consumer, the distributor, the carrier, and the producer alike, I earn- 
estly hope that the Natural Gas Act will not be emasculated with the 
adoption of the proposed legislation by this Congress. 

Mr. Chairman, evidence presented in the course of repeated con- 
gressional considerations of amendments to the Natural Gas Act points 
to the conclusion that the authority to regulate sales at the wellhead 
is necessary in the public interest because of the inherent characteristics 
of the process of moving gas from the field to the consumer. 

Unlike the purchasers of other fuels, the purchasers of natural gas 
cannot easily move from one seller to another in search of low, com- 
petitive prices, as has been previously pointed out to the committee. 

The pipeline companies which transport the gas from the producers 
to the consumers are physically bound to a given field by the location 
of their pipelines. 

These pipelines represent a tremendous investment of funds, and 
they cannot be moved at will without great additional expenditures— 
expenditures which would be ultimately borne by the consumers. 

The tremendous investment in the physical plant which binds the 
producer, the transporting company, and the consumer of natural gas 
creates a special situation in this industry—a situation which, in the 
public interest, requires the authority to regulate prices at the different 
stages of production and distribution. 

The authority to regulate prices charged by pipeline companies and 
by the distributing utilities in the various cities does not afford the 
public any protection against abuses and excessive charges which may 
be demanded by the producers. 

The fact remains that unless the Government retains the authority 
to regulate prices at the wellhead, wherever such regulation should 
become necessary, the Federal Power Commission would be power- 
less to protect the consumers against the impact of exorbitant price 
increases imposed by producers of natural gas. 

Such increases would be simply passed on by the pipeline company 
and by the utility distributing the gas, and thereby multiplied to the 
consumer, who, having invested extensively in gas heating and cook- 
ing equipment, would have no alternative but to pay them. 

Mr. Chairman, surely our experience under the Natural Gas Act 
shows that the authority to regulate prices at the wellhead has not 
been abused by the Federal Government; as has been pointed out by 
other witnesses, some people even claim that the Commission has 
neglected to carry out fully its regulatory powers. 

For a number of years, the Commission has not found it necessary 
to regulate prices charged by independent gas producers and gatherers, 
even though those prices were advancing. 

In view of the tremendous increase in demand for natural gas in 
recent years, we can probably expect that these price adjustments will 
continue. 

Nevertheless, the consumers have the right to expect that these ad- 
justments be kept wtihin reasonable limits. If we revoke the Com- 
mission’s authority to regulate, if and when such regulations should be- 
come necessary, the consumers will be deprived of this protection. 
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The experience of the past two decades points to another considera- 
tion; namely: That the fears of those who claim that regulation of 
prices at the wellhead will discourage producers from selling gas in 
interstate commerce, and from exploring and developing new wells, 
is not well founded. 

These claims rest primarily on the assumption that the Federal 
Power Commission would apply standards of regulation which did 
not take into consideration the peculiar cire umstanc es, cost, and haz- 
ards of natural gas production. 

The past experience in the natural gas industry does not support 
these claims, and I am confident that the Federal Power Commis- 
sion—when it finds it necessary to exercise its regulatory powers—will 
use standards properly suited to the special risks and circumstances 
of independent gas producers. 

Mr. Chairman, there is one more point that I would like to make: 
Much has been said to convince the public that thousands of little land- 
owners are the natural gas producers, and that effective, keen com- 
petition prevails among them. 

The fact is, as members of your committee well know, that com- 
petition in this sector—aside from being limited by the characteris- 
tics of the natural gas business—is further curtailed by the degree of 
concentration of ownership of natural gas reserves. 

Figures which have received general acceptance show that 7 pro- 
ducers sell 33 percent of the gas to interstate pipelines, and that 100 
producers sell 85 percent of the gas. 

It would appear, therefore, that a few large sellers are trying to 
hide behind a large number of small producers who supply only a 
small fraction of the market. 

For these reasons, I want to urge your committee to carefully con- 
sider this legislation, and, keeping in mind the public interest, to de- 
feat it. 

The Cuatrman. Thank you very much, Mr. Zablocki for your state- 
ment to the committee this morning. 

Do we have any questions of Mr. Zablocki? 

Mr. Rocers. Mr. Zablocki, I recognize and oppose your position as 
shown in your statement, but I respect your right to believe that, and 
you have made an excellent statement on beh: alf of your position. 

However, you brought in the proposition about large quantities of 
gas being sold by small producer companies. Let me ask you this, 
Is it your thought that the matter has gotten into the area of being 
a monopoly, and, therefore, those people in your State and other 
States that are not gas-producing States are subject to the will of 
some monopoly, if this passes ? 

Mr. Zastocki. That could very well become the case. But let 
me say first, that I fully understand and respect your views and rea- 
sons for supporting this legislation. You have no alternative. You 
are doing a grand job for your constituents. 

Likewise, | want to protect my constituents and do a good job for 
them. And I am very happy that you understand my viewpoint in 
this regard. 

I see the possibility of monopoly; yes. We are quite concerned 
because, as I stated, the special characteristics of the natural- -gas 
industry, and the concentration of ownership, can lead to the elimi 
nation of effective competition in this field. 
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Mr. Rocers. Mr. Zablocki, do you not think that the proper ap- 
proach to that sort of problem would be antimonopoly legislation 
rather than in the area of Federal regulation of a commodity # 

Mr. Zancockr. I think that such an approach may warrant con- 
sideration. However, I do not think that the possibility of investi- 
gating the monopolistic tendencies in that particular industry, though 
it may be warranted, should cause the regulation by the Federal 
Commission to cease. 

I do not think that it is a valid argument to say, “Well, if you 
can approach this problem or cd: anger by another inethoudy? you should 
immediately withdraw from what is today proving a very efficient 
and equitable procedure in assuring fair prices for the consumers. 

Mr. Rocers. The thing I am thinking about, if you follow it out is 
this. If you feel that someone is creating a monopoly, someone else 
is the victim of discrimination. But why do you want to punish the 
independent producers in order to get at the monopolists. It is like 
the two women with the little boys. One was misbehaving. The 
mother of the misbehaving child said to the other, “Slap your child.” 
The other said, “He is not misbehaving. Why should I slap him. 
The other replied, “It always scares my little boy to see someone else 
punished.” 

Mr. Zastockt. I do not quite follow the analogy. 

Mr. Rogers. You are punishing us in order to try to punish the big 
companies. If the big companies are in the wrong, why don’t you 
take after them, why slap the independent, that won’t even scare the 
big boys. 

Mr. Zasvockt. I don’t think we should enact legislation to open 
the doors wide for exploitation on a producer level which would be 
reflected in the price to the consumer, even though we have a deep 
concern about the well-being of small natural gas producers. I think 
they are not being harmed under our present laws. 

Mr. Rocrrs. But you think Wisconsin industry does not need to be 
regulated because the price is fixed by the competitive bargaining? 

Mr. Zancocki. I think that if there is any industry in my district 
which would tend to form a cartel or a monopoly, it would rightfully 
have to be investigated under our present statutes. 

Mr. Rocers. So we get back to the situation where prices will be 
controlled by fair competitive bargaining? 

Mr. Zasiockr. That is true, in a situation in which effective compe- 
tition prevails. 

Mr. Rocers. If there is a monopoly, if it was broken up the prices 
would seek their level on a competitive basis. 

Mr. Zastockt. That may be true under some circumstances, but 
not. necessarily under the conditions prevailing in the natural gas 
industry. As I pointed out in my statement, in this particular indus- 
try, the purchasers of natural gas—the pipeline companies—cannot 
shop around. They cannot move easily from one source of supply to 
another in response to price changes. They are bound to a particular 
producer—and to his price polic ies—by their pipelines. This is a 
special situation. 

Mr. Rocers. I think you have a fear of something that would not 
happen. But as I say, I appreciate your position. I am glad you 
appreciate mine, and urge you to join me. 
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Mr. Zanvockr. I am sure that my people and those who appear 
to speak for them, are only concerned about receiving adequate pro- 
tection against unreasonable prices. I do not see why—if it can be 
worked out under the proposed legislation—why it cannot be worked 
out under the FPC jurisdiction. That is what we are concerned 
with, to see that we have the consumer protection. 

Mr. Rocers. Thank you, Mr. Zablocki. 

The Cuarrman. Off the record. 

(Off the record.) 

The Cuatrman. Mr. Alger. 

Mr. Acer. Mr. Zablocki, I want to ask a question or two of you 
briefly that I might have asked of any one of our colleagues who 
appeared this morning. 

Do you feel that prior to the Phillips decision by the Supreme 
Court that it was the intent of both bodies of the Congress demon- 
strated by their various votes to exempt producers from Government 
control in the pricing at the wellhead? Is that not correct; is that 
your position ? 

Mr. Zastockt. You are basing your question on the intent of Con- 
gress in enacting the Natural Gas Act of 1938? 

Mr. Arcer. Yes. 

Mr. Zastockt. Then I would answer by saying that it was not the 
intent of Congress to exempt them. 

Mr. Arcer. And subsequent actions by the Congress ? 

Mr. Zasrockt. Again I would say “No.” If you exempt any one 
of the factors which tend to set the price, I think that you are negating 
the effect of the legislation. 

Mr. Arcer. Not on the basis of the stand you or I would have 
taken—I am simply asking, I have been reading about this as much 
as I could. It has come to my knowledge, and both in the Senate 
and in the House and on the floor, if the Congress voted, and you 
might have been voting against it, I do not know, that is, voting to 
exempt gas production from the Gas Act that was in effect at the 
time, prior to the Supreme Court decision. The Supreme Court 
decision, whether right or wrong, reversed that. That was my impres- 
sion. Am I wrong? 

Mr. Zantockt. I would say you are wrong. You may maintain and 
believe that you are right. 

Mr. Acer. I am trying to go back to the facts. 

Mr. Zannockt. If you ask me my opinion, I would say you are 
wrong. 

Mr. Areer. All right, I appreciate that. 

Mr. Zasiockt. In my opinion. 

Mr. Aucer. I understand. And both of us could be. 

Mr. Zastockt. I may agree to that. On that basis of congres- 
sional votes on this type of legislation, to exempt natural gas pro- 
ducers from regulation, since the Phillips decision, it would ap- 
pear that the majority of the Members of Congress may share your 
views. However, you will recall that Presidential vetoes nullified 
the effect of those particular votes. 

Mr. Acer. That is the thing I am trying to get. 


Mr. Zastocki. As pointed out earlier, this is quite a political 
subject. 
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Mr. Areer. [ am not interested in that at the moment at all. I 
am interested in what principle might cover it. 

The Supreme Court then reversed that decision which was against 
the intent of Congress—not that Congress might not have voted it 
out themselves on another vote. 

The thing that strikes me as odd is that so many of the Mem- 
bers of Congress having observed that now we are embodying in 
legislation the ruling of the Supreme Court which was not then the 
effect of the will of Congress itself, and that strikes me as rather 
odd. 

And I have been waiting for some of my colleagues to make more 
of that fact. Maybe the facts are as you put them that the Supreme 
Court did not reverse the intent of Congress, but merely said, in 
the Supreme Court decision, what was the intent of Congress up 
to that time and the FPC. 

That seems directly contrary to the facts in my way of think- 
ing. 

Mr. Zasiocki. It seems to me that considerable weight has been 
attached to the fact that the FPC did not exercise the authority 
to regulate prices of natural gas at the wellhead for a number of 
years after the Natural Gas Act of 1938 was enacted. I do not 
know whether this fact has been given undue weight. I intend 
to give this matter further study, and perhaps elaborate on it if 
and when the legislation reaches the floor of the House. 

Mr. Avcrr. I think we are all studying it. I want to leave one 
thought. I think you have struck the same vein as many of the 
witnesses here. I believe it is your interest in fairness to see that 
the gas consumer gets the best prices possible, isn’t that correct ? 

Mr. Zasiockxt. That is correct. In addition, however, we are 
very interested in seeing that the producer gets an equit: able 

Mr. Arcer. After all—— 

Mr. Zasvockt. Return for his investment. 

Mr. Areer. I believe that is your intent. You are interested in 
the consumers because they are the ones you represent. I, too, 
would like to share that interest. 

Now, the thing that is bothering me, and I mention it just in 
a hope that maybe this, too, will be of interest to you and to my 
colleagues whom I did not question in the interest of time—could it 
be the production of gas could be left free of control so that the 
normal market price enterprise and competitive forces would con- 
tinue to keep the gas price lowered as the statistics of the BLS 
shows in the past, or will Government regulation force a price much 
higher. 

I call your attention to this, that several opponents of this bill 
believe that there should be Federal regulation and then in testifying 
in answer to my question, if we consider cost as a basis of setting the 
gas price, we must put into the consumer's price the cost of filling out 
Gover nment forms, the cost of litigation, and there may be endless 
lawsuits. That would be part of the gas cost, that would not be 
absorbed and would be passed on in the Federal regulatory finding in 
favor of that cost to the consumers, necessarily meaning a higher 
gas price. 

My conclusion is this: there should be some merit to the argument 
that in the name of protecting the consumer and getting the lowest 
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price fairly possible for the consumer, we are just about to pull the 
rug out from under him and follow it with one increase in price after 
another by regulation, never knowing whether that gas price might 
not have stay ed a lot lower without regul: ation being in effect. That 
is what worries me. 

I have sat a and listened very carefully and I am only speaking 
to you because I didn’t ask questions of the others. What do you 
think about that ? 

Mr. Zastockt. Your first premise—namely, that if you eliminate 
all regulation of prices charged by the produe ers of natural gas, the 
avail: ability of natural gas and competition is going to set prices and 
bring the rate most reasonable to the consumer—that premise may be 
true in certain areas, where there is competition at the source. 

This may occur if you have a large number of producers, a large 
supply of gas, and several pipelines—all in the same area, so that the 
pipelines can shop around, and switch from one producer to another 
without great expense. This, I understand, however, is not the pre- 
vailing situation. We cannot hope for competition in the transporta 
tion and distribution of natural gas to keep its price down. In our 
area, in Milwaukee, for instance, we have but 1 pipeline and 1 distrib- 
utor. The thousands of consumers are tied physically to the distribu 
tor and—through him—to the pipeline. They must pay the price 
that the distributor charges them. His price, in turn, reflects the 
price he must pay to the pipeline company. The pipeline’s price to 
the distributor, in turn, is based on the price which the pipeline pays 
to the producer. Therefore, we are concerned about the original 
price at the wellhead, because, as you have pointed out, an incrense in 
that price will be passed on to the consumer. 

I do not quite follow, however, just why you maintain that the price 
of natural gas, and natural gas rates to consumers, will be automat} 
cally increased by regulation. 

Mr. Atcer. Well, the reason I assume that, again going back to 
other testimony which you did not hear, and I may be misinterpreting 
several of the witnesses who were less favorable to the producers, the 
witnesses themselves said that there is terrific paperwork now entailed 
by the Supreme Court decision—you are acquainted with that. 

Mr. Zasiockt. Yes. 

Mr. Aucer. There are countless forms. 

Before these forms had to be filled out, to the same extent, with 
bookkeepers and accountants doing all of this, necessarily that cost, 
and Government regulation involves red tape. That is cost which 
would now be made a mandatory part of the cost of gas, and the price 
that the consumer pays, because it will be a legitimate cost, not in 
the producing of gas, no, but in the reporting, in the forms, and in the 
duplication that is nec essary with Government regulation—that plus 
litigation costs—I understand there might be endless litigation 

Mr. Zastockt. You maintain that the producers at the present time 
do not have those expenses, those bookkeeping costs ¢ 

Mr. Ancer. One reason they do not have more, I understand the 
FPC has been swamped since the Supreme Court decision. 

Mr. Zantockt. IT am the witness and should not be asking questions. . 
I can readily see the difficulties inherent in any attempt to regul: ate if 
the producers do not keep adequate records. 
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Mr. Auger. But they have to make these out. You remember under 
the OPA some hardware stores had to list as many as 15,000 items— 
when he bought each, paid for each, and marketed each—15,000 items 
in 6 copies. That is typical of Government regulation. Now that 
type of regulatory procedure would go into the cost, in the case of 
gas. That cost will be necessarily tr: ansferred immediately in higher 
prices to the gas consumer because of regulation. 

Mr. Zastockt. The FPC at the present time regulates natural gas 
at the wellhead, does it not ? 

Mr. Aucer. Well, yes, under the Supreme Court decision. 

Mr. Zasiockt. Are the producers forced to keep such records as you 
are envisioning in the future at the present time? They are not. 

Mr. Arcer. Insofar as the FPC has insisted on it, it is my under- 
standing those records are now being kept. But, apparently, the FPC 
is waiting to see what happens to this gas matter, just how far they 
go with It. 

There are a lot of records being kept now. 

Mr. Zasvocxti. I think it is unfortunate, and it tends to becloud 
the issue when so many proponents or opponents of this legislation 
bring in suppositions and conjectures that are not firmly based on 
facts. 

Mr. Aucer. Well, you know why regulation is not part of the 
American life. Of course now we have got it. We will have to live 
with it. I am just trying to get the answer myself, and I have a feel- 
ing that we may be going up the wrong path but unintentionally. 

Thank you, Mr. Chairman. 

The Craiman. Thank you very much. 

Is there anything further?) Thank you very much. 

Mr. Zantockt. Thank you, Mr. Chairman. 

Mr. Rocers. At this point I ask unanimous consent to insert. the 
statement of my colleague, the Honorable Joe M. Kilgore of Texas. 

The CuarrMan. I am sorry. Mr. Kilgore was here, and I under- 
stood he was to be the next witness, but I understand he wants that 
done. Tis statement will be included in the record at this point. 

(The statement of Hon. Joe M. Kilgore, Member of Congress from 
the 15th District of the State of Texas, is as follows :) 


STATEMENT OF JOE M. KInLGcore, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
oF TEXAS 


Section 5 of the proposed Harris-O’Hara 1957 Natural Gas Act amendments 
deals with validity of existing prices and disposition of pending proceedings. 
‘he provisions of that section treat certain independent producers differently 
who were unfortunate enough to have had their rates subject to FPC proceed- 
ings at an early stage of the regulation after the Phillips case. Specifically, 
this group is covered by these producer rate cases where the Commission has 
issued its final order rejecting a contract rate increase and review proceedings 
have not been instituted in a court of appeals prior to January 1, 1957, 

Under subsection (b) of section 5, prices being paid or payable, as the case 
may be, on the date that subsection takes effect, are declared to be valid prices, 
With the exception of four specifically enumerated categories, which are pre- 
sented in paragraphs (1), (2), (8), and (4) of subsection (b). Paragraphs 
(1), (2), and (8) deal with cases pending before the Commission. Paragraph 
(4) deals with cases pending before the courts on review of a rate order of the 
Commission. Paragraph (4), however, is expressly limited to those review 
proceedings instituted prior to January 1, 1957. 

Under these provisions any rate case decided by the Commission prior to the 
effective date of the new legislation would be denied the benefit of this legisla- 
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tion even though appellate proceedings to review the order of the Commission 
is pending on the date the amended legislation becomes effective. If this be 
its effect, it seems manifestly unfair to treat those producers whose rate pro- 
ceedings are pending in the courts differently from the other producers whose 
rates are still before the Commission. Such discrimination would be unfair 
to the affected producers and gives an unwarranted windfall to the purchasers, 
based solely on the vagaries of the Commission’s hearing calendar. 

In order to eliminate this possible discrimination, the following amendments 
are suggested, although other amendments may be equally effective to achieve 
the same objective, viz: 

Amend paragraph (4) of section 5 (b) by striking the paragraph completely 
and inserting the following in lieu thereof: 

“(4) The proceedings set forth in paragraphs (1), (2) and (3) of subsection 
(b) in which the Commission has entered a final order prior to the date this 
subsection takes effect, which order was the subject of a court review pursuant 
to the provisions of section 19 (b) of the Act, or in which the time for filing and 
appeal with respect to such order has not expired at the time this subsection 
takes effect.” 

Amend subsection (d) of section 5 by striking the word “and” between ‘(2)” 
and “(3)” on line 7, and adding the following after “(3)”: “and (4)”. Amend 
section 5, subsection (d), further by adding the following two sentences after 
the single sentence of that subsection : 

“With respect to an order of the Commission specified in paragraph (4) of 
subsection (b) of this section which is the subject of a court review pursuant to 
the provisions of section 19 (b) of the Act at the time this subsection takes effect, 
the court in which such review proceedings are pending shall remand the case 
to the Commission for determination of the reasonable market price of the 
natural gas at the delivery point specified in the producer contract. 

“If, with respect to an order specified in paragraph (4) of subsection (b) of 
this section, the period for taking an appeal pursuant to the provisions of section 
19 (b) of the Act has not expired and no appeal has been filed, the Commission, 
after notice and opportunity for hearing, shall proceed promptly to determine 
the reasonable market price of the natural gas at the delivery point specified in 
the producer contract.” 


The Cuatrman. I have also a request from our colleague, Hon. Fred 
Schwengel of Lowa for permission to insert also his statement in the 
record. This will be included in the record at this point. 

(The statement of Hon. Fred Schwengel, Member of Congress from 
Towa, is as follows :) 


STATEMENT OF HON. FRED SCHWENGEL, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF IOWA 


Mr. Chairman, my purpose in appearing before the committee this morning is 
to make a written statement from the city of Muscatine, lowa, a part of the 
hearings on legislation to amend the Natural Gas Act. This statement was 
drafted by the Muscatine, Iowa, city attorney, R. K. Stohr, in behalf of the mayor 
and city council. I respectfully request that it be made part of the record of 
these proceedings. 





WRITTEN STATEMENT OF R. K. Stour, Ciry ATTORNEY OF MUSCATINE, IOWA 


Muscatine, Iowa, is a city of 20,000 plus, situated on the Mississippi River 
and which receives it natural gas from the Natural Gas Pipe Line Company of 
America through the Iowa Electric Light & Power Co. of Cedar Rapids, Iowa. 

The purpose of this statement is to register the opposition of the city of 
Muscatine, Lowa, through its mayor and council to the Natural Gas Act Amend- 
ments of 1957 (H. R. 6790, 85th Cong., Ist sess.). 

The business of selling natural gas in interstate commerce is affected with 
a public interest which requires the regulation now provided by the Natural 
Gas Act. Such gas is unique in that it can only be transported economically 
through a pipeline. Natural-gas consumers are “captive” customers, dependent 
entirely upon Federal producer price regulations for protection against price 
gouging. The producer, transporter, distributor, and ultimate customer are 
linked together and the freedom of action, or choice of several suppliers, found 
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in the buying and selling of commodities and goods in the open market 1s not 
found in the sale of natural gas in the field, at the city gate or at the consumer’s 
meter. 

H. R. 6790 recreates the very evils, to wit—the exploitation of consumers— 
which the present act is intended to eliminate, as it allows big oil and gas 
companies who so dominate the field as to have monopoly powers, to exhort 
unreasonable and exorbitant prices for an essential public service by revoking 
the power under the Natural Gas Act to require just and resonable prices. 

The city of Mucatine, Iowa, feels that there is no reason for the passage of 
this bill, it is unnecessary and unreasonable, and not in the interest of the public. 
That the producers of natural gas who sell said gas for use in interstate 
commerce should be continued to be regulated by the Federal Power Commission 
under the Natural Gas Act. 

Respectfully submitted. 

R. K. Stowe, 
City Attorney, Muscatine, Iowa. 


The Cuairman. I have a request from our colleague, Hon. John E. 
Fogarty, together with a statement which he requests be included in 
the record. 

It will be included in the record at this point. 

(The statement of Hon. John E. Fogarty, Member of Congress from 
the Second District of the State of Rhode Island, is as follows:) 


STATEMENT OF Hon. JOHN E. FoGArty, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF RHODE ISLAND, ON PROPOSED AMENDMENTS TO THE NATURAL GAS 
ACT 


Mr. Chairman, I appreciate the opportunity of testifying on H. R. 6790 and 
related bills which have received the earnest consideration of your committee 
for the past several weeks. While I do not regard myself as an expert on 
the matter of natural gas, I have followed these hearings with a great deal 
of interest and wish to commend you and the other members of the committee 
for the attention which you have given the views of both proponents and oppo- 
nents of the basic legislation. 

As Congressman from the Second District of Rhode Island, I represent thou- 
sands of consumers of natural gas who are totally dependent on a source of 
supply located in areas of the country far removed from them. These people 
have been appropriately termed “captive consumers” of natural gas. They 
have no freedom of choice between competitors in this all-important commodity, 
hence they have no protection against unreasonable price increases in the cost 
of the basic commodity. This lack of a free market is an item so essential to 
their everyday needs is a compelling reason for me to view with some alarm 
the consistent efforts of the proiitable and highly organized oil-gas industry 
to free itself from the regulation intended by the Natural Gas Act of 198s. I 
say the oil-gas industry for the reason that natural gas as a byproduct of oil 
exploration is principally controlled by the same small group of powerful oil 
companies which recently rocked the consuming public from coast to coast 
with their post-Suez petroleum product increases. The basic purpose of Federal 
regulation under the Natural Gas Act is and should be the advancement of the 
publie interest by balancing the self-interest of the owners of producing gas 
wells with the interest of the more than 21 million American families who have 
come to depend upon gas for family and household needs. Since the Phillips 
decision in 1954, however, the Federal Power Commission has scarcely been given 
the opportunity to carry out this public-interest purpose, and yet this proposed 
legisiation would make that task impossible for the simple reason that it is 
weighted in favor of the producers. 

I am sure you are surfeited with statistics after these many weeks of hear- 
ings and I do not propose to burden the record further on that score. Moreover. 
you have had presented to you a careful section-by-section analysis of this bill 
by both proponents and opponents. For my part, I propose to state my objee- 
tions in a nontechnical, simple fashion. After a careful examination of H. R. 
6790, IT am compelled to the conclusion that there has been no demonstrated 
need for this legislation. TI have been unable to learn of one single natural-gns 
producer who has suffered from the appropriate regulation which the Federal 
Power Commission is authorized to administer under the present provisions of 
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the Natural Gas Act. Financial statistics available on the pages of any of our 
newspapers have told us during recent months that the oil-gas industry is 
enjoying its period of highest prosperity. For them the recent 1-cent-per-gallon 
price increase in fuel oil and gasoline added to these rising profits and based 
on a 9-million-barrel-per-day consumption of petroleum products in the United 
States, it meant more than a billion dollars a year out of the pockets of American 
consumers. Rising costs of natural gas would take additional tolls from the 
consuming public and add them to the rich profits already enjoyed by an in- 
dustry which we favor with special tax treatment designed to offset the special 
risks which are inherent in their operations. 

In his veto message of February 1956 returning H. R. 6645, President Eisen- 
hower pointed out the need for any new legislation to include specific language 
protecting consumers “in their right to fair prices.” Mr. Chairman, I am unable 
to find any such language contained in H. R. 6790. I believe with the President 
that consumers do have a right to fair prices of natural gas and I further 
believe that the only way to protect that right is through Federal regulation 
by the Federal Power Commission over prices charged for natural gas delivered 
to interstate pipeline companies. This bill, in my opinion, would only impede 
and hamper that needed regulation. 

I have been much inpressed with the provisions of H. R. 6813, a bill spon- 
sored by Mr. Macdonald which in effect steers the middle course on this gen 
eral subject of regulation of sales of natural gas in interstate commerce. As 
I understand it, enactment of this bill would remove from Federal regulation 
approximately 96 percent of the producers who make sales to interstate pipe- 
line companies. However, it would leave subject to regulation those large 
producers who sell in excess of 90 percent of all the natural gas which is the sub- 
ject of sale in interstate commerce. After hearing so much about the plight of 
the small independent gas producer—but never really seeing one who came before 
any of our committees to tell his story—I would imagine that this proposal would 
be welcomed by the vast majority of the members of the oil-gas industry. T am 
reliably advised, however, that to date there has been little enthusiasm shown 
by the industry itself in support of the Macdonald bill. If this is correct, it 
only confirms my belief that there has been no demonstrated need for any legisla 
tion whatever. But if we must have legislation designed to relieve natural gas 
producers from threatened Federal regulation, I intend to give serious considera- 
tion to full support of this enlightened proposal. 

In conclusion, therefore, I respectfully submit that H. R. 6790 is not designed to 
serve the public interest in that it contains no assurance that consumers of 
natural gas will be protected in their right to fair prices, but on the other hand, 
will weight the scales heavily in favor of a monopoly industry which needs to be 
regulated in this phase of its activity. 


The CHatrMan. We have a statement from our colleague, the 
Honorable James Roosevelt of California, asking that his statement 
be included in the record. And it will be included at this point. 

(The statement of Hon. James Roosevelt, Member of Congress 
from the 26th District of the State of California, is as follows :) 


STATEMENT OF HON. JAMES ROOSEVELT 


Mr. Chairman, distinguished members of the committee, I come before you 
only because of my deep conviction that the subject matter of H. R. 6790, 
which you are considering, deeply affects every American that we as Congresss 
men represent. 

This bill, in short, will exempt producers of natural gas from regulation by 
the Federal Power Commission. The Federal Power Commission wonld be 
barred from looking into the initial cost of production which is, as rate ex- 
perts agree, a basic condition for the regulation of any commodity. In fact, 
most price increases in recent years can be traced back to increased prices by 
the producer. The reasonable market price formula in this bill is a meaning- 
less yardstick which would in effect exempt the producers of natural gas from 
Federal regulation. This means that this bill wholly disregards the interests 
of the consumer. 

Even under present regulation by the Federal Power Commission, which is 
no friend of the consumer, profits of the natural-gas industry have been rising. 
Eight of the leading producers averaged profits of 36 percent in past year and 
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net income of all the pipeline companies—$238,131,486—rose 4 percent over the 
previous year. 

California, next to Texas, is the largest user of natural gas in the United 
States. Natural gas there is rapidly reaching a price level which is in com- 
petition with other fuels for industrial and space-heating purposes for busi- 
nesses. Therefore, any price increase to distributing companies must be added 
to residential customers, particularly if an industrial load factor decline re- 
sults in new cost allocations. Thus, regulation of the production (wellhead) 
rate is a prerequisite for adequate protection of consumers. I need not add 
that residential consumers find it almost prohibitive to convert to oil or elec- 
tricity for heating of homes. Even a minor increase in the present rates will 
result in millions of dollars charged to rate payers. In the minority report 
of -your committee in the first session of the 84th Congress it was calculated 
that a 15-cent increase per thousand cubie feet will cost the people of California 
over $100 million annually. 

The proponents of this bill argue that competition in the industry is sufficient 
to assure a fair price to the public. The real facts are that 85 percent of all 
the natural gas sold in interstate commerce for resale is produced by less than 
100 companies and that one-third of this supply is furnished by 7 companies. 
This concentration of ownership naturally imposes limitations upon effective 
competition among sellers. The real competition is between buyers. It is 
for this reason that even stalwart supporters of an unregulated economy (such 
as Senator William Jenner, of Indiana) last year felt compelled to vote against 
a similar bill. 

In addition, we must remember that the bulk of our natural-gas reserves 
are owned by a very few giant oil companies who know pretty well where the 
natural gas is already. Freeing these companies from regulation, with an 
inevitable increase in price, would enhance the value of their holdings by untold 
sums of money. It would give them a windfall such as this country has never 
seen in the field of natural resources. 

I am, therefore, joining the mayors of America’s leading cities, and other 
consumer groups, in urging that you reject H. R. 6790, a bill which serves the 
interests of a few at the expense of many. I believe that your committee ought 
to give serious consideration to measures designed to broaden the power of the 
Federal Power Commission in order to deal more efficiently with the conserva- 
tion of available supplies of natural gas. Such measures might include giving 
the Commission jurisdiction over direct sales in order that the wasteful use of 
natural gas for inferior purposes might be regulated. 

The consumer has a stake, not only in keeping the price of natural gas within 
reasonable limits, but also in the conservation of a natural resource which in 
some areas has an alarmingly short life index. 


The Cnairman. We have a request from our colleague, the Honor- 
able John C. Watts, of Kentucky, to insert a statement in the record, 
which will be included in the record at this point. 

(The statement of Hon. John C. Watts, Member of Congress from 
the State of Kent ucky, is as follows:) 


STATEMENT OF CONGRESSMAN JOHN C. Watts 


LEGISLATION SHOULD NOT BE ENACTED TO REMOVE THE PRODUCERS OF NATURAL GAS 
FROM REGULATION BY THE FEDERAL POWER COMMISSION 


My purpose in presenting this statement to you is to call your attention to 
the undesirability of favorably considering H. R. 6790, which is a revised 
draft of H. R. 6645, the so-called Harris bill of the 84th Congress. 

Several superficial changes have been made in the Harris bill since its 
passage and veto last session, but, in my judgment, the purpose of H. R. 6790 
is the same. That objective is to remove producers and gatherers of natural gas 
from regulation so that they will be free to charge the maximum possible price 
for natural gas sold to gas companies in lieu of charging a just and reasonable 
rate as required under the existing Natural Gas Act of 1938. 

Much has been said in the past several Congresses with respect to legislation 
on this subject and, for this reason, I will confine my remarks to the main issues 
and the changes in H. R. 6790 over its predecessor, H. R. 6645. 
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THE CHANGES TAKE THE PIPELINES OFF THE HOOK BUT LEAVE THE CONSUMER 
HELPLESS 


Although the changes made in the Harris bill are said to provide protection 
for the consumer, these changes simply relieve the pipeline and loca] dis- 
tributing companies from an impossible situation which would have been created 
by the language employed in H. R. 6645. Under last session's bill, the Federal 
Power Commission would have had no regulatory control over the price charged 
by producers and gatherers to a pipeline company. At the same time, the 
pipeline company was prevented from including in its rate base any portion 
of the price it had to pay pursuant to a new contract which was determined by 
the Federal Power Commission to be in excess of a reasonable market price. 
Thus, that bill, under a number of circumstances, might have prevented a gas 
company from passing along to ultimate purchasers portions of the price it had 
to pay for natural gas. It is conceivable that in some circumstances such a 
provision would have amounted to confiscation. 

There is little wonder, then, that passage of the bill last session was accom- 
panied by strong opposition of many segments of the gas industry who had 
joined the ranks of the consumers in protesting the release of the producers 
from any regulatory control over their prices. 

Proponents of the bill had an almost impossible task. On the one hand, 
it appeared necessary to assuage the fears of the pipeline companies by indi- 
eating that reasonable market price meant almost any price contracts for; 
and, on the other, to assure the consuming public that the reasonable market 
price restriction prevented a wholesale raid on the consumer pocketbook. 

In an effort to satisfy pipeline companies, the committee report went to great 
lengths to point out that the “reasonable market price for gas” meant anything 
but “‘a just and reasonable price’ and could be passed on to the consumer. In the 
minority report of the dissenting House committee members last session, it was 
said: 

“It is nothing more than the highest available price and that price which the 
market will bear. This will be a constantly fluctuating price with no consistent 
standard of reasonableness—it is not realistic as it represents no actual out- 
lay—it constitutes the impact of consumer demand on a limited supply of an 
exhaustible natural resource. The cost of production for the gas and other 
necessary criteria which should enter into the determination of a ‘just and 
reasonable price under reliable rate regulations are ignored.” 

The basic difference between this year’s bill and the bill of last session is to 
simply assure the pipeline company that charges made to it for the natural 
gas it buys may be passed along to its purchasers and ultimately to the consumer. 
This is accomplished by preventing the pipeline company from paying and the 
producer from charging a price other than the “reasonable market price.” 

Undoubtedly, this removes beyond doubt the pipeline companies from an 
awkward situation which would have been created by the legislation as drafted 
last year, but it leaves the consumer in a helpless and hopeless position. 


“REASONABLE MARKET PRICE” REQUIREMENT IN BILL IS SIMPLY A DEVICE WHERERY 
PRODUCERS OF NATURAL GAS CAN CHARGE ALL THE TRAFFIC WILL BEAR 


“Reasonable market price” was the standard to be employed under the Harris 
bill of last session in determining whether or not a pipeline company could 
“pass on” to his purchaser the full price charged the pipeline for the gas by the 
producers. Proponents of the bill last session, as has been pointed out, were 
anxious to explain to the pipeline interests that “reasonable market price” 
meant considerably higher prices than allowed under the utility-rate formula 
ealling for “a just and reasonable return.” 

Under the revised legislation this session preventing the producer from charg- 
ing in excess of a “reasonable market price” for the gas, it cannot be maintained, 
contrary to explanations made last year, that the term “reasonable market 
price” means something different and will not protect the consumer against 
being charged higher prices for natural gas. 

The market price standard for determining the reasonableness of the price 
charged for natural gas in a field under present day circumstances means 
nothing more than permitting the producer to charge whatever the traffic will 
bear. Competitively determined prices, under existing circumstances, are prices 
arrived at by competing consumers (not sellers) all bidding against each other 
for a limited supply. In such a market the price will tend to be much, much 
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higher than the actual cost of exploration and production plus a reasonable 
profit. 

One inescapable fact calls for denial of the producers’ demands that they be 
removed from governmental regulation. Natural gas is not the same type of 
commodity as coal, gasoline, oil, wood, or steel. In the first place, unlike other 
minerals, it is marketed almost exclusively to utility companies whose prices 
and services are regulated in the public interest. 

The purchaser of natural gas can do very little shopping around for it, be 
cause a pipeline can’t be shuttled here and there like a garden hose. Moreover, 
the home provider can’t back his car up to the loading platform of the local 
distributor, open the trunk and say, “Give me 25 pounds of natural gas,” just as 
though he were buying charcoal brickets or ice. 

‘Once the gas company makes connection with its pipeline to the field of a 
producer, or the homeowner taps on to the line of the gas company, it is there 
to stay. Unless there is realistic regulatory restraint on the prices a gas com- 
pany has to pay, the gas company is going to have to pay a price that is as high 
as it can be without driving the ultimate consumer into using some other type 
of fuel. Considering the heavy costs to renters and homeowners for purchasing 
and installing new equipment to utilize another type of fuel, such a price would 
be stiff. 

PROVISIONS OF THE 1938 ACT SHOULD BE RETAINED 


The reasons which prompted Congress to pass the Natural Gas Act of 193! 
eall even more compellingly today for retention of FPC regulation of producers. 
The Supreme Court, in the case of Interstate Natural Gas Company v. Federal 
Power Commission, observed, in connection with the Natural Gas Act: 

“* * * unreasonable charges exacted at this stage of the interstate move- 
ment become perpetuated in large part in fixed items of costs which must be 
covered by rates charge subsequent purchasers of gas, including the ultimate 
consumer. It was to avoid such situations that the Natural Gas Act was passed.” 

In my studies of the Natural Gas Act and of the legislation purporting to 
amend it, I have never been able to escape the basic principle that it is theoreti- 
cally and practicably unsound to subject to regulation gas-transmitting and gas- 
service companies, leaving a major portion of the industry which is also “affected 
with the public interest” free from regulation and control. 

To pass this legislation would be to destroy the objectives and purposes of 
the 1938 act. For these reasons, I respectfully urge that the legislation not be 
reported favorably. 


The CHatrman. We have a request to include a statement by the 
Honorable George McGovern, of South Dakota, which will be included 
in the record at this point. 

(The statement of Hon. George McGovern, Member of Congress 
from the State of South Dakota, is as follows :) 


STATEMENT OF HON, GEORGE MCGOVERN 


Mr. Chairman and members of the House Committee on Interstate and Foreign 
Commerce, I wish to make a brief statement in respect to the legislative pro- 
posals before this committee now, seeking to remove the regulatory control 
presently exercised over field prices of natural gas, by the Federal Power 
Commission. 

It is my sincere opinion, that this committee will be acting in the best interests 
of the American people if it rejects these measures, and leaves intact the present 
authority of the Federal Government to continue its watchdog role in preventing 
any unfair profiteering, on the 29 million Americans who have invested more 
than $12 billion in gas-burning equipment to cook their meals and heat their 
homes. 

I make this appeal, not only on behalf of gas consumers, but all consumers. 
For it is only reasonable to assume that should the price of natural gas increase, 
a chain reaction would undoubtedly be put into motion throughout the vast feul 
industry, with a resulting general price rise in fuel oil, coal, and all fuels used 
by the people of this Nation. 

I say in all honesty that if the profit statements of the gas-producing com- 
panies indicated that they were experiencing economic difficulties under present 
regulations, I would strongly support any efforts they would institute to gain 
an adequate price increase before the Federal Power Commission. 
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The financial statements of eight of the largest gas-producing firms indicate, 
however, that they are not only gaining adequate returns, but that their profits 
are continually growing. I refer to the following gas companies: Tennessee 
Gas Transmission, El Paso Natural Gas, Texas Eastern, Northern Natural Gas, 
Transcontinental Gas, Panhandle Eastern, Southern Natural Gas, and Texas 
Gas Transmission. These firms experienced an average increase in profits last 
year amounting to 37 percent over 1955. Their profit increase ranged from 8 
percent, the lowest, up to 96 percent, the highest. 

In addition, on May 1, the Wall Street Journal reported that Phillips Petroleum 
Co., also a large producer of natural gas, estimated its income from this com- 
modity alone in 1957 would increase by $11 million over the previous year. 
This represents an 18 percent increase. 

But let us examine for a moment what the effect would be if Federal Power 
Commission authority to regulate natural gas prices were removed and producers 
given the green light to increase prices as much as they pleased. 

Let us use 1955 figures. since these are the latest availnuble. In 1955, based 
on utility reports, total sales of natural gas amounted to 6,333,740,000 Mef. 
Using this figure as the base for calculation, this means that an increase of 
only 5 cents per thousand cubic feet would add $316,6S7,000 to the annual 
natural gas bill of American consumers. 

An increase of 10 cents per thousand cubic feet would increase natural gas 
consumers’ gas bills by $633,374.000 annually, and a rise of 15 cents per thousand 
cubic feet would mean an additional cost of $950,061,000 to our gas consumers. 

Furthermore, this is only one facet of the case. Natural gas is used quite 
extensively, as you know, in the production of electric power. Therefore, an 
increase of 5 cents per thousand cubic feet would mean an additional cost of 
$58,176,307 annually for the production of electricity, a 10 cent per thousand 
cubic feet increase would add $116,362,615 to electricity costs, and a 15 cent per 
thousand cubic feet rise in price would boost electricity costs $174,528,923. It is 
only reasonable to assume again that this cost ultimately would be borne by the 
consuming public. Thus, the combined increase in electricity production and 
natural gas fuel prices could mean an overall additional cost of more than $1 
billion to American consumers. 

The natural gas firm serving my own State of South Dakota has an escalator 
clause written into its contracts with local distributors, allowing them to pass 
along all field price increases in the natural gas they produce. And I presume 
this is true of other firms as well. 

On the basis of 1955 natural gas sales in South Dakota, and the amount of 
electric power manufactured in 1954 through the use of natural gas, an increase 
of 15 cents per thousand cubic feet would mean South Dakota people would 
have to pay an additional $3.1 million over and above what they were paying 
in those years cited 

Natural gas prices at the wellhead were brought under public control because 
there is virtually little or no competition in the natural gas producing field. The 
Federal Power Commission was given authority to regulate natural gas prices 
hecause the public needed this measure of protection, and the assurance that 
their interests were being protected. 

Past history indicates that natural gas producing firms have only to show the 
FPC that they are in need of a price increase in order to obtain one. FPC con- 
trol has not worked any hardship upon natural gas producers. 

In view of the foregoing facts, I urge this committee to reject legislation which 
would remove natural gas prices from public regulation and scrutiny and uphold 
the rights of the American people to obtain this vital commodity that has been 
created in such vast abundance at a fair price to all concerned. 

I sincerely appreciate the opportunity to present this statement before you 
today. Many thanks for your courteous attention. 


The CuatrrmMan. We have a request from our colleague, the Honor- 
able Henry Reuss, of Wisconsin, which will be received and included 
in the record at this point. 

(The statement of Hon. Henry S. Reuss, Member of Congress from 
the Fifth District of the State of Wisconsin, is as follows :) 


STATEMENT OF REPRESENTATIVE HENRY S. ReEuUSS, OF WISCONSIN, IN OPPOSITION 
To H. R. 6790 


Mr. Chairman and members of the committee, the proponents of H. R. 6790 
are engaged in a great selling job, to pass off this bill as providing the protection 
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to the consumers of natural gas which a majority of the Members of Congress 
recognize as essential. 

On the surface, even the proponents of this legislation seem to have accepted 
the idea that there must be some Federal regulation of the producers of natural 
gas if the consumers are to be protected from unreasonable prices increases. 

A heavy smokescreen has been set up around this measure. But when the 
camouflage is penetrated, we find that this is the same old natural-gas bill mak- 
ing its third round of Congress after two vetoes. Like its predecessors, H. R. 
6790 would not protect the natural-gas consumer ; it will, in fact, make impossible 
the effective regulation of the sale of natural gas in interstate commerce. 

The Harris-O’Hara bill may have a new look, but all that has happened is 
that the wolf put on the sheep’s clothing. We have the same vicious, unregu- 
lated wolf disguised in the vague, indefinite language of meaningless regulation. 

There are more than 400,000 natural-gas Consumers in Wisconsin. Some 200,000 
of them are in Milwaukee County, and more than half of those are in the Fifth 
District. The selling job on this bill has not sold me, and it has not sold those 
people. 

What protection does this measure offer the consumer? It purports to regulate 
the sales of natural gas through creating a term—‘reasonable market price’- 
which is to be defined and determined by the Federal Power Commission. 

I am very much afraid that “reasonable market price” will turn out to mean 
“whatever the traffic will bear” as far as the natural-gas producers are con- 
cerned. 

Under this bill, the term “reasonable market price’ could be almost anything 
the FPC decided—the highest price paid, the lowest, or two-thirds of the cube 
root of X. The only thing the “reasonable market price” could not be based on 
is the most important factor in setting any sales price, namely, the costs of 
producing the commodity. 

Instead of prohibiting the FPC from examining costs, or making such exami- 
nation permissive, there ought to be, if anything, a clear directive to the FPC 
to consider costs as the major factor in determining “reasonable market price.” 

The proponents of this legislation argue that this bill protects the consumer 
by allegedly assuring adequate supplies of natural gas. Of course the people 
of Wisconsin, who have spent millions of dollars installing new gas appliances 
and converting to natural gas from other forms of fuel, would like to know that 
they will always have gas available. But equally important is that gas be avail- 
able at a reasonable price. 

This bill gives no more assurance of continuing gas supplies than does the 
present Natural Gas Act. Neither the Congress nor the FPC nor the President 
can increase the deposits of natural gas by statute, order, or decree. This bill 
gives no assurance of reasonable gas prices to the ultimate consumer—and we 
all know that he is the one who pays in the end for every price increase by the 
producer, the pipeline company, the distributing company. 

The ultimate consumer is a captive of the gas-distributing company ; the distri- 
butor is a captive of the pipeline: the pipeline is a captive of the producers in a 
particular area. It is a seller's market all the way along the line, and the price 
that the producer charges the pipeline company must be regulated by something 
other than the price the pipeline will bid, which is what “reasonable market 
price” seems likely to be. 

We have seen the oil and gas industry in action on this legislation before. They 
may have lacked finessee, but they have not lacked money or organization or 
time to press their claims for even greater preferential treatment than they now 
receive through their 274% percent Federal income-tax depletion allowance. 

The Wisconsin consumer of natural gas, like consumers in other States, is not 
organized. City and State officials and most of the Members of Congress try to 
represent the consumer's interests. But the consumer himself can’t come down 
to Washington to defend himself every time something like this comes up. He 
has to make a living back home, to pay for his gas stove and gas furnace and 
gas water heater and gass bill. 

If this bill becomes law, I prediet that it will increase the cost of natural gas 
to Wisconsin consumers by from 10 to 15 million dollars a year, perhaps more. 

Let us not turn our backs on the consumer in fear of the power or the anger of 
the multimillionaire monarchs of the natural-gas industry. 


The CHarrmMan. We have a request from our colleague, the Honor- 
able Thomas Ludlow Ashley, of Ohio, and his statement will be in- 
serted in the record at this point. 
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(Mr. Ashley’s statement is as follows :) 


STATEMENT BY Hon. THOMAS LupLOW ASHLEY IN OppoSITrION TO H. R. 6790, To 
AMEND THE NATURAL GAs ACT 


Mr. Chairman, I appreciate this opportunity to submit for the committee's 
consideration my reasons for opposing H. H. 6790, a bill which would effectively 
remove producers of natural gas from the regulating provisions of the Natural 
Gas Act of 1938, as amended. Then, as now, no one questioned the intent of Con- 
gress to establish a utilitylike regulation of an industry in which the public has a 
vital and vested interest. 

The legislation before this committee, however, would remove this public regu- 
lation and subject the 20 million American consumers of natural gas to the out- 
moded and ruthless all-the-traffic-can-bear test for setting consumer prices. I find 
it hard to believe that our Congress may be on the threshold of endorsing—in- 
deed, requiring—this test. 

At this point, I would like to set forth my specific objections to the proposed 
legislation. First H. R. 6790 would forbid the Federal Power Commission to 
base regulation of consumer prices on the cost-of-service principle. Instead, it 
would provide statutory authority to the FPC to grant regular price increases re- 
gardiless of producer cost. It would allow producers a reasonable market value, 
instead of a fair return on the cost of their own production. 

Second, H. R. 6790 offers producers of natural gas for sale to interstate natural- 
gas pipelines all but complete exemption from the Natural Gas Act of 1938. In 
fact, it would provide regulation only in the eases of carefully insulated pro- 
ducer contracts. And these very regulations are in complete contradiction to 
the consumer-protection principles on which the Natural Gas Act and more 
generally sound utility regulation are based. 

The new yardstick, the rather vaguely defined reasonable-market-price formula, 
would not act to protect the consumer interests. On the contrary, it would 
remove, by its very vagueness, any secure opportunity for effective court review 
of Commission decisions setting producer prices. 

Third, the proposed exemptions in H. R. 6790 would enable the large producers 
to escape public scrutiny of their capital and operating costs, profits, and sur- 
pluses. Yet it has long been the experience of all our regulatory commissions 
that public disclosure of the revenue-cost relationships of such companies pro- 
vides the most important and meaningful factor in effective regulation. There 
seems to me ample reason to suspect that the big gas-oil producing corporations, 
supporting the drive for exemption of producers from regulation under the 
Natural Gas Act, are motivated, at least in part, by the desire to avoid public 
scrutiny of their financial operations. 

Consider the attitude conveyed in the remarks of Car] Illig, associate general 
counsel of the Humble Oil & Refining Co., before the 1956 meeting of the public 
utility law section of the American Bar Association. 

Mr. Illig expressed “some resentment at the extraordinary chain of events 
through which the producer had been subjected to regulation as if he were a 
public utility.” This, to me at least, indicates that oil-gas produces want to be 
permitted to take full advantage of the high utility market for natural gas— 
long a bonanza to the producer interests—without undertaking the obligation 
of service at cost, including full return on investment plus reimbursement for 
all exploratory and development costs, essential to regulation. 

Mr. Leland Olds, currently of Energy Research Associates, formerly Chairman 
of the FPC and eminent authority on public-power policy, has quoted some 
significant cost-to-consumer figures compiled by Thomas D. Bailey, petroleum 
engineering consultant for the city of Oklahoma, projecting estimates of what 
may follow if H. R. 6790 is passed. I was most interested in the estimated 
figures for my own State of Ohio—currently ranked third behind Texas and 
California in total natural-gas consumption. If the price of natural gas at the 
wellhead is based on the ceiling established by other fuels—a practice likely to 
follow passage of this bill—Ohio consumers would pay an estimated $26,670,000 
additional annually if field prices were increased 5 cents per thousand cubic 
feet and an estimated $80,011,500 additional at 15 cents per thousand cubic 
feet increase. 

Mr. Chairman, if an increase of $80 million is to be borne by consumers in 
but one State, then it is a safe assumption that the country will be asked to fill 
the pockets of a few big gas companies with fortunes that would make King 
Saud green with envy. 
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I sincerely trust that this committee will not approve H. R. 6790, thereby 
giving statutory sanction to the large gas producers of this country to gouge 
the American gas-consuming public. 


(The following letter was received from Hon. Edward P. Boland 
for the record :) 


House OF REPRESENTATIVES, 
Washington, D. C., June 10, 1957. 
Hon. OrEN HARRIS, 
Chairman, House Interstate and Foreign Commerce Committee, 
Washington, D. C. 


Dear Mr. CHAIRMAN: May I take this opportunity to testify in opposition to 
H. R. 6790, the bill before your committee that would amend the Natural Gas 
Act so as to remove Federal controls over the sale of gas at the wellhead. 

I am very deeply concerned over the effect of such legislation which would 
mean higher gas bills for the consumer—the little man who is now feeling the 
pinch of inflation. 

Mr. Chairman, I represent the Second District in Massachusetts which is 
hundreds of miles away from the section of the country where natural gas is 
obtained. My constituents are captive consumers of natural gas. They buy it 
from a distributing company, which in turn buys from a gas transmission line 
company. If the controls are removed, you can readily see who is going to dig 
down into their pockets to pay for the increased costs of this gas to the gas 
transmission line company at the wellhead—the little consumer, of course. The 
intermediary cousumers will merely pass the added costs down the line. 

Remove the Federal regulations with this legislation and you wipe out the 
price protection that the gas user now has and is entitled to under the Supreme 
Court’s ruling in the now celebrated 1954 test case of the Phillips Petroleum Co. 
That decision conclusively stated that the Federal Power Commission does 
possess regulatory authority over the independents under the act. 

To strip the Commission’s authority to control natural gas prices at the wells 
would be a direct financial blow to the end consumer. This bill before your 
committee should be rejected in the public inteerst. 

Sincerely yours, 
Epwarp P. BoLanp, 
Member of Congress. 

The Cnaman. A few days ago Mr. Bennett requested certain in- 
formation from the FPC. This information has been received and 
will be inserted in the record at the appropriate place. 

I have a letter addressed to me by John W. Boatwright with refer- 
ence to information concerning the proposed legislation, regarding 
certain things that have been brought up recently during the sessions 
of the hearings. 

Mr. Boatwright has a statement in the record and a supplemental 
statement. And so this will be received and included in the record 
at this point. 

(The letter referred to follows :) 

JUNE 8, 1957. 
Hon. Oren Harris, 
House of Representatives, 
Washington, D. C. 

Dear Mr. CONGRESSMAN: There has been one thought frequently brought up 
by opposition witnesses to the Harris-O’Hara bills. That is that new supplies 
discovered after the Phillips decision were new all-time industry highs. Mr. 
Michael Shea referred to this when he said: “* * * supporters of the Harris- 
Fulbright bill * * * maintained that if such legislation were not enacted 
promptly the gas producers of the country would be compelled to cut back their 
well-drilling program with the result that the natural gas reserves would fall 
below the consumer requirements of the future. Exhibits 2 and 3 included with 
this statement show that such contentions were without substance and that the 
predictions of such dire consequences have not and probably will not material- 


ize” (pp. 2 and 3). Exhibits 2 and 8 offered data on production, well drilling 
and reserves. 


1630 NATURAL GAS ACT 


It is true that both wildcat and total well drilling are holding up very well. 
An industry of the size and significance of the total exploratory and development 
phase of the oil and gas industry is not going to be revolutionized in 2 or 3 years 
when you examine end results. This is true because: 

(a) Exploratory crews (seismograph, ete.) precede the drill in many ciuses 
by a matter of years to mark out the likely areas. 

(6) Land leases are usually for 5 or 10 years and leases on promising areas 
marked out by scientific crews in the past are not going to be released until 
tested. 

Students of the industry follow activity at the very outer margin of our 
competitive activity in the search for promising productive areas. This requires 
study of the number of geophysical, seismograph and core drilling crews at 
work. For your information I present the averages by 6-month periods since 
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2060 —tet 6 WG SS oo ek ie Boy Seek ee oe * 626 
2d 6 months___ Sot ee ee a ees oe Bae - : : 621 


1 Partly estimated from preliminary reports. 
Source: Interstate Oil Compact Commission. 


It is difficult to understand how complacency can be built on a decline from an 
average number of crews of about 750 to about 620 in a 3-year period. Factually, 
there has been a decided turn down of exploratory efforts since the Phillips 
decision. We are drilling up areas marked out and leased before Phillips. 

I should like to make one other point concerning Michael E. Shea’s testimony 
which has to do with his exhibit 4, “Earnings Reports of 30 Oil and Gas Com- 
panies.” 

The data presented do not establish the points for which they were introduced. 
They represent the results of integrated operations and include, among other 
things, earnings from foreign operations, earnings from transportation of crude 
oil and finished refined products, profits that may have resulted from refinery 
operations, profits that may have resulted from marketing operations, and profits 
or losses from both oil and gas on the part of all of the companies listed without 
any indication of the proportionate part of the responsibility that may have been 
attributable to gas. 

A tabulation of gross earnings of a company without any attempt to assign 
responsibility for such earnings to the various parts of the company, offers no 
valid evidence that any particular segment of that company may not be adversely 
affected by new regulatory procedures proposed on that particular segment. 

Yours very truly, 


JOHN W. BOATWRIGHT. 


The Cuatrman. This concludes the hearing this morning. The 
committee will recess until 2 o’clock this afternoon at which time Mr. 
Heyke will be the witness. 

The committee will be in recess. 

(Whereupon, at 12:10 p. m., the committee adjourned, to reconvene 
at 2p. m., this day.) 
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AFTERNOON SESSION 


The Cuairman. The committee will come to order. 

At the outset, I believe Mr. Macdonald had some statement he would 
like to include in the record. 

Mr. Macponaup. Yes, Ido. Thank you, Mr. Chairman. 

I have some statements which I will not necessarily read into the 
record, but from the district which I represent there are resolutions 
prepared by the various boards of selectmen in the towns, and by the 
common council and aldermen in the cities, which I would like to have 
included in the record. They indicate they are opposed to the Harris- 
O'Hara bills. 

Thank you, Mr. Chairman. 

The Cuairman. They will be received for the record at this point. 

(The documents referred to are as follows:) 


MALDEN, MAss., June 21, 1957. 

His Honor the Mayor has approved paper No. 530, current series. 

Selow please find a copy : 

“Offered by all members of the city council. 

“Whereas natural gas is one of the three major sources of energy for the citizens 
ol Malden; and 

“Whereas the citizens of Malden, constituting a captive market for the dis- 
tribution of natural gas, would be vitally affected if pending Federal legislation 
to exempt producers of natural gas from effective price regulation by the Fed 
eral Power Commission is permitted to become law ; and 

“Whereas the gas consumers of Malden, whose freedom to choose other com- 
peting sources of energy is severely restricted by the nature of their substantial 
investment ip natural-gas equipment and their dependence upon the continuous 
supply of natural gas at reasonable prices, are entitled to expect that their rights 
and interests shall be fully protected by the Congress of the United States and 
by all Federal regulatory agencies ; and 

“Whereas the enactment of H. R. 6790, the so-called Harris bill, would jeop- 
ardize effective price regulation of natural gas by the Federal Power Commission 
by permitting the producers and gatherers of natural gas to charge whatever the 
traffic will bear ; and 

“Whereas the enactment of the Harris bill will most certainly increase the 
price of natural gas to the natural-gas consumers of the city of Malden: There- 
fore be it 

“Resolved, That the Malden City Council does hereby record its vigorous oppo- 
sition to the enactment of the Harris bill, H. R. 6790; and be it further 

“Resolved, That the Malden City Council does hereby record its support of the 
Macdonald bill, H. R. 6813. 

“Councilman KENNETH J. WELSH, 


“Ward No. 2. 
“Paper No. 530, current series, of which the above is a true copy. 

“Passed June 11, 1957, by the common council, the common council consisting 
of 24 members. 

“Passed June 11, 1957, by the board of aldermen, the board of aldermen con- 
sisting of eight members. 

“Approved June 21, 1957, by His Honor, Mayor Fred Lamson. 

“Attest: 


“RAYMOND F. Mooney, City Clerk.” 


Ciry or Meprorp, MAss., In Ciry Counctn, MAy 21, 1957 


Offered by all member of the city council. 
Whereas natural gas is 1 of the 3 major sources of energy for the citizens of 
Medford ; and 


Whereas the citizens of Medford, constituting a captive market for the dis- 
tribution of natural gas, would be vitally affected if pending Federal legislation 
to exempt producers of natural gas from effective price regulation by the Fed 
eral Power Commission is permitted to become law : and 
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Whereas the gas consumers of Medford, whose freedom to choose other com- 
peting sources of energy is severely restricted by the nature of their substantial 
investment in natural-gas equipment and their dependence upon the continuous 
supply of natural gas at reasonable prices, are entitled to expect that their rights 
and interests shall be fully protected by the Congress of the United States and 
by all Federal regulatory agencies ; and 

Whereas the enactment of H. R. 6790, the so-called Harris bill, would jeop- 
ardize effective price regulation of natural gas by the Federal Power Commission 
by permitting the producers and gatherers of natural gas to charge whatever the 
traffic will bear ; and 

Whereas the enactment of the Harris bill will most certainly increase the price 
of natural gas to the natural gas consumers of the city of Medford: Therefore, 
be it 

Resolved, That the Medford City Council does hereby record its vigorous oppo- 
sition to the enactment of the Harris bill, H. R. 6790. 

In city council, May 21, 1957, passed. 

A true copy, attest : 

-— , City Clerk. 


SPEAKER'S Room, 
House OF REPRESENTATIVES, STATE HOUSE, 
Boston, May 14, 1957. 
Hon. TorBert H. MAcDONALD, 
House Office Building, Washington, D. C, 


Dear Torsy: I agree with your position in regard to the Harris bill, H. R. 
6790, as outlined in your letter of May 10. You may record me as definitely in 
opposition to the bill if you wish. 

Many thanks for having written me about this measure. 

With kind personal regards and every good wish, 

Sincerely, 
MIKE SKERRY. 


BOARD OF SELECTMEN, 
l'own of Stoneham, May 16, 1957. 
Congressman TorBERT H. MACDONALD, 
House of Representatives, 
Washington, D. C. 


Dear Congressman MacpDoNALD: The Board of Selectmen of Stoneham, meeting 
in regular session May 14, 1957, voted to notify you as Congressman from our 
Eighth Congressional District of Massachusetts, that it is the desire of the Stone- 
ham selectmen to oppose passage of H. R. 6790, the so-called Harris bill. 

As a member of the House Interstate and Foreign Commerce Committee, the 
selectmen of Stoneham request that you Officially record the opposition of this 
board to the Harris bill, H. R. 6790. 

Respectfully yours, 
BOARD OF SELECTMEN, 
By WinTHROoP A. McCartTHry, 
Clerk. 


Town or Saucus, Mass., May 18, 1957. 
Congressman TORBERT H. MACDONALD, 
House Office Building, Washington, D. C. 


Dear CONGRESSMAN: We, the undersigned, town manager and Board of Select- 
men for the Town of Saugus respectfully request that you oppose H. R. 6790, 
otherwise known as the Harris bill. 

This bill, if passed, will be detrimental to the best interest of the people of 
Massachusetts and will inevitably lead to higher gas rates to our already over- 
burdened consumers. We deeply appreciate the interest you are taking in oppos- 
ing this bill and sincerely hope that you will place the town of Saugus on record 
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as opposed to this bill and continue to do everything within your power to bring 
about its defeat. 


Very truly yours, 
DANIEL E. McLEAN, 
Town Manager. 

JOHN J. BUCCHIERE, 

MYRON DONOGHUE, 

VERNON W. EVANS, 

Davip R. NAGLE, 

SAMUEL LUDWIG, 
Board of Selectmen, 


OFFICE OF THE Mayor, Crry HALL, 
City of Boston, May 13, 1957. 
Hon. Torsert H. MACDONALD, 
House of Representatives, Washington, D.C. 


Dear Torsy: I have your letter informing me of the hearings on the Harris bill 
H. R. 6790, relating to regulations on the production of natural gas. 

On May 3, I wrote a letter to Mayor Richardson Dilworth of Philadelphia, who 
is Secretary of the United States Mayors’ Committee on Natural Gas Legislation, 
informing him of my willingness to cooperate with his committee in opposing the 
Harris legislation. 

It is my opinion that this bill would weaken and water down the authority 
of the Federal Power Commission to control rates eventually charged natural- 
gas consumers in our cities. Therefore, any weakening of this control will have 
an adverse effect on the city of Boston, among other cities. Like yourself, I 
am not too favorably inclined to Government regulation of business. Neverthe- 
less, in this instance, I believe the ultimate consumer must be protected. 

I have authorized Mayor Dilworth to make whatever use of the communica- 
tion I sent him on May 3 he may think is wise or necessary. Unfortunately, I 
eannot be at the hearing. You may, if you will, also express my opposition to the 
passage of the bill. I will appreciate it if you will do so. 

I am happy to know of your interest in this legislation for I believe that the 
consumer will not get the best of it, but the worst of it, if such legislation is 
enacted. 

With every best wish, I am, 

Respectfully, 
JOHN B. Hynes, Mayor of Boston. 


SOMERVILLE, MaAss., May 17, 1957. 
Congressman ToRBERT H. MACDONALD, 


House of Representatives, Washington, D. C.: 


Have been away from office. Just returned. If not too late record me as 
opposed to the Harris bill. 


Mayor WittiaAM J. DONOVAN. 


OFFICE OF THE MAyok, 
Everett, Mass., May 17, 1957. 
Congressman TorBERT H. MACDONALD, 
House Office Building, Washington, D.C. 

DEAR CONGRESSMAN: This will acknowledge with thanks your letter of May 
10, 1957, relative to the Harris bill (H.R. 6790). 

While, like you, I am not in favor of Federal regulations as a matter of prin 
ciple, the monopoly aspects are very dangerous, and it would appear to me that 
Federal supervision is the only possible solution to protect the consumer of gas. 

I notice, too, that the United States Mayors’ Committee on Natural Gas Legis- 
lation is opposed, as am I, to the weakening of Federal control over natural-gas 
rates for without Federal controls we in the Northeast would be at the mercy 
of the natural gas producers and gatherers. | 

With kindest personal regards, I am ; 

Sincerely, 


Puivie J. Crowriey, Vayor. 
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BOARD OF SELECTMEN, 
Wakefield, Mass., May 21, 1957. 
Congressman TORBERT H,. MACDONALD, 
Congress of the United States, 
House of Representatives, Washington, D.C. 


DEAR CONGRESSMAN MAcbpONALD: Mr. Lucian Colucci, chairman of the Wake- 
field Board of Selectmen, requested that this board be emphatically recorded in 
opposition to House bill No. 6790, the so-called Harris bill. 

This opposition is further accentuated by the strongly negative reaction of 
Catherine E. Simpson, the present secretary of the Wakefield Board of Selectmen 
and president of the Middlesex County Selectmen’s Association; Middlesex 
County, being as you know, the largest county in the United States. 

We are seriously disturbed by the brazenly defective action of Federal Power 
Commission Chairman Jerome K. Kuykendall in subserviently submitting the 
public interest to the manipulation of the natural-gas industry giants. 

Our people are sincerely incensed by what is interpreted as complete abandon- 
ment of consumer protection by a government organization that is supposed to 
protect the public’s interest in public utility matters. 

Very truly yours, 
JOHN J. McCartuHy, Executive Secretary. 


The Cuarrman. Mr. Dollinger has some statements to include in 
the record. 

Mr. Doutuincer. Mr. Chairman, I ask unanimous consent— 

The CuatrMan. You do not need that. 

Mr. DoLuincer (continuing). To be permitted to insert in the record 
the testimony of Robert F. Wagner, mayor of the city of New York, 
us to his opposition to H. R. 6790 and H. R. 6791, as well as a statement 
of the mayors’ committee on natural-gas legislation opposed to the bills 
I have just mentioned, as though the mayor were here personally and 
made the statement. 

The Cuarrman. Let the statement be received for the record. 

(The statement referred to is as follows :) 


TESTIMONY OF Ropert F. WAGNER, MAYOR OF THE CITY OF NEW YORK, IN OPPO- 
SITION TO H. R. 6790 AND H. R. 6791 TO AMEND THE NATURAL GAS ACT 


Mr. Chairman and members of the committee, I am mayor of the city of 
New York and appear in that capacity on behalf of approximately 2% million 
consumers of natural gas in that city. I also appear as chairman of a special 
mayors’ committee representing more than 60 cities with an aggregate population 
of more than 380 million. This committee was organized principally by Messrs. 
Richardson Dilworth, mayor of Philadelphia ; Will F. Nicholson, mayor of Denver ; 
3en West, mayor of Nashville; Frank P. Zeidler, mayor of Milwaukee; and 
myself; to oppose the bills now under consideration. A list of the names of 
the mayors, the cities they represent, and the populations of those municipali- 
ties, is being filed with your committee. Several of the mayors have already 
appeared and others plan to appear before you. Others who are unable to 
appear have prepared statements for the record. The millions of natural-gas 
consumers throughout the country have invested, directly or indirectly, billions 
of dollars in necessary appliances on the assumption that natural gas would 
continue to be available at fair rates. They, therefore, have a huge stake in 
the maintenance of effective regulation of natural gas prices. 

sefore referring to the specific situation encountered by the millions of 
natural gas consumers in the city of New York, I would like to call your 
committee's attention to the fact that the special mayors’ committee detailed 
its opposition before this committee to the Harris-Fulbright and other bills to 
amend the Natural Gas Act in 1955. This year, your committee has already 
heard additional extensive testimony in opposition to the presently pending 
bills, as well as testimony in their support. While it is my intention to avoid 
repetition as much as possible, IT also deem it essential to restate briefiy some 
of the most important arguments against exemption of producers from regula 
tion, which, it is our belief, that the bills now under consideration will effectuate 
for all practical purposes. 
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At the outset, I want to emphasize that the position of the special mayors’ 
committee remains basically unchanged. We oppose in principle any legislation 
which would have the effect of removing or weakening the regulatory powers 
of the Federal Power Commission over the price of natural gas to be sold in 
interstate commerce. We believe that absence of effective regulation will inevi- 
tably increase costs to millions of consumers throughout the country without 
reasonable economic justification therefor. 

This view is shared by many governors and the public service regulatory 
commissions of various States who, I am advised, have notified your committee 
of their opposition. The objective of this united opposition is protection of the 
consumer from exploitation by natural gas companies. As the United States 
Supreme Court has stated, the primary aim of the Natural Gas Act was to 
afford such protection. 

The natural-gas industry is not a competitive industry. It was pointed out 
in 1955 that, It is not competitive because consumers are captives of the approxi- 
mately $10 billion investment they have made in gas appliances and the pipe- 
lines are captives of the $40,000 to $100,000 investment per mile of pipe. 

Reasonably adequate protection to consumers and distributors can be provided 
by nothing less than effective price regulation of the producer of natural gas, 
as well as the pipeline and distributor. The avowed purpose of a number of 
earlier bills to amend the Natural Gas Act was to remove control over the price 
to be charged by the producer. The complete absence of protection for con- 
sumers in such bills is purportedly corrected in the pending bills. On the sur- 
face, the present bills, which are concededly intended for the benefit of pro- 
ducers, may appear to provide some measure of control of the natural-gas price 
ut the wellhead. However, it is the unanimous view of the special committee 
of mayors, representing millions of consumers, that the present bills provide 
no real and, consequently, no effective, regulation of the price at the wellhead. 

To state it as simply as possible: It is not real or effective regulation to pro- 
vide, as do the pending bills, that the Federal Power Commission shall fix a 
reasonable market price for natural gas while also expressly barrine the Com- 
mission from considering either actual costs or the public utility rate base cost- 
of-service concept. So-called regulation on the basis of the new criteria pro- 
posed in the pending bills thus means an abandonment of traditional concepts 
of public utility regulation. This is made crystal clear by the proposals already 
presented to your committee by General Counsel Kendall, of the Office of Defense 
Mobilization, presumably as a representative of the Eisenhower administration. 
I need not remind the committee that President Eisenhower has indicated 
sympathy for amendment of the Natural Gas Act in the interests of producers. 
Nevertheless, it appears that even his administration finds that the present 
bills are inadequate and fail to afford reasonable protection to natural-gas 
consumers, 

It is the view of the special committee of mayors that the proposal to allow 
the Federal Power Commission to consider the cost of production in the deter- 
mination of the ultimate reasonable market price still fails to supply a definite 
and objective standard for regulation of rates by monopolies. We are firmly 
convinced that the only reasonably effective standard for rate regulation is one 
which has its starting point at least in the standard traditionally applied by 
rate regulatory agencies; namely, the determination of fair rates upon con- 
sideration of a fair return upon net investment. 

In requesting retention of the jurisdiction of the Federal Power Commission 
over gas producers, consumers throughout the country represented by our 
committee do not wish to deprive the producers of a fair and reasonable profit. 
However, as in prior years, there has been no factual demonstration that pro- 
ducers of natural gas on the whole have failed to earn a fair profit and public 
utility regulation assures the industry of fair profits. The fact seems to be 
that the industry has earned handsome profits, supplemented by substantial 
tax-free depletion allowances. Under these circumstances, the consumer, who 
has little or no choice among suppliers once the pipelines and appliances have 
been installed, needs and asks for protection from uncontrolled runaway prices. 

I am fully aware that any increase in field price represents only a sm:1l 


, art 
of the ultimate cost to the consumer. Te distribution costs, particular! 


in 


metropolitan centers such as New York City where gas must be distributed 
through the subsurfaces of busy city streets, is of course very high. The local 
costs, however, are regulated and it serves no useful purpose to this discussion 
to confuse the issue by diverting attention from unreenlated prices in the field 
to high, but regulated, distribution costs. The fact remains that an increase of 
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1 cent per 1,000 cubic feet in the field would bear heavily upon consumers. It 
has been reported that net production of natural gas in 1956 in the United States 
was approximately 11 trillion cubic feet of which 5 to 6 trillion is sold in inter- 
state commerce. Thus, an increase of only 1 cent per 1,000 cubic feet would add 
approximately 50 to 60 million dollars a year to the bills of the ultimate con- 
sumers with whom we are now principally concerned. Needless to say, antici- 
pated increases in the price of natural gas at the wellhead, in the event of the 
enactment of the pending bills, are estimated at substantially more than 1 cent 
per 1,000 cubic feet. An increase of 10 cents appears to be the eventual minimum 
increase, which will result in the absence of effective regulation. In short, an 
increase measured in pennies is equivalent to the imposition of huge additional 
costs upon consumers. 

The particular concern of my own city of New York has been prompted by 
consideration of the effect of any further increases in the cost of natural gas 
upon consumers in the city. The increase in the use of natural gas in New York 
City and in the adjoining suburban communities constituting the metropolitan 
area has been tremendous. According to current estimates, there are now almost 
2,300,000 users of natural gas in New York City alone, purchasing close to 100 
billion cubie feet annually. 

There have already been several substantial and unanticipated increases in 
the cost of natural gas since its use in New York City was first contemplated. 

I am advised that Transcontinental Gas Pipe Line Corp., the major supplier 
to utility companies servicing the city, originally anticipated a price to local 
distributors of 25 cents per thousand cubic feet. When the pipeline approvals 
were granted in 1949 by the Federal Power Commission, the price was increased 
to 28 cents per thousand cubic feet. Between 1951, when service was com- 
menced, and 1954, the price increased to almost 34 cents per thousand cubic feet. 
At the time of my appearance before this committee in 1955, I mentioned these 
facts and added that I had been informed that a cost of 36 cents per thousand 
eubie feet would probably materialize in the near future. Regrettably, this 
forecast has proved to be accurate. In 1956, payments by the two major local 
utility companies averaged 34.2 cents in one instance and 36.8 cents in another. 

Accordingly, in the comparatively short period since the use of natural gas 
was first considered in the city of New York in the belief that its use would 
provide a more economical source of fuel, the cost to the local distributor has 
risen an average of 42 percent. In the same period, the field price increased from 
about 7 cents per thousand cubic feet to almost 11 cents, an increase of 40 to 50 
percent, and field prices as high as 16.6 cents were reported in 1955. I am in- 
formed that Texas Eastern Transmission Corp., which services a portion of New 
York City, recently contracted to buy gas at a total cost of 24 cents per thousand 
eubic feet, with the price to increase 4 mills per year over the duration of a 30- 
year contract. Only 4 years ago, in 1953, the same company obtained gas at a 
price of less than 8 cents per thousand cubic feet for gas sold in New York City. 

It is believed that further increases would inevitably follow the removal of 
existing regulation of producers and would impose additional burdens upon the 
consuming public which converted to natural gas upon the expectation of savings 
in cost. 

If any such increases occur, the millions of consumers, who have converted to 
natural gas in New York City and throughout the country at considerable direct 
or indirect cost, will be confronted with the choice of paying such charges or 
being subjected to an unwarranted and unjustifiable loss of investment, expense, 
and inconvenience. 

In the absence of convincing proof that any amendments to the Natural Gas 
Act are required in the best public interest, the special mayors’ committee urges 
that it would be a great mistake to amend the present law in the manner attempted 
by the pending bills which, for all practical purposes, would remove producers 
from effective regulatory control. 

In conclusion, I wish to express my appreciation for this opportunity to appear 
before your committee. I am certain that the decision will be made in the 
exercise of your best judgment for the public interest. 


Mayors’ committee on natural gas legislation to oppose H. R. 6790 and similar 
bills 


1950 population 
(millions) 


Akron, Ohio: Lea A. Berg 
Albuquerque, N. Mex.: Maurice Sanchez 
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Mayor's committee on natural gas legislation to oppose H. R. 6790 and similar 





bills—Continued 


1950 population 
(millions ) 


Baltimore, Md.: Thomas D’Alesandro, Jr 
Bitminetiam. Ala: :.J5.. W.. MOPERinks dices namniinpaningnias 
onten: Mane. : Tobin Ti: DivGOe.: ca icine asineeneas 
Brideamert. Conti. +, SAR RECN VG ois ccna pieces eincinicinen oeenenaiaie 
Brunswick, Ga.: C. Lavelle Strickland 
UE TU. XS CREE, Fr I wiki ag Spier es anieemene~ 
Cambridge, Mass.: Edward J. Sullivan 
Camden, N. J.: George B. Brunner 
Cine, 30. < Beene. J: CG na he eck ee rn eerie 
Cer: Coie 2 SST PP en voi i on ene ere 
Glevetend; Ghies . Anthony J. Cele Drenes = sails nick cise cen nciinne 
Columbus, Ohio: Maynard E. Sensenbrenner 
Covington, Ky.: Harry W. Schneider 
Pehaver: Cok: WIR: Bi Cas a etait isin 
Petrokt,: Mitekls: <A Terie Cis sis ides cevncaterin ities end nee 
Duluth, Minn.: Eugene R. Lambert 
Elizabeth, N. J.: Steven J. Bercik 
GPR: ty ROCs CO kc hd nis es a ee nt ee Sas 
Fall River, Mass.: John F. Kane_. 

Flint; Mich.: George M. Algoe____.........._~_~- 
Gaieten! Ala: Tiveh:- @ Pattereetici sc sd sess clk de ee 
Grand Rapids, Mich.: Paul G. Goebel 
Sortey Citys; M. Fic Domnaed J. Dowty sei el stasse ess es 
Perey Coney, cS Cire Rai ie ee icc wean 

neneilie (iy..c- Amarr Rreeiian 2s ess cee et ee 
Medford, Mass.: Alfred P. Pompeo 
Milwaukee,, Wis.: Frank P. Zeidler 
Minneapolis, Minn.: Erie G. Hoyer 
Peodecmmen yy) Alas: | Ws Ge te hee th ey es ere 
Mount Vernon, N. Y.: Joseph P. Vaccarella 
eee vente, remeey, 2 Reet Wee tn 
Newark, N. 3.5 Leo P. Cariit....2.. cites... 
New Bedford, Mass.: Francis J. Lawler 
New Haven, Conn.: Richard C. Lee 
Newport, Ky.: Alfred G. Maybury_______--________ 
New York, N. Y.: Robert F. Wagner 
Paterson, N. J.: Edward J. O’Byrne____________ 
Philadelphia, Pa.: Richardson Dilworth_____ 
Pittsburgh, Pa.: David L. Lawrence. 
roremoun, Ve.: AL ©. Beige. 
Providence, R. I.: Walter H. Reynolds 
Racine, Wis.: Jack H. Humble____________ 
Richmond, Va.: F: Henry Garber... 

penne, Va. s Walter bh. Your. Pe ON I a wr Sh 
Sacramento, Calif.: Bartley, W. Cavanaugh (city manager) 
St. Louis, Mo.: Raymond R. Tucker 


SS 


Sioux Falls, S. Dak.: Fay Wheeldon_________________ 
Springfield, Ill.: Nelson O. Howarth_______ 
Stamford, Conn.: Thomas F. J. Quigley__- paints aca oot 
Syracuse, N. Y.: Donald H. Mead___.._...____— ns Ss 
Tacoma, Wash.: John H. Anderson 

ag UR =: CR re soda tleuilllaieseshaeanonii 
Utica, N. ¥.: Jobin Tt. Mekemmen 

Warwick, R. I.: Raymond E. Stone_______- 
Waterbury, Conn.: Edward D. Bergin 
We mereraniaiss Vir. W082 GrUNOE i NII ee ee 
Wilmington, Del.: Alexander R. Abrahams 
Wyandotte, Mich.: John E. McCauley 
Reames; Mh. ss) Mivbabets Vite isaiiiaticetstiekc dacati ntiaih ie etl txt eme eee e 
Youngstown, Ohio: Frank X. Kryzan 
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Mr. Doturncer. I make the same request, Mr. Chairman, as to the 
statements submitted by the United States Mayors’ Committee on 
Natural Gas in opposition to H. R. 6790 and similar bills. 

The Cuamman. Let the statement be received for the record. 

(The statement referred to is as follows :) 


STATEMENTS SUBMITTED TO THE UNITED STATES Mayors’ CoMMITTEE ON NATURAL 
GAS IN OPPOSITION To H. R. 6790 AND SrmMILar BILLs 


BOSTON 


“IT am happy to cooperate with the Mayors’ Committee opposing H. R. 6790, 
the so-called Natural Gas Act. 

“This bill, now pending before the House Interstate and Foreign Commerce 
Committee, is substantially the same type of legislation which was previously 
vetoed by President Eisenhower. In his veto message, the President referred 
to the lack of consumer protection. Certainly, the pending bill gives the ulti- 
mate consumer no greater protection. As you know, this bill would weaken and 
water down the authority of the Federal Power Commission to control rates 
eventually charged natural-gas consumers in our cities. Any weakening of this 
control will have an adverse effect on your city and my city, and the consumers 
in most of the large cities which are now served by natural gas. 

“The natural-gas producers, if the pending bill should pass, will enjoy a 
monopoly which could lead to unbearable rates paid by the consumer. It is safe 
to predict that this sort of legislation would be inimical to the interests of the 
great mass of consumers who would be at the virtual mercy of a small group 
of gas producers. 

“T am not favorably inclined to Government regulation, per se, but there are 
occasions when Government regulation and control are imperative if the con- 
sumer is to be given any measure of protection. Therefore, I am opposed to 
the passage of H. R. 6790 and I authorize you to make whatever use of this 
communication you may feel will help to defeat this attempt to take advantage 
of the natural-gas consumers in our country.’”—John B. Hynes, Mayor, Boston, 
Mass. 

DETROIT 


“We cannot see where there is any material difference between House Reso- 
lution 6790 and previous bills. Dating back to 1938 and the issues raised in 
the so-called Phillips case, without Federal regulation of natural gas in inter- 
state commerce it is obvious that the consumers would be at the mercy of the 
producers. The present legislation is obviously an attempt to abrogate all that 
was gained when the Supreme Court held in behalf of the cities in the Phillips 
case. 

“Mayor Cobo is in Arizona and will be unable to appear before the commit- 
tee in opposition to this proposed bill; however, the record will show that the 
city of Detroit has consistently over a period of years opposed legislation sim- 
ilar to that now before the Congress. 

“T am authorized to inform you that you may use his name in connection 
with any statement which the special Mayors’ Committee may present. Enact- 
ment of this law would be extremely dangerous to the use of natural gas in all 
parts of the country.”—Louis C. Miriani, Acting Mayor, Detroit, Mich. 


CHICAGO 


“Regret that constant attention to matters affecting Chicago pending before 
Illinois legislature prevent my personal appearance in Washington. I am-un- 
alterably opposed to any amendment of Gas Act exempting producers or chang- 
ing method of regulation approved by Supreme Court for protection of captive 
gas consuming public.”—Richard J. Daley, Mayor, Chicago, Tl. 


PROVIDENCE 


“While my present schedule will not permit me to take an active personal part 
in opposition to H. R. 6790, T will be glad to have my name added to any docum- 
mentary record to be submitted in protest against this bill..’—-Walter Hl. Reyn- 
olds, Mayor, Providence, R. I. 
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MINNEAPOLIS 


“IT join with other mayors in opposing the pending natural-gas legislation. 
I am as vitally opposed to the proposal now as I have been in the past.”—Eric 
G. Hoyer, Mayor, Minneapolis, Minn. 





BIRMINGHAM 


“Request you register the city of Birmingham’s opposition to H. R. 6790 when 
you appear before the House Interstate and Foreign Commerce Committee. Nat- 
ural gas is coming into almost every city in Alabama including Birmingham, and 
we would insist that the ultimate consumers be protected against unwarranted 
increases in natural-gas rates. Increases to pipeline companies will be passed 
on to the ultimate consumer by distributors and unless these rates are controlled 
all users will be at the mercy of the producers.”—J. W. Morgan, Mayor, Bir- 
mingham, Ala. 

PITTSBURGH 


“IT am happy to join with other municipal officials in opposing any legislative 
effort to amend 1938 Natural Gas Act. I am confident that the Mayors’ Commit- 
tee can be of important help in preventing passage of such legislation which 
would adversely affect tens of thousands of gas consumers in the Nation.”— 
David L. Lawrence, Mayor, Pittsburgh, Pa. 


TACOMA 


“As mayor of the city of Tacoma, I wish to protest H. R. 6790. We are very 
much in opposition to the Harris bill.’—John A. Anderson, Mayor, Tacoma, 
Wash. 

TOLEDO 


“The council of the city of Toledo, Ohio, did on the 1st day of May 1957, by 
unanimous vote direct me to advise you that we are still in opposition to the 
amendment of the Natural Gas Act of 1938 in spite of any rewriting of any 
amendments that would in any way remove Federal regulations from gas pro- 
ducers.”’—Ollie Czelusta, Mayor, Toledo, Ohio. 


PORTSMOUTH 


“T am in entire agreement with the position taken by the Mayors’ Committee 
in the matter and feel that we should do all things possible in order to maintain 
control of natural-gas prices to the consumer. This, I believe, can be done only 
if we maintain control at the point of origin.”—A. C. Bartlett, Mayor, Ports- 
mouth, Va. 

YOUNGSTOWN 


“Although I will be unable to attend the hearings to be held May 14 to 17, I 
want to go on record as joining with your committee in opposition to the amend- 
ment to the Natural Gas Act of 1938.”"—Frank X. Kryzan, Mayor, Youngstown, 
Ohio. 


CAMDEN 


“IT wish to join with the committee in opposition to pending proposal to amend 
Natural Gas Act of 1938."—George E. Brunner, Mayor, Camden, N. J. 


WATERBURY 


“Urgent business here prevents me from attending Mayors’ Committee meeting 
and hearing on natural-gas legislation. Representing me and speaking for the 
city will be Raymond J. Fitzpatrick, president of board of aldermen. Am noti- 
fying Connecticut legislators of our strong opposition to bill. Mr. Fitzpatrick 
has full authority to speak for me.”’—Edward D. Bergin, Mayor, Waterbury, 
Conn. 

PATERSON 


“We join in protesting against passage H. R. 6790.’—Edward J. O’Byrne, 
Mayor, Paterson, N. J. 
BRIDGEPORT 


“Firmly oppose passage of H. R. 6790, Harris bill.’—Jasper MeLevy, Mayor, 
Bridgeport, Conn. 
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NEW HAVEN 


“Relaxed Federal controls over natural-gas prices have in the past resulted 
in sharp increases to users. H. R. 6790 would further reduce Federal controls 
and result in uncontrolled increases in costs to the many users of natural gas in 
New Haven area, I therefore strongly oppose passage of H. R. 6790."—Richard 
C. Lee, Mayor, New Haven, Conn. 

DULUTH 


“T will greatly appreciate your appearing at hearing and entering on behalf of 
the city of Duluth its protest against H. R. 6790 amending the Natural Gas 
Act.”’—Eugene R. Lambert, Mayor, Duluth, Minn. 





MEDFORD 


“Please authorize special Mayors’ Committee to reaffirm Medford’s eontinued 
opposition to Natural Gas Act amendments before House Interstate Comiit- 
tee.”—Alfred P. Pompeo, Mayor, Medford, Mass. 





NEWPORT 


“Newport supports your position on proposed amendments to the Natural Gas 
Act of 1938.”—Alfred G. Maybury, mayor, Newport, Ky. 


MONTGOMERY 


“We are back of you 100 percent. Will do everything possible to prevent enact- 
ment of this legislation.”—W. A. Gayle, mayor, Montgomery, Ala. 


NEW BEDFORD 


“Please register my strong protest in behalf of the city of New Bedford against 
H. R. 6790 on ground that Harris bill is inequitable and discriminatory.’ —Francis 
J. Lawlor, mayor, New Bedford, Mass. 


RACINE 


“On behalf of the people of the city of Racine, Wis., I wish to enumerate as 
follows my objections to the proposed bill, H. R. 6790: (1) It will weaken the 
Federal Power Commission control over rates eventually charged to gas con- 
sumers in the city; (2) it will cause a monopoly which would certainly raise 
prices to the consumer; (3) it will cut down the control of the Federal Power 
Commission over the producers which would be detrimental to the public’s 
interest; (4) it would curtail deliveries to the consumer if the Commission 
should find the new contract price to be in excess of the ‘reasonable market price’. 
This could cause serious inconvenience and consequenes to great numbers of 
people; (5) this bill is another effort to bring about a price conditition which 
could be very injurious to hundreds of thousands of people and would only bring 
benefits to a few. I would be pleased if you would be kind enough to read my 
protests at the hearing.’”—Jack H. Humble, mayor, Racine, Wis. 


ALBUQUERQUE 


“T regret very much that it will not be possible for me to appear personally 
before the committee in opposition to the proposed legislation. I am unalter- 
ably opposed, however, to this legislation and the special Mayors’ Committee may 
submit a statement on my behalf registering strong opposition to the bill.”’— 
Maurice Sanchez, chairman, Albuquerque City Commission, Albuquerque, N. Mex. 


COVINGTON 
“My business will not permit me to attend the hearings, but you may issue a 
statement in my behalf, as we are very much in opposition to that bill.”—Harry 


W. Schneider, mayor, Covington, Ky. 


CAMBRIDGE 


“Special Mayors’ Committee may reaffirm Cambridge’s opposition before House 
Interstate Committee.’"—Edward J. Sullivan, mayor, Cambridge, Mass. 
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WARWICK 


“Circumstances will not permit my personal attendance before the committee 
in opposition to the proposed bill, but I am pleased to empower the special mayors’ 
committee to submit a statement in opposition to any weakening of the gas bill 
in my behalf ’—Raymond BD. Stone, mayor, Warwick, R. I. 


WHEELING 


“At the regular meeting of the council of the city of Wheeling held on May 7, 
1957, I was authorized and directed on behalf of the city of Wheeling, and by 
unanimous vote of the members of the council, to advise you that the city of 
Wheeling is opposing and will oppose the passage of H. R. 6790. 

“In that a formal resolution of the council cannot be adopted until the regular 
meeting on Tuesday, May 14, this letter will authorize the special mayors’ com- 
mittee to, speak in our behalf and express our opposition to the bill at the hear- 
ings on May 14-17. 

“Immediately upon adoption of the formal resolution by the council at its 
meeting on May 14, the clerk of the city of Wheeling will forward a certified copy 
of this resolution to you.”’—Jack R. Adams, mayor, Wheeling, W. Va. 





SIOUX CITY 


“It is the desire of the municipality of Sioux City, lowa, to go on record in 
opposition to H. R. 6790. We feel that the price must be regulated by the Federal 
Power Commission in order to keep an equitable price structure in force for the 
ultimate consumer. A suspension or abandonment of regulation would mean a 
chance of monopoly control which could be developed very easily by a group of 
producers to the detriment of our local consumers. You are advised that I do 
not wish to personally appear before the committee in opposition to the proposed 
bill and that the atached statement may be used by the special mayors’ com- 
mittee as a means of voicing our opposition to the passage of the bill.’—George 
W. Young, mayor, Sioux City, Iowa. 

“City of Sioux City, lowa, resolution No. R-5508 

“A resolution to authorize and direct Mayor George W. Young to communicate 
with the United States Mayors’ Committee on Natural Gas Legislation on opposi- 
tion to H. R. 6790, known as Natural Gas Act Amendments of 1957. 

“Whereas there is a bill pending in the 85th Congress known as H. R. 6790, 
Natural Gas Act Amendments of 1957, wherein the Federal Power Commission’s 
control over rates eventually charged natural gas consumers in our cities is in 
danger of being materially weakened ; and 

“Whereas the city council of the city of Sioux City, Lowa, believes that it is 
in the best interests of the people of Sioux City, Iowa, to voice opposition to the 
passage of H. R. 6790, Natural Gas Act Amendments of 1957: Now, therefore, be, 
and it is hereby 

“Resolwed by the City Council of Sioux City, Iowa, That Mayor George W. 
Young be, and he is hereby, authorized and directed to communicate with the 
United States Mayors’ Committee on Natural Gas Legislation in Washington, 
D. C., for the purpose of making known the opposition of the City Council of Sioux 
City, Iowa, to the passage of said H. R. 6790, known as Natural Gas Act Amend- 
ments of 1957."—George W. Young. Passed May 6, 1957. 


GRAND RAPIDS 


“The city of Grand Rapids in 1955 took vigorous action in opposing the Harris 
and Fulbright bill. It is my opinion that any legislation which would result 
in any substantial increase in natural gas rates for our consumers would be 
unwise. Our economic interest in this area requires that natural gas rates be 
kept at the lowest possible rate. I am unable to personally appear before the 
committee but you are at liberty to use this letter as my statement should you 
so desire.’”’—Paul G. Goebel, Mayor, Grand Rapids, Mich. 


ERIE 


“The city of Erie will again support mayors’ committee in opposing the amend- 
ing of the Natural Gas Act of 1938. I regret that the city will be unable to 
have a representative at the hearings but be assured your action will receive 
our councilmanie approval. We would be willing to resubmit documentary evi- 
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dence in opposing said pending proposal as scheduled hearings.’’—Arthur J. 
Gardner, Mayor, Erie, Pa. 
YONKERS 


“Our 1955 position on natural gas act amendments is unchanged. Your com- 
mittee may reaffirm our opposition before the House Interstate Committee.”’— 
Kristen Kristensen, Mayor, Yonkers, N,. Y. 


FALL RIVER 


“Please record the continued opposition to H. R. 6790 by the city of Fall 
River, Mass.’”—John F.. Kane, Mayor, Fall River, Mass. 


FLINT 


“Proposed amendments to Natural Gas Act definitely against best interests of 
city of Flint. Request you again represent our strong opposition to these 
measures.”—George M. Algoe, Mayor, Flint, Mich. 


ROANOKE 


“Concerning the proposed Federal legislation contained in H. R. 6790, this 
is to advise you that I have discussed this matter with the Council of the City of 
Roanoke and your committee is authorized to submit a statement to the House 
Interstate and Foreign Commerce Committee on behalf of the city of Roanoke 
in opposition to the proposed legislation.”—Walter L. Young, Mayor, Roanoke, 
Va. 

WYANDOTTE 


“Regret I cannot appear before committee. I join in protesting this anti- 
consumer bill H. R. 6790 and any other loss of control in this area.”—John E. 
McCauley, Mayor, Wyandotte, Mich. 


UTICA 


“Continued opposition of city of Utica to Natural Gas Act and pending amend- 
ments is hereby authorize.’—John T. McKennon, Mayor, Utica, N. Y. 


BRUNSWICK 


“While I will not be able to attend the public hearings scheduled by the 
House Interstate and Foreign Commerce Committee on House of Representa- 
tives bill No. 6790, you may submit the following statement on behalf of the 
city of Brunswick, Ga. 

“On behalf of the people of Brunswick, Ga., I earnestly protest any legisla- 
tion which will weaken or remove Federal controls over a public utility which 
enjoys a monopoly under public protection and has an assured market with a 
guaranteed reasonable rate of return. 

“To adequately control such an industry would necessitate the Federal Power 
Commission having jurisdiction over the producer and the computation of his 
cost of production as well as those who transmit natural gas to the ultimate 
consumer. It appears from our interpretation of the proposed bill that con- 
sumer protection is not afforded any more in the proposed bill than in the bills 
that have been recently vetoed by both President Eisenhower and President 
Truman. 

“T am very sorry that I cannot attend personally the hearing in opposition 
to the bill, but if you will make my statement a matter of record I will certainly 
appreciate it.’”—C. L. Strickland, Mayor, Brunswick, Ga. 


SIOUX FALLS 


“The city of Sioux Falls opposes passage of H. R. 6790. Gas is a natural 
monopoly subject to regulations same as other utilities. There is no real com- 
petition and no protection for consumers without regulation.”—Fay Wheeldon, 
Mayor; Bert Yeager, Commissioner; John N. Browning, Commissioner, Sioux 
Falls, 8. Dak. 
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WILMINGTON 


“J join other majors in opposing H. R. 6790 and trust your committee can con- 
vince the House Interstate and Foreign Commerce Committee of the injustice 
the bill will do to consumers and citizens in general.”—Alexander R. Abrahams, 
Mayor, Wilmington, Del. 

GADSDEN 


“Regret most sincerely that I personally cannot attend hearings but re- 
spectfully request that special mayors’ committee use the following in any 
manner deemed relative and advisable by it. Have today wired Senators Hill 
and Sparkman and Congressman Rains, all of Alabama, as follows: ‘Grant me 
leave to once again call your attention to a threatened weakening of the Fed- 
eral Power Commission control over rates eventually charged natural-gas con- 
sumers in our cities as evidenced by Harris bill H. R. 6790. 

“This issue has come up frequently over past several years and briefly in- 
volves only one basic decision. Is the Federal Power Commission to have any 
jurisdiction over rates charged pipeline companies who purchase gas for trans- 
mission in interstate commerce, or will natural-gas producers and gatherers 
in the field be permitted to charge “all the traffic will bear”? Without control at 
point of origin there can be no effective control over rates consumer must ulti- 
mately pay. 

“‘Tt appears that proposed bill is in substance same legislation that passed 
84th Congress, known as Harris-Fulbright bill, and which the President vetoed. 
While language and legislative approach is somewhat different adverse im- 
pact upon ultimate consumers of natural gas remains unchanged. This is so 
for reason that ratemaking formula which Federal Power Commission would 
be required to apply in determining lawfulness of prices charged by gas pro- 
ducers is identical with formula in former bill, the “reasonable market price” 
of gas. 

“Consumer protection which President referred to in his veto message as a 
necessary ingredient in any new natural-gas legislation is no greater than that 
afforded by vetoed bill. While legislation if enacted would give illusion of 
regulating producer prices it would actually permit producers to charge what- 
ever “traffic would bear.” 

“*With pipelines and distributors under regulation, release of producers simply 
means that total increase most be borne by consumers. Not least are captive 
consumers who have invested substantially in gas-burning equipment and, in 
short, bill if enacted will pave way for multimillion-dollar increases in natural- 
gas rates to pipeline companies which will be passed to ultimate consumers by 
gas distributors. 

“Th ory of this legislation is that producer should be given full advantage 
of situation where demand exceeds supply through use of “reasonable market 
price” formula. It is reverse of purpose of regulation. Should such theory 
be adopted by Congress regulation of producer prices would simply become 
camouflage for exploitation of natural-gas consumers. Speaking, therefore, 
for my own people in city of Gadsden and as chairman of Federal municipal 
relations committee of Alabama State League of Municipalities, I request leave 
to urge you most strongly to vigorously oppose passage of bill. The views set 
out above represent the thinking of all our people.’ ”’°—Hugh S. Patterson, mayor, 
Gadsden, Ala. 

NEWARK 


“Interest of Newark’s gas consumers adversely affected by H. R. 6790. As 
mayor I urge the defeat of this bill.”—Leo P. Carlin, Mayor of Newark, N. J. 


KANSAS CITY, MO. 


“We oppose H. R. 6790, a bill to amend the Natural Gas Act, because it does 
not protect the rights of gas consumers. We appreciate your opposition to the 
Harris-Fulbright bill at the last session and request defeat of 6790 as con- 
taining provisions similarly contrary to public interest.”—City Council of Kan- 
sas City, Mo. 

BALTIMORE 
“On behalf of the citizens of Baltimore, Md., I wish to record my opposition 


to the Harris and O'Hara bills (H. R. 6790 and H. R. 6791) now being consid- 
ered by your committee. I have been reliably informed that an analysis of the 
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new bills discloses that, if enacted, they would result in multimillion-dollar 
increases in natural-gas rates to pipeline companies, which increases would 
ultimately be passed on to the consumers by gas distributors. 

“The city of Baltimore first obtained natural gas in 1950. Since natural gas 
was furnished to the Baltimore metropolitan area, the Baltimore Gas 
& Electric Co., has been confronted with five increases in the rates charged 
by its sole supplier, Atlantic Seaboard Corp. In a period of less than 3 years, 
the cost of natural gas to the Baltimore Co. increased 56.6 percent. 

“The Baltimore Co. serves approximately 340,000 gas customers in the city 
of Baltimore and neighboring counties in the State of Maryland, having a total 
population of approximately 1,250,000 persons. Sixty-five percent of its gas 
sales are made to residential customers. 

“Unless the trend of higher prices for gas purchased in the field is checked by 
Federal regulation, we are convinced that the advantages which the utility and 
gas consumers of Baltimore received at the outset of that service will soon be 
wiped out and that natural gas will cost as much or more than manufactured 
gas. 

“The Natural Gas Act as presently administered by the Federal Power Com- 
mission guarantees to the natural-gas producers an adequate and reasonable 
return on their investment and specifically, sufficient earnings to permit con- 
tinued exploration and development of gas reserves. 

“Last year, I expressed my opposition to the passage of the Harris-Fulbright 
bill in a detailed statement before the Senate Committee on Interstate and 
Foreign Commerce. This bill, which was finally passed amid almost frenzied 
efforts put forth by its sponsors, was vetoed by President Eisenhower. 

The Harris and O’Hara bills now before your committee differ from the 
vetoed Harris-Fulbright bill only in approach and language but the purpose 
remains the same: to permit natural gas producers and gatherers in the field 
to charge ‘all the traffic will bear.’ I am particularly disturbed at what appears 
to be undue haste in acting upon this legislation and I urge you to give these 
bills the utmost consideration and scrutiny. I am convinced that you will con- 
clude that the aim of this legislation is not in the best interests of the great 
mass of natural gas consumers. 

“The Federal Power Commission must be allowed to maintain control at the 
point of origin, otherwise there can be no effective control. Without the re- 
straint imposed by the decision of the Supreme Court of the United States in 
the Phillips case (347 U. 8. 672) natural gas consumers will be without recourse 
against exploitation at the hands of the natural gas companies. 

“T deem it my duty as chief executive of the city of Baltimore to join with 
other officials from all sections of the United States to protest against the 
passage of these bills and to urge you to give these bills an unfavorable re- 
port.”—-Thomas D’Alesandro, Jr., mayor, Baltimore, Md. 


ANN ARBOR 


“T have asked the United States Mayors’ Committee on Natural Gas Legis- 
lation to submit a statement on my behalf before a hearing of the United 
States House of Representatives Committee on Interstate and Foreign Com- 
merce in opposition to House Resolution 6790, introduced by Congressman 
Harris of Arkansas. This bill to amend the Natural Gas Act would virtually 
nullify public regulation of the transportation and sale of natural gas in inter- 
state commerce. 

“My reasons for having this statement made in my behalf follow: 

“This bill is very similar to legislation vetoed by both Presidents Truman and 
Eisenhower. Last year President Eisenhower vetoed the bill for two reasons— 
its lack of consumer safeguards and the high-handed tactics of a pressure 
lobby, though only the latter received major newspaper attention. 

“IT personally feel that the Harris bill again lacks such consumer safeguards. 
A study of the bill released by the above-mentioned mayors’ committee indicates 
that ‘it would pave the way for multimillion dollar increases in natural gas 
rates to pipeline companies which will be passed on to the ultimate consumers 
by the gas distributors.’ The so-called regulation provided ‘would simply be- 
come camouflage for the exploitation of natural gas consumers.’ 

“Proponents of amending our present public control over the distribution of 
natural gas argue that prices should be set in a competitive market. This, 
in my opinion, is a questionable argument because natural gas is, by the method 
of its distribution, a monopoly and a public utility, because the demand has al- 
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ways been higher than the supply for many years, and because through their 
rate charges consumers have been paying the costs of exploration and discovery 
of new sources—the benefits of which would be denied them under this pro- 
posed scheme. 

“The standard this legislation would set in determining the market price 
would be the market price itself. The Federal Power Commission would be 
specifically forbidden to take into consideration the cost of producing the gas 
sold. 

“As it is my opinion that this bill would result inevitably in higher gas prices 
to Ann Arbor consumers, I feel it incumbent upon me, as mayor of Ann Arbor, 
to make this protest. I feel we should do all we justly can to counter in- 
flationary tendencies rather than contribute to them. 

“The United States Mayors’ Committee on Natural Gas Legislation is chaired 
by Robert F. Wagner, mayor of New York. Its secretary is Richardson Dil- 
worth, mayor of Philadelphia. Its three vice chairmen are the mayors of Den- 
ver, Nashville, and Milwaukee. I believe it is a privilege as well as an obli- 
gation to join with them in this effort to protect the interests of our consumers 
and our citizens. 

“May I emphasize that in no sense do I attempt in this protest to speak for 
the council, but only for the mayor and his office. I want to emphasize that 
this action is not being taken privately. The public should know that I am 
taking this action as mayor of our city. Copies of my statement are also being 
sent to Congressman Meader and Senators McNamara and Potter. It was 
gratifying that both of our Senators opposed such legislation as the Harris bill 
a year ago. I hope that they will continue to do so.”—Samuel J. Eldersveld, 
mayor, Ann Arbor, Mich. 


Mr. Doxiincer. I make the same request as to the statement of Leo 
A. Larkin, first assistant corporation counsel of the city of New York, 
as chairman of the committee on gas, electric and telephone rates of the 
1,093 municipalities that are members of the National Institute of 
Municipal Law Officers. 

The CuHarrmMan. The statement will be received for the record. 

(The statement referred to is as follows :) 


STATEMENT OF LEo A. LARKIN, First ASSISTANT CORPORATION COUNSEL, NEw York, 
N. Y., AS CHAIRMAN OF THE COMMITTEE ON GAS, ELECTRIC AND TELEPHONE RATES 
OF THE 1,093 MUNICIPALITIES THAT ARE MEMBERS OF THE NATIONAL INSTITUTE OF 
Municrpat LAw OFFICERS 


My name is Leo A. Larkin. I am first assistant corporation counsel of the 
city of New York. I appear here on behalf of the city of New York and as 
chairman of the committee on electric, gas and telephone rates of the National 
Institute of Municipal Law Officers (Nimlo). Nimlo is composed entirely of 
municipalities acting through their attorneys. The 1,093 member cities of Nimlo 
are located in all the 48 States, Hawaii, Alaska, and Puerto Rico. Corporation 
Counsel Barnett I. Shur, of Portland, Maine, president of Nimlo has authorized 
me to present the position of that organization to this committee. 

At its annual meeting held at San Francisco, in September 1954, Nimlo adopted 
a resolution providing as follows: 

“Whereas, the primary purpose of the Congress in adopting the Natural Gas 
Act of 1938 was to protect consumers from exploitation by suppliers of natural 
gas, while at the same time assuring the suppliers of a fair and reasonable price 
for their product ; 

“Whereas the means whereby the Congress accomplished this purpose was to 
confer jurisdiction upon the FPC to fix reasonable rates for sales of natural gas 
in interstate commerce for resale to consumers ; 

“Whereas Nimlo has since the adoption of this act taken the clear and con- 
sistent position that this purpose of the Congress should be carried out and that 
the jurisdiction of the Federal Power Commission thus conferred should remain 
unimpaired: Now, therefore, be it 

“Resolved, That Nimlo hereby reaffirms its prior position and opposes the en- 
actment of Federal legislation which would weaken or impair the jurisdiction 
and functioning of the Federal Power Commission under the Natural Gas Act as 
now written.” 


; 
- 
Ff 
1 
5 
Pa 
- 
: 











1646 NATURAL GAS ACT 


Pursuant to the foregoing resolution, Nimlo appeared at the last session of 
Congress before this committee which conducted extensive hearings.on the Harris 
bill, H. R. 4560. Nimlo presented testimony in opposition to H. R. 4500, at pages 
1423 and 1469 cited as Hearings Before the Committee on Interstate and Foreign 
Commeree, House of Representatives, 84th Congress, Ist session (H. R. 4560) 
April 19, 20, 21, 22, 25, 26, 27, 28, 20 and May 2, 1955, part 2. In order to expedite 
this proceeding, it is requested that such pages be incorporated herein by refer- 
ence. 

The position of Nimlo is basically unchanged. In view of the full statement 
that has been set forth in Nimlo’s earlier opposition and the presentations made 
on behalf of cities and public utility commissions before this committee, repetition 
will be avoided so far as possible. 

It is the view of Nimlo that the bills under consideration are essentially the 
same as earlier bills and, although characterized as a compromise legislation, 
do not, in fact, provide effective regulation of the producer or essential protec- 
tion to the consumer. Abandonment of the utility-cost-of-service formula as the 
criterion for determination of just and reasonable rates under the Natural Gas 
Act of 1938, and its replacement by the indefinite test of reasonable market 
price, as suggested in the proposed bills, will inevitably permit independent 
producers and natural-gas companies having their own gas reserves to charge 
the prevailing market price. 

The act as amended fails to state what a reasonable market price is. Instead, 
it enumerates a variety of factors that the reasonable market price is not. In 
final analysis, the term “reasonable market price’ is really the contract price, 
the market price, the commodity price, the going price in the field. In short, 
it is whatever price the market will bear. The term does not mean a reasonable 
price because inclusion of the word “market” insures that sellers of gas who 
control the market will, in effect, establish their own prices. Such a standard 
is illusory and its adoption would be tantamount to a removal of regulation. 

In seeking protection against unreasonable and anticipated increases in price, 
consumers who converted to natural gas at great cost upon assurances of a 
dependable source of supply at reasonable rates, do not wish to deprive 
producers of fair and reasonable profits. However, the available evidence 
indicates that under the existing law, natural-gas producers are receiving and 
will continue to receive a just and reasonable price for the gas they produce. 

It cannot be denied that the industry, which enjoys substantial tax benefits 
in the form of depletion allowances, has expanded tremendously in the past 10 
years and has become one of the largest and most prosperous in the United 
States. The undoubted effect of this legislation will be the transfer, without any 
economic justification, of millions of dollars from consumers to the producers 
of natural gas. 

The proposed amendments would constitute a legislative repudiation of Supreme 
Court rulings that Congress, in enacting the Natural Gas Act of 1938, intended 
to protect consumers from unreasonable charges. Moreover, included among 
the objectionable features of these bills is a provision allowing natural-gas 
companies having their own reserves to charge the resonable market price 
instead of their actual costs. This practice was expressly disallowed under 
existing law by the courts (City of Detroit v. FPC (230 F. (2d) 810 (C. A. D. CG.) 
Dee. 15, 1955). Reinstatement of that item alone would unjustifiably impose 
annual costs amounting to millions of dollars upon the consumers. 

It is submitted that the provisions of the Natural Gas Act are sound, fair, 
and equitable, constitute an objective and reliable method for the determina- 
tion of just and reasonable rates, protect both the producer and the consumer, 
are in the public interest and should be enforced ‘without change. 


Mr. Doxuincrer. I make the same request as to a resolution adopted 
by the Common Council of the City of Madison, Wis., a resolution 
adopted by the Council of the City of Wheeling, W. Va., and a telegram 
from the mayor of Stamford, Conn. 

(This material referred to is as follows :) 


File No. 1217 


RESOLUTION BY COMMITTEE OF THE WHOLE (REQUEST OF THE MAyor) 


Whereas the primary purpose of the Congress of the United States in adopt- 
ing the Natural Gas Act of 1938 was to protect consumers from exploitation by 
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suppliers of natural gas, while at the same time assuring the suppliers of a fair 
and reasonable price for their product; and 

Whereas the means whereby Congress accomplished this purpose was to confer 
jurisdiction upon the Federal Power Commission to fix reasonable rates for 
sales of natural gas in interstate commerce for resale to consumers; and 

Whereas at the present session of Congress there has been introduced bill 
H. R. 6790 by Congressman Harris, which would exempt from regulation by the 
Federal Power Commission independent producers of natural gas making sales 
in interstate commerce for resale. Now, therefore, be it 

Resolved, That the common council of the city of Madison go on record as 
opposing the passage in Congress of bill H. R. 6790: And be it further 

Resolved, That a copy of this resolution be forwarded to the congressional 
representatives of the city of Madison in the United States Congress. 

This is to certify that the foregoing resolution was adopted by the common 
council of the city of Madison, Wis., at a meeting held on the 23d day of May 
1957. 

[SEAL] ELpon L. Horr, 

Deputy City Clerk. 


RESOLUTION OF THE COUNCIL OF THE CITY OF WHEELING AUTHORIZING THE UNITED 
STaTes Mayors’ COMMITTEE ON NATURAL GAS LEGISLATION To REPRESENT THE 
Ciry 07 WHEELING AT COMMITTEE HEARINGS ON H. R. 6790 AND REQUESTING THE 
MEMBERS OF THE SENATE AND HOUSE OF REPRESENTATIVES OF THE UNITED STATES 
From WEstT VIRGINIA To Oppose PASSAGE OF H. R. 6790 


Whereas citizens and local business firms of the city of Wheeling have recently 
received a very substantial increase in the rates which apply to their consump 
tion of natural gas, and have as a result received gas bills from the local gas 
utility which are greatly increased over former billings; and 

Whereas the council of the city of Wheeling has been advised by citizens and 
others that the passage of H. R. 6790 would remove the production of natural 
gas at the wellhead from regulation by the Federal Power Commission, and 
would result in further increased costs to gas distribution utility companies, 
which costs would necessarily be reflected in consumer gas bills: Now, therefore, 
be it 

Resolved, That the United States Mayors’ Committee on Natural Gas Legisla- 
tion is hereby authorized to appear on behalf of the city of Wheeling at com- 
mittee hearings on H. R. 6790 and express the opposition of this city to said bill : 
And be it further 

Resolved, That the Members of the Senate and House of Representatives of 
the United States from West Virginia be urged to consider carefully the possible 
consequences of the passage of H. R. 6790, and its ultimate effect upon the citi- 
zens and business firms of the State of West Virginia, and to vote in opposition 
to the passage of said bill if they conclude that the passage of H. R. 6790 would 
result in increased costs to natural gas consumers: And be it further 

Resolved, That the city clerk shall forward copies of this resolution to the 
Honorable Richardson Dilworth, secretary, United States Mayors’ Committee 
and to Members of the Senate and House of Representatives of.the United States 
from West Virginia. 

Adopted this 14th day of May 1957. 

(Signed) Jack R. ADAmMs, 
WVayor of the City of Wheeling. 


TELEGRAM FROM MAYOR OF STAMFORD, CONN. 


Still reaffirm our opposition to H. R. 6790 and similar legislation. Proper 
and timely control over possible runaway profits is essential to protect the rights 
of our natural gas users. 

THomas F. J. QUIGLEY, 
/ Mayor, Stamford, Conn. 

The Cuamman. Anything further. 

| No response. | 

The Cuatrman. As previously announced, Mr. Heyke, of the Brook- 
lyn Union Gas Co., is the next witness. 
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Is Mr. Heyke here? 

Mr. Heyke. Yes, sir. 

The Cuarrman. Will you come around, please ? 

Mr. John E. Heyke, president of the Brooklyn Union Gas Co., 176 
Remsen Street, Brooklyn, Nx. 

Mr. Heyke filed his statement for the record, and was here and 
available and ready to testify the previous days. 

Members of the committee have expressed a desire to ask some ques- 
tions of Mr. Heyke. We contacted Mr. Heyke and advised him of 
the request of members of the committee,: and he very kindly con- 
sented to rearrange his schedule and to be here for this afternoon. 

Mr. Heyke, we are very glad to have you back. As I told you 
before, you were ready but our schedule was such that you were not 
given time to testify fully, so you presented your st: itement. 

You were very kind to suggest that if the committee wanted you 
to come back, you would be glad to do so. 

Did you wish to make any statement of your own prior to any 
questions by members of the committee? 


STATEMENT OF JOHN E. HEYKE, JR., PRESIDENT, THE BROOKLYN 
UNION GAS CO., BROOKLYN, N. Y.—Resumed 


Mr. Hryxe. No, Mr. Chairman. QOur statement was filed. It out- 
lines in brief our position, and I am here because I gathered that 
there were certain things the different members wished to ask me, so 
I am at your service, sir, and of the members of your committee. 

The Cuatrman. Mr. Dollinger, any questions? 

Mr. DotirNcer. No questions. 

The CuHamrman. Mr. Macdonald? 

Mr. Macponaup. Thank you, Mr. Chairman. 

I join my chairman in being very glad you are here, Mr. Heyke, 
because your name was taken, if not in vain, at least it was taken any 
number of occasions during the hearing. At the time you submitted 
vour statement it was fairly late at night, and I, for one, did not 
know you were not going to be present later, or I would have re- 
mained at that time. : 

Actually, without going into the preamble, one of the reasons I 
think your testimony is so important is: I know how much work you 
did against the Harris-Fulbright bill 2 years ago, and I, for one, am 
very curious as to what has happened in the meantime to make you 
favor this bill. 

Actually, as I recall, you did not testify before our committee on 
the House side against ~ Harris-Fulbright bill, did you ? 

Mr. Heyke. Yes, sir, I did. 

Mr. Macponaup. You did? 

Mr. Heyxke. Yes, sir, I did. 

Mr. Macpona.p. I am sorry I missed that, but I have been reading 
your testimony over on the Senate side; and actually, one of the 
things you have raised a good deal of question about, including the 
escalator clauses, was the favored-nations business. 

Your supplier is who—Transcontinental ? 

Mr. Heyxe. Transcontinental is our major supplier. We also buy 
gas from Tennessee and Texas Eastern. 

Mr. Macponatp. Right, sir. 
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You felt that the situation in which you found yourself in regard 
to your supplier, concerning the favored-nations clause, was not a 
particularly fortunate one. Is that not correct ? 

Mr. Heyxe. That is correct, sir. 

Mr. Macponatp. I was w ondering why you now feel that the situa- 
tion is changed. 

Mr. Heyxe. Well, Mr. Macdonald, I think at that time we were 
considering a bill which bears little resemblance to the bill which is 
being considered today. I think the bill which is being considered 
today goes a long way toward meeting the objections we had to the 
Harris-F ulbright bill at the time that was being considered. 

Mr. Macponatp. Yes, sir. 

Let us just stick to the favored-nation clause, which was one of your 
main points. I understand the escalator clause—and I might say 
parenthetically, I think this is a better bill than the Harris-Fulbright 
bill. 

Do you think this takes care of your feelings as expressed before 
the Senate concerning the favored-nation clause as it affects your 
company ¢ 

Mr. Heyxe. In general, 1 do. Ido, Mr. Macdonald. 

Mr. Macponaup. Would you please spell out for the record how this 
operates ? 

Mr. Heyxe. In the first place, I think it is obvious that the type 
of clauses we objected to several years ago have been outlawed as far 
as any new purchase contracts are ‘concerned. 

Mr. Macponarp. Right. 

Mr. Heyxe. In the second place, the operation of the existing 
clauses has been restricted over what was proposed several years ago, 
through—although the words are the same, the intent is quite dif- 
ferent —the operation of a reasonable market-price clause. 

Mr. Macponavp. On that point, would you spell out for the record 
what would happen in one of these existing contracts with the clause 
in it, if it becomes operative? Will that not raise the price to you, 
over which you have no control ? 

Mr. Heyxe. It can act in that direction; yes, sir. 

Mr. Macponaxp. Not only can, but will it not? 

Mr. Heyxe. If it is triggered, it can; ; yes. 

Mr. MacponaLp. W ell, do you not feel that under this bill, there is 
no protection for not having it triggered ? 

Mr. Herxe. No; 1 would not say that at all, sir. 

Mr. Macponaup. Would you tell me what ‘would prevent it? 

Mr. Heyxe. You are starting off, it seems to me, with the assump- 
tion that the operation of this clause is automatic ally going to take 
place in every contract. 

Mr. Macponatp. I did not say every contract. I said contracts 
now in effect that have the clause. 

Mr. Hryxe. But it will take some action to trigger this favored- 
nation clause. 

Mr. Macponaup. What is to prevent it? 

Mr. Hryxe. There is nothing to prevent that action from boing 
taken. 

Mr. Macponatp. What is going to happen to you when it does 
happen? 
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Mr. Heyxe. It has to be done by two parties. When it is sub- 
mitted by two parties, it will be presented to the Power Commission, 
and we will be heard about the price at which it is negotiated, the 
circumstances which are proposed to trigger it off. 

Mr. Macponatp. Yes, sir. 

And, of course, you will go down to the Federal Power Commis- 
sion to register your complaint after you are notified, and you will 
find out, will you not, under this bill, that they cannot look at the 
costs; that all they can look at is the reasonable m: srk price? 

Mr. Hrykr. Yes, sir. 

Mr. Macoo-ratp. Unless they ean establish collusion—I will not say 
“collusion”—lack of competitive of arm’s-length bargaining, that 
the price to you automatically will be what was paid by these other 
people; that ther e is no way for them to prove, is there, that this, what 
is being paid, is not a reasonable market price ? 

Mr. Heyke. I would think so; yes, sir. 

Mr. Macponarp. Will you tell me how? 

Mr. Heyke. Well, let us suppose, if you would like to take a con- 
crete example, and I will go back to one, Mr. Macdonald, that we 
talked about 2 years ago: that was the situation in Louisiana, in 
which the price of gas that our suppher purchased went from, I 
believe it was, 8 cents to 16 cents overnight through the operation of 
a favored-nation clause. 

Under what is proposed here, the first thing that would be re- 
quired under that circumstance would be a determination by the 
Commission of what the reasonable market price of gas under the 
conditions of the purchase and in the location of the purchase was. 

And if the reasonable market price was determined, let us say, 
to be 10 cents, then 10 cents would be all that could be collected under 
that indefinite pricing clause. 

Mr. Macponarp. Yes. But during that period they could look at 
costs. They could take costs into consideration, could they not, and 
did, as a matter of fact ? 

Mr. Heyxer. Yes. 

Mr. Macponaip. And therefore, the illustration you are giving me 
is certainly not on the point, because under this bill they cannot look 
at costs. The only thing they can look at is the reasonable market 
price. 

And if, as I have said, you cannot show collusion, you cannot show 
that there was no arm’s-length bargaining, automatic: ally the price 
paid has to be looked at by the F ederal Power Commission as being 
the reasonable market price, which will trigger you, which vou just 
pass on to the consumer; is that not right ? 

Mr. Heyxe. I am not willing to assume that because somebody 
negotiates a price, the Power Commission is going to accept that as 
the reasonable market price. 

Mr. Macponap. How, under this proposed bill, can they do any- 
thing else but? What is in the market—this is supposed to be an 
arm’s-length bargaining, two companies are supposed to be in com- 
petition. “Obviously, they will only pay the reasonable market price, 
will they not? 


Mr. Heryxr. No; I do not think that necessarily follows at all. 
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Mr. Macponatp. Well, you know more about these negotiations than 
I do, obviously, but will you tell me what else they take into considera- 
tion ¢ 

Mr. Heyxe. Well, I would think this: In that situation, one of the 
factors that would be taken into consideration in determining the 
reasonable market price was the price several years before at which 
the producers had been willing to sell to the interstate pipeline com- 
panies. 

I would further think that one of the things they would look at and 
want to know about is the impact of this increase upon the distributing 
companies who are tied down to the pipeline companies for 20-year 
contracts. 

I think they would want to know what the competitive situation 
was in the locations that are served by the distributing company. 

I think that they would certainly want to look at the fact, if the 
price was too low, that they might feel that some increase in price 
would be justified for further development and exploration for 
reserves. 

I think part of the—some of the other things they would want to 
look at would be the extent of the reserves that are existing there, and 
the extent to which they are already committed to the pipeline. 

I thing geological data of what could subsequently be developed 
from these fields would also be part of it. 

Mr. Macponaip. Right, sir. 

Well, these sort of open-ended things pone they are looking at, be- 
cause none of them, as far as I can see, can be really determined, 1 
that the only protection you think the B wockbn Union Gas Co. has 
against these fi ivored-nation clauses being triggered ? 

Mr. Heyke. Tam a little perplexed at what your point is, sir. 

Mr. Sees. My point is this: What else, besides the fairly 
ethereal things you have pointed out that perhaps they should look at. 
what other protection do you think you will have to keep the Federal 
Power Commission from merely establishing that the reasonable 
market price as illustrated by a contract, is anything but the reasonable 
market price 4 

Mr. Heyke. You mean under what circumstances would we appeal ? 

Mr. Macponatp. What other protection do you have, is what I am 
asking. 

Mr. Heyxe. I think that is the protection we do have, Mr. Mac- 
donald. 

Mr. Macponatp. Then you are ready to pay whatever two com- 
panies have est: ta in the field as a reasonable market price ? 

Mr. Heyer. No; I did not say that at all, sir. 

Mr. Macponatp. What other protection do you have? 

Mr. Heyxe. I have listed a series of things that would come in on it. 

Mr. Macponaup. Yes, sir. 

Mr. Heyker. Our protection is this: that the price cannot be higher 
than that found to be the reasonable market price by the Federal 
Power Commission. 

Mr. Macvonavp. Right, sir. Just at this point, because I think we 
agree 100 percent, but you just will not admit it, is not a reasonable 
market price in a field, is not proof of a reasonable market price what 
two companies have agreed to as a reasonable market price by contract ? 
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Mr. Heyxr. Not necessarily, Mr. Macdonald. Not necessarily at all. 

Mr. Macponatp. Then you would say in many fields they are paying 
unreasonable market prices; would you ? 

Mr. Heyxer. I think many of the prices that are being paid are 
unreasonable, both unreasonably high and unreasonably low. 

Mr. Macponartp. Which do you pay your supplier; unreasonably 
high or unreasonably low prices? 

Mr. Heyxr. I am sure our attitude has been that it is unreasonably 
high, Mr. Macdonald. 

Mr. Macponap. I agree to that. 

Mr. Heyxe. But in all fairness, we do not feel that the prices our 
supplier is paying anywhere other than Louisiana is unreasonably 
high. We did question the 17 cents, and we have questioned it, and 
we have appeared in opposition in every proceeding that has been 
held by the Federal Power Commission. 

Mr. Macponap. Sir, that brings me to my next point, because there 
have been many occasions, and very recently, that your company has 
taken a position which is not buttressed by your support of the Harris 
bill. 

There has been one occasion which I have here, in the matter of 
the Sun Oil Co., E. J. Hudson, et al., Maracaibo Oil Exploration 
Corp. and Sohio Petroleum Co., your company filed a statement 
in that matter in 1955; did it not? 

Mr. Heyxe. Yes. 

Mr. Macponavp. And did it not say in that case, on page 21, in part, 
that: 


Similarly, it would seem to us here that before 22 million consumers are required 
to pay an increased gas bill or to convert their appliances from gas to oil or 
coal, evidence as to the financial plight of the producers of natural gas might 
throw considerable light on how the public interest may be best served. Indeed, 
we submit that without such evidence it is impossible to appraise and balance 
the interests of the producers and the consuming public. Certainly in the case 
of a favored nation increase of almost 100 percent, such a conclusion is 
inescapable. 

Mr. Heyxe. Yes; I will accept that as our statement, sir. 

Mr. Macponarp. That was the considered opinion of your company 

19552 

Mr. Heyxe. That was our statement; yes. 

I would like to point out, however, sir, that that statement was 
made in reference to laws that exist today, and I think you can look 
at any statement we have made in opposition to a rate ine rease, and 
I think we have made statements in opposition to every increase 
there is. 

Mr. Macponarp. I quite agree. 

Mr. Heyxe. And you can point out that we have talked about costs 
in those things. 

Mr. Macponarp. Indeed. 

Mr. Here. But cost is one of the considerations under the law 
that we have today. 

Mr. Macponatp. I am coming to that in a moment. 

If you use the fact that to protect the consumer, as you just so 
dr amatically did, you have to look at costs, why sudde nly are you 
now appearing on behalf of the same company that uses cost as a 
shield for itself and the consumer, and saying you are going to go 
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along with a bill in which costs are prohibited to be looked at in 
est ablishing rates to you? 

Mr. Heyxe. I think there are two parts to your question, sir. 

The first one, any time that we feel an increase is not justified, we 
will oppose it, and we will oppose it with every argument, every fact 
and every consideration we can find. 

Mr. Macponaxp. Yes, sir. 

Mr. Heyxe. Now, the second point, as far as this legislation is con- 
cerned, and our support of it with the exclusion of costs, we have 
done a lot of thinking about this question of costs, and our position 
has not been taken lightly. And the conclusion we have come to is 
that our consumers are better protected if costs are not an element 
than if they are. 

You can disagree with that conclusion, Mr. Macdonald, but that 
was our conclusion. 

Mr. Macponaxp. I just wondered if I heard correctly. Your con- 
clusion is that if costs are taken into consideration, the consumer is 
less protected than he is if costs are not taken into consideration ? 

Mr. Heyxe. That is my conclusion, Mr. Macdonald. 

Mr. Macponavp. Sir, you have been in this business a long time, but I 
must say that is an amazing statement to somebody like myself, for, 
as a matter of fact, ace ording to your half-page testimony which you 
gave before, you said you listened to Mr. Dougherty, the esteemed 
gentleman who represented some companies here, and if you recall 
my questioning of Mr. Dougherty, it was developed, and to which he 
agreed, that in the Denver, Colo., area, the Colorado Interstate was in 
for a rate increase which would have amounted to abont $7 million if 
granted, or an increase of 114 percent, if the reasonable market price 
was looked at; but only 26 percent if the cost item was taken into con- 
sideration, which came to an 88 percent differential, depending on 
which basis you took. 

And even Mr. Dougherty, when I asked him whether, under those 
circumstances, be blamed us consumers for being alarmed at the pro- 
vision which would prohibit the looking at costs, even Mr. Daugherty 
said he did not blame me for being alarmed. 

He switched ground then, and said, “You h: ave got to look at it from 
the point of view of 50 years or a hundred years,” or some such thing. 

But you are a distributor, and you just. amaze me. 

Mr. eye. Well, Mr. Macdonald; you have pointed out 

Mr. Macponap. Aside from the fact.that in testimony which I will 
bring out, you did not feel this way 2 years ago, very violently did 
not feel this way. 

Mr. Heyke. I would say this: that our position in the last 2 years, 
if it has changed at all, has changed to a very minor degree, sir. 

Mr. Macponarp. It has? 

Mr. Heyxe. It has. 

Mr. Macponaup. Let me take a look at what you said about costs. 
We are talking about not the entire bill now. We are just talking 
about the most important item in it to the producers, and you agree, 

do you not, that the biggest single item of benefit to the producers is 
the prohibition against ‘looking at costs in establishing a rate? 

Mr. Hryxr. No. I just said that I thought it was as much to our 
advantage as it was to the advantage of the producers. 
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Mr. Macpvonarp. I am not talking about to the advantage of the 
consumer, but t: ee about the advantages to the producer 

Mr. Heyxe. I do not think I am qualified to speak about how 2 
producer feels about this bill, Mr. Macdonald. 

Mr. Macponatp. You did not discuss this bill with any producers / 

Mr. Hryke. I have talked to many producers, but I do not think | 
am qualified in any way to speak generally on how the producers feel. 

Mr. Macponarp. In running these meetings, was it ever the position 
of any producers you had anything to do with that he would not 
insist on the cost item being prohibited under the FPC regulation ? 
And if you cn think of one, I would like to have his name, I would like 
to congratulate him. 

Mr. Heyxe. I would say generally that the producers are opposed 
to costs. T hey are also opposed to regul: ation, too, Mr. Macdonald. 

Mr. Macponap. I am well aware of that. Iam well aware of that. 

But they will settle for a costs prohibition, because they know how 
they are going to be regulated in some way, and they are going to take 
the best way possible, and that is cost prohibition, and T do not blame 
the produce! 

Perhaps if I were a producer, I would feel the same way. 

But what I do not understand about you is that you are 
tributor and are taking that same position. 

Mr. Hryxe. You have quoted one example, Mr. Macdonald, in 
which the price would go up, but I think there has been testimony 
submitted in this hearing that there are cases where the reasonable 
market price would be lower than the cost. And I think there has 
been further testimony 

Mr. Macponatp. There may be testimony, but I would say, and 
I have attended practically every one of these sessions, that there 
might be cases that it would be less advantageous, but if they are, 1 
would venture to say the degree of occurrence would be 90 percent 
that it is more beneficial—not to look at costs than to look at costs, 
tothe producer. Do you not agree with that ? 

Mr. Heyxe. No; I think that is purely conjecture, and I can neither 
agree nor disagree with you. 

Mr. Macponatp. Why do you think the producers are so adamant 
about this prohibition, if it is not going to work to their advantage / 
Because they are philanthropists ? 

Mr. Heyxe. I think this—I think if you get into a rate proceed- 
ing with costs, from a producer’s point of view you do not have an 
absolute figure on costs. You have derived figures, apportioned fig- 
ures, estimated figures, on which there can be no general agreement. 

Mr. Macdonald, when we put in a main in a street, we have an 
exact cost, there is no question on that. But when a producer is out 
drilling, looking for oil and finding gas, and drills dry holes, and 
finds both oil and gas, I do not know how you establish the apportion: 
ment of the costs. 

And there is another factor we kept in consideration, I think- 
that after you get the costs, you have a bigger imponderable than 
costs, and that is what is the rate of return to y be allowed on his costs? 

Mr. Macponap. I cannot prevent you, nor would I try to, from 
feeling sorry for the producers and their hardship in finding costs. 
I do know the oil companies, of which natural gas is a byproduct, 
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were in before this very committee saying that they should get an 
increase because their costs of production went up—at that time, these 
costs were documented. 

Mr. Heyer. I am sure there are cases, as I said, Mr. Macdonald, 
in which costs would be a higher figure than reasonable market price. 

Mr. Macponatp. I do not want to impose on your time or the time 
of the committee. 

The Cuamman. Would my colleague yield to me on that point? 

Mr. Macponaxp. Cert: uinly. 

The Cratrman. Mr. Heyke, is it not a fact the cost theory is the 
old traditional and accepted utility concept ? 

Mr. Hryxer. Yes, sir. 

The Cuairrman. And this bill has for its purpose the providing of 
a different type of control or regulation than the utility type of 
control ? 

Mr. Heyxe. Yes, sir. 

The Cuatrrman. And that is really the reason for this difference 
here. 

Mr. Heyrxe. I would say so, sir. 

Mr. Macponap. Well, since you are talking that way now, I would 
like to ask if your company has changed its mind about a brief that 
it filed on April 19, 1956, which I do not think has been decided yet, 
in the matter of the Forest Oil Co., and the Long Island Lighting Co. 
joins you in that. 

You now say it is a hardship if you do not protect the producer by 
not letting them look at costs. On April 19, 1956, you said, or your 
company said—and ine identally, you are speaking for your company 
today ¢ 

Mr. Heyxe. Yes, and only Brooklyn Union. 

Mr. Macponarp. Right, sir. 

But what you said there was this— 

What Brooklyn Union and Long Island do say and have said for some time 
is that evidence of costs, expenses, anticipated income, and return is one ele- 
ment that must be presented and considered by the Commission in a rate pro- 
ceeding along with other evidence in reaching a determination of the justness 
and reasonableness of a proposed rate increase under the Natural Gas Act. 

Brooklyn Union and Long Island say further that a rate increase cannot be 
determined to be just and reasonable solely on evidence that other unregulated 
prices are equal to or exceed the applicant's proposed rate increase, particularly 
where, as in this proceeding, such other unregulated prices are the result of a 
seller’s market. 

And there is no question that the circumstances which obtain in the 
industry are equally true in 1957 as they were in 1956 as concerns 
that? It still is a seller’s market, is it not ? 

Mr. Heyxke. I would say so; yes. 

Mr. Macponap (reading) : 

Is the applicant making or losing money at the original cents per thousand 
cubie feet price, and if so, how much? No one can tell from the proof. Where 
does the applicant stand if he receives the 16-cent price for which he is asking? 
No one knows. 

Reference is made to greater drilling costs today as compared to costs of a 
few years ago. How has this alleged increase in costs affected this applicant? 
No one can tell from the record. Have expenses of the applicant’s operation in- 
creased? And, if so, how much? Again, no one can tell from this record. 

Instead of any such fundamental proof, this rate increase is sought to be justi- 
fied on the so-called commodity price concept, primarily supported by evidence 
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that this applicant and other similar producers have succeeded, in a seller's 
market, in making other gas sales at a price of 16 cents or better. 

You no longer feel that way, that costs have to be considered ? 

Mr. Hryxe. No, no, Mr. Macdonald. Under the present law, 
costs 

Mr. Macponatp. You can answer me that question. 

Mr. Heyxe. Cost is a consideration under the present law; and, 
therefore, under the law as we construe it, costs must be submitted 
behind an increase. 

Mr. Macponatp. All right. 

Mr. Heyxe. And the cost was not submitted here. 

Mr. Macponarp. And you say if you do not take costs into consid- 
eration, that the reasonable market price is meaningless. Have you 
changed your position ? 

Mr. Hrvxe. No, we have not changed our position at all, sir. 

Mr. Macponap. How do you come ‘here before us today saying that 
you do? 

Mr. Heyxe. Well, we do not advocate cost regulation. 

Mr. Macponatp. I am not talking about cost regulation. I am talk- 
ing about costs as one item in establishing a rate. 

Mr. Heyer. Look, Mr. Macdonald, these hearings are pertinent to 
the law of the land as we know it today. 

Mr. Macpnonaxp. Yes. 

Mr. Heyxe. And cost is a consideration there. 

Mr. Macponap. Yes. 

Mr. Heyxe. And if we can cast doubt on the validity of any increase 
by showing no cost figures have been presented, we are duty bound to 
do it, and we continue to do it. 

Mr. Macponanp. Right. 

Mr. Heyxe. I think that you will find similar statements—— 

Mr. Macponavp. In order to keep your costs down, is that not 
correct ? 

Mr. Heyxe. Well, yes, that is one of the factors in it. 

Mr. Macvonatp. Then if you do it to keep your costs down under 
the present state of the law, why do you not want to do it under the 
proposed state of the law, if it keeps } your costs down ? 

Mr. Heyxe. You are assuming that if cost figures were put in, the 
increase could not be substantiated. 

Mr. Macponarp. I am not assuming anything. 

Mr. Heyrxe. You certainly are, sir. 

Mr. Macronarp. I am reading your statement, that evidence—— 

Mr. Heyxe. No. 

Mr. Macponatp (continuing). That evidence of costs, expenses, 
anticipated income, and return, is one element that must be presented. 

Mr. Here. Under the law as it exists today, it must be. 

Mr. Macponatp. And you feel 








Mr. Heyxe. And it was not submitted, and therefore we requested 
the Commission to throw these hearings out, that no case had been 
made. 

Now, from that, we cannot assume necessarily that a case could not 
be made on costs. 

Mr. Macponarp. Well, sir, if you have changed your mind that 
costs would keep your price down, I would like to find out the date 
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that you did it. When did you come to this massive reappraisal of 
your thinking? 

Mr. Heyxe. I do not think we have particularly changed our think- 
ing at all, Mr. Macdonald, as I said before. 

Under the present law, we will use anything we can to argue against 
a rate increase that we do not feel is justified; and where proof has 
not been made of the adequacy of a rate, we will point out that lack 
of proof, whether it be in costs or in any other factor. 

Mr. Macponavp. Right, sir. Any by no means or stretch of the 
imagination am I saying you should not do it. That is not my point. 

Since you sell to the consumers, and the consumer picks up ‘your 
tab for it, you obviously are for it, too. 

Along with other members from consuming States, my heart is not 
always bleeding for the distributors. I think they get their fair share, 
as well as the other segments of the industry. 

What I am trying ‘to do is talk about your keeping costs down to 
your consumers. And, therefore, I say if you have used this to keep 
costs down to the consumers, why suddenly is it not a way to keep 
costs down to the consumers ? 

Mr. Heyxr. Well, if cost is included, and if cost is included as the 
major factor, it seems to me what you are coming down to is providing 
those who do the exploration and the wildcatting with a guaranteed 

rate of return; and in my own mind, I am convinced that, in the long 
run, would be the most expensive undertaking that has ever been borne 
by the ultimate consumer. I do not think that anybody goes out and 
drills holes— 


Mr. Macvonatp. Is it not peculiar that producers do not share that 
feeling ? 

Mr. Heyxe. I am only talking from my own point of view, Mr. 
Macdonald, and I am trying to give you as fair an answer as I know 
how, and I just do not believe that anybody should go out and drill 
holes in the ground looking for gas or oil on a guaranteed basis. I do 
not think it 1s susceptible to that kind of an operation. 

Mr. Macponarp. You think that now, under the Phillips decision, 
they are going to be guaranteed to be paid for a dry well? Is that 
what you are tr ying to tell me? 

Mr. Heyxke. Yes, sir. 

If this cost element is the major element, and a producer, a man 
goes out and drills wells, and he hits 1 out of a 100, he is then going to 
capitalize the cost of 100 wells, and he can justify a price for the gas 
that is far greater than any reasonable market price. And that is 
exactly wh: it Tam saying, sir. 

Mr. Macnonatp. Then you agree with me that the wildeatter, the 
small independent, should come out from under all Federal regula- 
tion ? 

Mr. Hrrxe. No; I do not. 

Mr. Macvonap. Because he cannot affect the public interest, any- 
way. 

Mr. Heyxe. No; I do not, sir. 

Mr. Macponatp. Well, the argument that you gave is one that I 
use. 

Mr. Heyxe. I do not care whether it is a small driller, a big 
driller, whether it is the smallest interests or the biggest company in 
the world, whether it is an independent producer or a pipeline com- 
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pany, I do not think that anybedy should drill holes on a guaranteed 
return basis. 

Mr. Macponatp. What makes you think they are? If these people 
are going to drill dry holes on a guaranteed return basis, I, for one, 
would be. solidly against it. I never heard of it. I have never heard 
it proposed, and I do not think it has happened under the Phillips 
decision, which is what I am trying to keep in effect. 

Mr. Hryxe. Well, I have heard 

Mr. Macvonap. And if you can give me an illustration of where 
that has happened, I am certain we can plug that loophole, too. Have 
you an illustration ¢ 

Mr. Heyxr. This is just hearsay. 

Mr. Macponarp. I do not want to have hearsay. We get enough of 
that. 

Mr. Heyxe. Mr. Macdonald, I am only talking about my own ex- 
perience. But you asked, have I heard of-—— 

Mr. Macponaup. Can you give me an illustration in your own ex- 
perience ¢ 

Mr. Heyxe. I know there are distributing companies who feel the 
pipeline companies, under a cost theory, have gone out and drilled and 
found reserves that is very expensive gas for them; that in the long 
run, they would have been better off if the pipeline had never looked 
for reserves under a cost basis. 

Mr. Macponarp. Well, sir, I pointed out, I tried to point it out, 
how your company has insisted that costs, and currently are insisting 
that costs, should be taken into consideration in order to prevent in- 
creased prices to you. 

Mr. Here. In briefs before the 

Mr. MacponaLp. Now you are coming in here saying you should not 
look at costs, and I am just pointing out it seems to me, anyway, there 
are grave inconsistencies in your position. 

Let some ‘body else judge. That is just my judgment. 

Mr. Heyxe. I do not think it is inconsistent, Mr. Macdonald, I 
think it is perfectly consistent, because you must realize these briefs 
are submitted before the Federal Power Commission under an existing 
law. 

Mr. Macponarp. I understand that. 

Last year, before the Senate committee, you made a good deal out 
of the fact of the pressure under which pipeline companies purchase 
gas in the field. 

Mr. Heyxe. Yes, sir. 

Mr. Macponaup. Has that changed to any appreciable extent since 
you last testified ¢ 

Mr. Heyxe. No, sir. 

Mr. Macvonatp. Well, do you not think that these pressures will be 
further intensified if ev verything that has been said about the supply 
of gas is even partially true / 

Mr. Heyxr. No. I think, if anything, if this bill is enacted, those 
pressures will become less. I think more gas will be available for 
purchase by the interstate pipeline companies than exists today. 

It is not a question of the gas existing, but the opportunity for pur- 
chase by the interstate pipeline companies. 

Mr. Macpvonarp. Then you feel that these pressures will not—that 
there is no foreseeable running out, as I agree, as a matter of fact, 
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although it is against my point at this particular time; that the gas 
reserves of this ‘country are in no danger of running out in the fore- 
seeable future ? 

Mr. Heyxr. No, I do not think the gas reserves are insufficient. 
And I do not think there is any question that the reserves are going to 
run out in the next few years, sir. But I do think that our interstate 
pipeline companies are having more and more difficulty keeping, or 
trying to maintain, the reserve position. I know that the reserve 
position of Transcontinental Gas Pipeline Co. is not as good today as 
it was several years ago. I know they are having lots of difficulty 

“Mr. Macponatp. It is not as good from what point of view ¢ 

Mr. Heyxe. Their reserves are not as great in relation to the con- 
sumers they are serving. I know 

Mr. Macponatp. You are one of those coming Hefore us and saying 
there is an ever-expanding need for natural gas s that has to be met by 
the gas-producing companies. 

Mr. Heyxe. I know this, Mr. Macdonald, we cannot—just this year, 
we asked our supplier, Transcontinental, for an additional 20 million. 
We did not get it. We got 10. 

I think now the possibility is we might be able to up that 10 to 13, 
but we have not been in a position where we can buy all the gas we 
would like to have at different times. 

Mr. Macponarp. I would like to recall to you what you said last 
time this type of bill was up, in which you did not agree with Dr. John 
Boatwright, who was the economist for the Standard Oil Co., and you 
stated that you invited Dr. Boatwright to go along with one of your 
salesmen and see just how much people are clamoring for natur al gas 
“T would like to issue that same invitation to A. P. King, Jr., too.” you 

said, 

And you said if Dr. Boatwright’s ideas about this demand for natu- 

ral gas were to be right, that you would need holes in your head for 
spending more than one million a year in sales promotions. 

Mr. Heyxe. That certainly sounds like my statement, sir. 

Mr. Macponarp. I am quite sure it is your statement. 

And I have been sitting here for a long time listening to this clamor 
about the fact the reserves are going to run out—there is such a de- 
mand for natural gas that you ce: imnot t keep up with the demand, and so 
forth. And when I read this, I was pretty much in agreement with 
you, because certainly our natural gas people in New E ngl: and, as you 
know, are practically priced out of the market. I am sure you agree to 
that, do you not? 

Mr. Hryxr. I think they have a much tougher pricing situation 
than we have; yes, sir. 

Mr. Macponatp. And that this big demand—they are doing all they 
can to keep people from reconverting, including myself, because of 
the price of gas up there and the British thermal unit content and so 
forth, that you cannot do anything about anyway. 

Therefore, I was happy to read what you had said, and I was won- 
dering if you had changed your mind about that, too. 

Mr. Herxr. No. Dr. Boatwright created the impression, at least in 
my mind, several years ago that—and I think created the i impression 
in the mind of almost everyone who heard him—the typical distribu- 
tion company could be characterized as an operation in which you 
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opened the front doors and let in 10 customers out of a hundr ed waiting 
in line, and said, “That is all we can take care of today.” 

And I wanted to point out that. is not so in our community; it never 
has been. We have been able to keep our—— 

Mr. Macpona.p. Do you know any communities where it is so? 

Mr. Hevke. I am not familiar enough with all the communities in 
which gas 

Mr. Macponatp. I think you are being unduly modest here today, 
Mr. Heyke. 

Mr. Heyxe. I knowthis: Weare spending a good deal of effort and 
money convincing people to use our fuel, and that was the point I was 
trying tomake. I was not trying to be a pessimist and say we could not 
sell more gas. I know we can. 

Mr. Macponatp. Yes, sir. 

Mr. Heyxe. And I know it is in the consumer’s interest that we do, 
because the more we sell, the more we spread our fixed costs over a 
larger volume, the more we can bring our rates down to our ultimate 
consumer. We are in a stric tly competitiv e business. 

Mr. Macponavp. That I understand very well. I always have nen 
amazed at the close competition of oil and gas; when the price of ga 
goes up, the prices of oil goes up in New England simultaneously. rit 
is fascinating and amazing to me. 

But in any event, what I really would like to ask you is this: It 
has been said here many times that distributors were down here tak- 
ing time out of their busy days to represent the consumer, and I was 
wonderi ing if it is not a fact that you feel, as part of this whole business 
of the oil and gas industry—is it not true that distributors are part and 
parcel of this business ? 

Mr. Heyke. Why, certainly distributors are part of the business. 

Mr. Macponaup. And actually, as a matter of fact, the part of the 
business you are in, you feel you are sort of a sales force for the produ- 
cers and the pipelines? 

Mr. Heyxe. That is correct. 

Mr. Macponaxp. It is an extraordinary business, indeed, is it not, 
in which the salesman’s interest and the consumer’s interest is 
identical ? 

Mr. Heyxe. Well, I do not think so, sir. I think that is what moti- 

vated us in our stand against the Harris- Fulbright bill. Certainly 
we had no other motivation to oppose the Harris- -Fulbr ight bill than 
the cost of gas to us and the cost of gas to our consumer, so I think that 
we—in many instances our interest and the consumer interest is 
identical. 

Mr. Macponatp. Was not another reason that you opposed the 
Harris bill that you felt the producers and pipelines had not con- 
sulted sufficiently with the distributors in trying to push this bill 
through the Congress ? 

Mr. Heyxe. No. I think that the — 

Mr. Macponautp. You did not? 

Mr. Hreyxr. We oppose it because one of the situations we were 
faced with was that the pipeline could go out and make a contract 
with the producer, spend our money, put the contract in his back 
pocket, and we would not know anything about it until we were sud- 
denly faced with paying the costs of that contract. 











NATURAL GAS ACT 1661 


Mr. Macponaup. You think that is drastically changed under this 
bill? 

Mr. Hryxe. Yes, sir. 

Mr. Macponatp. Will you spell out how? 

Mr. Hryxr. Before a contract, a new contract, can become effective, 
it is necessary to submit it to the Federal Power Commission. It is 
necessary for the Power Commission to give us notice of that contract. 
We have every opportunity to be heard in opposition. 

And if there is any disagreement about the terms of that contract, 
the Federal Power Commission is more or less the arbiter of our 

various positions. And by the “various positions,” I mean the pro- 
ducers, the pipelines, and the distributors. 

Mr. Mac poNALp. All right, sir. 

Did you not think that the pipelines had been treating you a little 
unfairly when you opposed that bill? 

Mr. Hryxn. Yes, sir. 

Mr. Macponap. And did you not say that you had given the pipe- 
lines a blank check, “and every time we turned around they raised the 
price”? 

Mr. Heyxe. Yes, sir. 

Mr. Macvonatp. “We have no control over the price a pipeline pays 
for gas”? 

Mr. Heyer. Yes, sir. 

Mr. Macponarp. “That price is passed right along to us and, 
through us, to our consumers” ? 

Mr. Heyxe. Yes, sir. 

Mr. Macpnonaup. Maybe I do not know enough about the business, 
but how is that changed under this proposed bill? 

Mr. Heyxe. I have just said, Mr. Macdonald, if a pipeline company 
negotiates a new contract, before that contract can become effective 
it has to be submitted to the Power Commission. We have our day 
to oppose it. 

Mr. Macponatp. Right. 

Mr. Heyxr. And the Power Commission will then make a 
determination. 

Mr. Macponaip. You have your day in court to go in and prove, 
you have your day to go in and prove that this contract does not rep- 
resent a reasonable market price. 

Mr. Heyxr. Yes, sir. 

Mr. Macponaup. And since the reasonable market price cannot 
be shown to be unreasonable if two people in the market, the buyer 
and the seller, have agreed to it, how can you stop them from charging 
you anything they decide on is reasonable. 

Mr. Heyxe. I do not agree with your statement because two people 
agree to a price it is therefore the reasonable market price. 

Mr. Macponatp. Well, how do you define a reasonable market 
price? Isit not where a willing buyer buys from a willing seller ? 

Mr. Heyke. I do not know of any situation such as that that exists 
today. 

Mr. MacponaLp. You mean there are no willing buyers or no willing 
sellers ? 

Mr. Heyxe. You have aseller’s market today in which the only com- 
petition is between the buyers to buy it. 
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Mr. Macponarp. Right. The pipelines. 

Mr. Hryxe. The pipelines, to buy the gas. 

Mr. Macvonatp. Right. And the pipelines do not care what they 
pay for the gas, do they? q 

Mr. Heyxe. Well, I would not say they do not care. 

Mr. Macponatp. They pass it on to you, and you pass it on to us. 
Why do the pipelines care, especially pipeline producing companies, 
who, by paying any market price they want, put up the ralue of their 
own gas reserves. Can you tell me any hardheaded businessman who is 
going to be taken aback by the fact that he has got an opportunity to 
increase his reserves, the value of his reserves ¢ 

Mr. Heyxe. Are you now talking about costs, or pipeline reserves, 
Mr. Macdonald? I am a little confused. 

Mr. Macponatp. Well, I do not blame you for being confused, be- 

‘ause you confuse me, you change direc tion so often. 

What I am talking about is reasonable market price 

Mr. Hryxe. Yes. 

Mr. Macponarp (continuing). As I tried to say 15 different times, 
15 different ways. 

You told me, the last thing I understood you to say was, that a 
reasonable market price was not the price agreed upon between a buyer 
and aseller. That is the last thing you said to me. 

Mr. Heyke. Yes. 

Mr. Mou.per (presiding). May I intervene? 

I do not believe the witness was given an opportunity to answer 
your question, in the form of a statement, as to whether or not the 
pipelines care what they pay for the gas. I believe that should go in 
the record, if the witness wishes to make an answer to that statement. 

Mr. Macponarp. I would be happy to have that. 

Mr. Heyxe. Well, I am a little puzzled as to exactly what your 
question is, Mr. Macdonald. 

Mr. Macponarp. I asked you one, and Mr. Moulder asked you an- 
other, which is a good question. 

Mr. Mounper. He asked you a question, and then continued with his 
statement without an answer to the question. 

I think in all fairness, it should be answered. 

Mr. Heyke. May I have the question back 

Mr. Macponaxp. I will save time. 

The question Mr. Moulder had reference to is my question as to why 
would a pipeline not pay a higher price for gas at a time when, by 
paying a higher price for gas, ~he can increase the value of his own 
reserves ? 

Mr. Heyxe. In the past, whether he increased the value of his own 
reserves, it has been our feeling that he did not adequately represent us. 

Under what is proposed here, if a pipeline has reserves, those re- 
serves will be priced at a price which will not be based on cost; and 
under those circumstances, I cannot conceive that the Federal Power 
Commission would very readily, having once established that price, 
change it or very readily allow a pipeline company to go out and make 
the kind of improvident contract that we feel they have made in the 
past. 

Mr. Macponartp. Mr. Heyke, maybe I misunderstand this entire 
business. If I do, I have wasted an awful lot of study and time and 
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listening to testimony here. But as I understand it, this bill says that 
the Federal Power Commission cannot look at costs. 

Mr. Here. That is correct. 

Mr. Macponatp. And, therefore, if a pipeline pays to a producer a 
certain price, the Feder “al Power Commission will practically have to 
show collusion to show that is not a reasonable market price. 

Mr. Heyxe. Well, I have disagreed with that statement of yours 
before, Mr. Macdonald, and I still disagree with it, that the mere 
fact that a price is negotiated between a pipeline and a producer 
means that the Power Commission is going to approve that. 

And I think the more reserves the pipeline has, the tougher look 
the Federal Power Commission is going to take at the new contracts 
that are brought in. 

Mr. Macponap. I agree with you up to the point as it describes 
the current situation. I agree a hundred percent that there are some 
safeguards. 

But. I ask you, where are the safeguards if the only criterion that 

can be used is a reasonable market price, when a reasonable market 
price is established by two people in the field, one a buyer and one a 
seller, and the buyer can pass on the cost of his purchase to a distribu- 
tor, and the ultimate consumer ? 

Where are the safeguards? 

Mr. Heyxe. I do not think a reasonable market price can be set up 
by one buyer and one seller, Mr. Macdonald, and I have said that be- 
fore, and that I honestly believe. 

Mr. Macponaxp. I agree to that. 

Mr. Herke. If you had—— 

Mr. Macponap. I will just insert the word—lI do not have to ask the 
whole question again—a “major” buyer, the word “major” plus a ma- 
jor seller. 

Not everybody who is in this field can influence the market, but as 
you have said here, which I w ill put in the record later, you know the 
companies that control the majority of the reserves, do you not ? 

Mr. Heyxe. Yes. 

Mr. Macponatp. And you know that it is very few, and that they 
can do pretty much in the way of buying and paying of prices that 
they feel like, if this cost is taken out from under, the prohibition of 
costs is taken out from under, the jurisdiction of the Federal Power 
(‘ommission. 


Mr. Heyxe. No, I do not agree with that statement, Mr. Mac- 
donald. 

Mr. Macvonavp. I am just asking you, and I have asked a number of 
times, what other safeguards are there ? 

Mr. Hryxe. To my limited extent, I have tried to answer this 
thing generally, Mr. Macdonald. 

If. you start out with the assumption that the Federal Power Com- 
mission is just going to be a rubber stamp to anything that is done, 
then I think your statements are true. But I do not—— 

Mr. Macponatp. Do you blame me for feeling that way / 

Mr. Hryxe. May I finish, please 

I do not know of any occasion in which the Power Commission has 
just been a rubber stamp for what has been proposed. I think that 
when someone goes in there with a contract, with a new price, the 
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burden of proof is on them to prove that that is a reasonable market 
price. 

Mr. Macponavp. Right, sir. 

Mr. Herxe. And I do not think that because it was negotiated in a 
seller’s market by two people, it is necessarily of any value at all in 
the determining of a reasonable market price. 

Mr. Macponatp. You say that it is negotiated in a seller’s market, 
and this particular buyer can pass it on, so he does not have to pay 
the price himself anyway. 

What is the safeguard for keeping the price down when the Fed- 
eral Power Commission cannot look at the cost of the gas in the first 
place ¢ 

Is it not true that under the present system, the first thing that is 
done in one of these rate cases is that the Federal Power Commission 
accountants go take a look at the costs 4 

Mr. Heyxe. That is true under today’s situation; yes, sir. 

Mr. Macponarp. If it is the primary ‘thing under this Phillips de- 
cision, primary thing which is supposed to ‘keep this industry regu- 
lated to keep the price to the consumer down, if you take that away, 
what is there to keep the price down ? 

Mr. Hreyxr. Now, Mr. Macdonald, you are assuming that 
and regulation are identical. 

I think you will find that the railroads have been regulated for 
many years, and not ona cost basis. 

Mr. Macponarp. I never said anything about eosts and regulation 
being the same. There are 15 different ways of regulating different 
industries. 

Mr. Heyxe. As I understand, what you are saying is there can be 
no regulation without costs. 

Mr. Macponatp. What I am saying is, there can be no effective 
regulation of natural gas under the present setup without looking at 
the costs of the —— t: yes, [ will say that. 

Mr. Heyxer. I do not share your opinion on that. 

Mr. Macponarp. I know you do not, and I am asking you what 
you feel the safeguards are, if you cannot look at costs on the 
contracts ¢ 

How much more time have I? 

Mr. Mouwper. I did not know whether you wanted a time limit. 
| Laughter. | 

Mr. Macponaup. We have been around and around, and [ still 
have not had an answer. I do not mean to harass you. I honestly do 
not understand you. 

Mr. Heyxe. Mr. Macdonald, I cannot put myself in the position 
of the Federal Power Commission in their judgment, whether they 
are looking at costs, whether they are looking at other field prices, 
whether they are looking at adequacy of supply, and all the things 
that would come up in one of these things. Nor can I, sitting here, 
in a few minutes attempt to detail or completely outline the many 
things that I think we are smart enough to bring out in any proceed- 
ings in which the price is to be advanced. 

Now, we have never taken a stand that prices should be frozen. 
We do not think it would be to our benefit. We think that prices will 
move up, whether this bill is enacted or is not. 
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Our concern is that they move up in a more orderly fashion than 
they have in the past; that they move up under a system under which 
we know what our costs are, and under a system where supplies of 
gas are available to us to meet the increasing needs of our customers 
as we are able to sell them. 

Mr. Macpona.p. Well, to change just a little bit: There has been 
a lot of talk here, especially in answer to questions of members, that 
if they gave away the gas or if the gas just went up a few cents, that 
it really would not matter much to the consumer. Do you share that 
feeling ? 

Mr. Heyxe. No, I do not, Mr. Macdonald. 

Mr. Macpona.p. Would you like to comment on it? 

Mr. Heyxe. I think any increase in field price is an important 
part of the increase, our increase, in costs of doing business, and as 
such, we will do ev erything we can to limit the increase in costs, 
whether they be labor costs, taxes, natural gas prices, or any other 
factor. 

Mr. Macpvonap. Right, sir. 

Mr. Heyxe. All cost factors, expense factors, are important to us 
in our operation. 

Mr. Macponatp. Right. They are important in every business that 
I know anything about. 

It is impossible to run a business without knowing what the costs 
of production are, is it not? 

Mr. Heyrxe. No, I do not think so, sir. I do not think so; no, sir. 

Mr. Macponaxp. All right. 

Would you care to comment what each cent increase at the wellhead 
means to the ultimate consumer # 

Mr. Heyke. If that 1 cent is passed on to them, I have figures that 
have been submitted, and I will stand by those. 

Mr. Macponatp. Right, sir. 

Mr. Heyxe. But 

Mr. Macvonaxp. Your figure 2 years ago was that it would mean 
over $50 million a year to the consumer with an increase of 1 cent: 
is that not correct? Therefore, you do not go along with all this 

talk about just giving away the gas and the consumer would still not 
benefit, do you? 

Mr. Drnocewu. I believe that figure is $214 million, is it not? Is 
that not the figure, Mr. Heyke? 

Mr. Heyxe. I haven’t got the figure readily at hand. 

I know you can come up with some pretty astronomical figures; I 
know we have. 

Mr. Macponatp. I will read it for the record, and you can develop 
it: 


Mr. Heyke a year ago said each cent of increase at the wellhead adds over 


five zero, zero zero zero, zero zero zero a year to the bill of the natural gas 
consumers of this country. 


Is that correct ? 

Mr. Heyke. Yes, sir. 

Mr. Macponatp. Mr. Heyke, your name was mentioned a number 
of times in earlier conversations or testimony concerning meetings 
that were held, and I think the first gentleman who mentioned you 


was Mr. Kuykendall, the Chairman of the Federal Power Commis- 
sion. 
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Would you care to comment on the statement of Mr. Kuykendall 
concerning the development of the bill which is now the Harris- 
O’Hara bill? 

Mr. Hnyxe. I would be very happy to comment on it. I would be 

very happy to answer any questions you have about it, sir. 

I would assume that the comment you want is more or less a history 
of the part I 

Mr. Macponaup. I would just like to find out what happened, to 
tell you the truth, how this bill came into being. 

Mr. Heyxe. Well, I do not think the two are necessarily the same. 

You asked me to comment on Mr. Kuykendall’s statement, and how 
the bill came into being. One is a much larger story than the arene. 

I would say this, though: that during the time that the bill w: 
being considered in the Senate, the Harris-Fulbright bill, after the 
bill was passed by the House, the Council of Local Gas Companies was 
formed, with the intention of trying to modify or defeat the Harris- 
Fulbright bill. 

Mr. Macponavip. Right. 

Mr. Heyxr. The reason behind that was that we felt that the bill 
did not offer us the protection that we felt we needed, it did not 
recognize the fact that certain pricing practices had been allowed to 
grow up that we did not feel should be continued. 

And we felt that the recognition of the producers’ problem and 
our problem should take place simultaneously. 

As you know, we were not successful in our quest before the 
Senate. The Senate passed the bill. However, the President vetoed 
the bill. 

Following the veto of that bill, we put out a statement to our 
members, and we stated that we hoped that the veto of this bill would 
lead to much closer liaison, working arrangements, between the pro- 
ducers and the distributors in an effort to solve their problems and some 
of our problems. 

Following that, Mr. Fournier, of Panhandle, whom I have known 
for many years, called me up one day and said he had reread our 
statements, our testimony, before the House and the Senate, and he 
felt that now that the emotional part of the issue was over, some of 
our statements seemed to be pretty reasonable. 

And we go together, and we talked about them at lunch. 

Mr. Macponatp. What period of the year was this ? 

Mr. Heyer. That was seen after the veto message. I could 
give youanexact date onthat. Ido not have it. 

It was probably the end of March, the middle or the end of March. 

Mr. Macvonap. He vetoed it at the end of February 1956. 

Mr. Hryke. It was probably the middle to the end of March. 
Following these discussions, we talked about the problem among-our- 
selves, and with one or two other people who were interested in the 
production end, on the possibilities of some legislation which would 

meet our criticism and would meet the producers’ criticism, 

These very preliminary and informal discussions were followed by 
a meet ing— 

Mr. Macponaip. Was it just the two of you, Mr. Fournier and your- 
self? 

Mr. Heyxe. Yes, initially ; yes. 

Mr. Macponap. Then who joined you? 
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Mr. Heyxe. Then a little later, we had lunch one day with two other 
people who were interested in the producing end of the business, Mr. 
Heard and Mr. Lynch. 

Following that, several of us who had been most active in the 
council met and discussed this problem, this sort of olive branch 
that was being tendered, as to what our reaction to it should be. 

Mr. Macpvonatp. What time of year was this ? 

Mr. Heyxe. This was still in April. 

At the end of April, a meeting was held with various representa- 
tives of the producers, I see here the names of five people, in which 
the question was talked out as to the-—— 


Mr. Macponatp. Who were the five people ? 

Mr. Heyxe. For the producers, I have here Mr. Pressler, Mr. Baker, 
Mr. Murphy, Mr. Orn, Mr. Connolly. 

For the distributors: Mr. Smoker, Mr. Frazier, Mr. Luce, Mr. 
Forbes, and myself. 

Mr. Macponavp. Of the distributors? 

Mr. Heyxe. Of the distributors. 


Mr. Macponap. I hate to do this, but could you identify them for 
the record ? 


Mr. Heyxe. Well, Mr. Luce is president of Public Service Electric 
& Gas Co. of New Jersey. 

Mr. Forbes is president of Consolidated Edison. 

Mr. Smoker is president of UGI. 

Mr. Frazier—I am not sure what his title is—is also with—— 

Mr. Macponavp. Philadelphia? 

Mr. Heyxke. Philadelphia, UGI. 

Mr. Pressler is with Humble Oil Co. 

Mr. Baker is with Humble Oil. 

Mr. Murphy is an independent producer, Murphy Corp. 

Mr. Orn is with Ohio Oil Co. 

Mr. Connolly at that time, well, I just could not say what his po- 
sition was there, Mr. Macdonald. 

Mr. Macponatp. What transpired at that meeting? 

Mr. Heyxe. Further discussions as to whether there was any pos- 
sibility of reconciling our various views here and coming out with 
something which would be satisfactory to them and satisfactory to 
us. 

Mr. Macponarp. Did you come up with something that would be 
satisfactory to the three segments? 

Mr. Heyxer. We were not even talking three segments at that time. 
We were exploring the possibility of two segments getting together 
here, which would be the producers and the distributors. 

Mr. Macponatp. Well, is Mr. Fournier not from Panhandle East- 
ern? Is he not from a transmission line? 

Mr. Heyxe. Yes, he is. 

Mr. Macponap. He is the fellow who initiated it in the first place, 
you said. 

Mr. Herter. That is true. 

But we were not talking about the problems of the pipeliners at 
that time, Mr. Macdonald. What we were talking about was the 
stand that was taken by the producers on the one hand, and the dis- 
tributors as represented by the Council of Local Gas Companies on 
the other hand. 
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Mr. Macponaxp. Right. 

Mr. Heyxe. Following that meeting, a general meeting of the 
Council of Local Gas Companies was called, on May 17, and we ad- 
vised them of these discussions, and we asked their opinions as to 
future action, as to whether we should proceed along this line or not. 

Mr. Macponatp. What was the upshot of that meeting, Mr. Heyke? 

Mr. Hryxe. Well, it was agreed that we would, without direct 
representation of anybody or without any commitment to anybody, 
explore this possibility. 

We further agreed that it would not be an activity of the council 
as such. 

We agreed that, however, the council would be kept informed, and 
would be more or less an advisory panel to whom we could submit 
different thoughts at different times in this matter. 

That was on May 17, I believe I said. 

Mr. Macponarp. May 17. 

When did you have the next meeting? 

Mr. Heyrxe. Of the council, or of our—— 

Mr. Macponaxp. Of this drafting group. 

Mr. Heyrxe. Following that, we had a series of meetings that might 
be called negotiating meetings with representatives of the producers. 

The dates of those were June 5, 1956, July 18, 1956, September 20, 
1956, October 9, 1956, October 30, 1956, and November 19, 1956. 

Mr. Macponarp. And the 13th, you broke up? 

Mr. Heyxe. Pardon me, sir? 

Mr. Macponarp. In December, did you not have also meetings that 
finally culminated December 13? 

Mr. Heyxe. The December 13 meeting was not a meeting with the 
producers. That was a meeting of the Council of Local Gas 
Companies. 

Mr. Macponatp. When did you end these series of hearings or meet- 
ings with the producers ? 

Mr. Hryxe. Sometime in 1957. On wears 31, 1957. We had 
meetings, in addition, in 1957 on January 30 and on January 24. 

Mr. Macponatp. When did you first comb uct Mr. Kuykendall about 
these meetings ? 

Mr. Heyke. I have not got the exact date of that. 

At the meeting of May 17, 1956, to which I previously alluded, that 
is, the meeting of the Council of Local Gas Companies, the thought 
was expressed there that we should not go forward with this 

Mr. Macponavp. In May? 

Mr. Heyxe. In May, May 17, 1956—we should not go forward with 
this without letting the Chairman of the Power Commission know 
about it. 

Mr. Macponaup. Who suggested that? 

Mr. Heyxe. That was my directions from the Council of Local 
Gas Companies. 

Prior to that time, and I do not have an exact date, I had made some 
mention of this to the Chairman of the Power Commission. I. have 
been unable to dig out a date on that, but it was prior to this. 

Mr. Macpona.p. It was prior to that? 

Mr. Heyrxer. Yes. 

Mr. Macponatp. And what was the necessity of notifying Mr. 
Kuykendall about these informal discussions ? 
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Mr. Heyxe. The feeling on the part of the distributors represented 
in the Council of Local Gas Companies was that anything we did 
should be made known to those who were involved in the same problem, 
let us say. And since the major one in any effort of this sort was 
the Chairman of the Power Commission 

Mr. MacponaLp. What wasthe problem? The bill had been vetoed, 
and you were still operating under the same decision, the Phillips 
decision, that you had been operating under for 3 years. 

Why would the Commissioner, Commissioner Kuykendall, have 
any problem ¢ 

Mr. Heryke. I think he is just the logical one to let know what you 
are doing, Mr. MacDonald. 

Mr. Macvonatp. I know you have said that. I was wondering 
why. 

Mr. Herxe. All I can tell you, I cannot look into everybody’s mind, 
but I can tell you that was the feeling of the distributing group, that 
the Chairman of the Federal Power Commission 

Mr. Macpvonatp. You just felt he was the man who should know 
about this, even though you had nothing to report to him, just that 
you were meeting? 

Mr. Heyxe. I think so; yes. 

Mr. Macponap. Because certainly by your previous testimony, by 
May 17 nothing was agreed to in any way, shape, or form. 

Mr. Heyxe. No; there had been nothing agreed to, but it was 
felt— 

Mr. Macponatp. What were you reporting on to Mr. Kuykendall, 
if nothing had been agreed to; to get a new bill? 

Mr. Heyxer. No. I think we reported to him that we were about 
to embark on a series of discussions with members, with representa- 
tives of the producers, in the hope that we could resolve our problems, 

Mr. Macponap. Did he ask to be represented at these meetings in 
any way / 

Mr. Heyxe. No, sir, he did not. 

Mr. Macvonatp. Did he suggest to you that any consumers be con- 
sulted on any proposed bill ? 

Mr. Herxe. No. 

Mr. Macponap. He just listened to you, and did not offer you any 
suggestions ? 

Mr. Hreyrxe. No; nor encouragement. 

The Cramman (presiding). Mr. Macdonald, I must advise you 
that you have consumed 1 hour. 

Mr. Macponaup. I know I have, Mr. Harris, but in your absence I 
asked Mr. Moulder, and he did not state that we were operating under 
any time limitation. 

The Cuairman. Well, perhaps not, but the rules of the House apply, 
and it has been applying all along, and Mr. Moulder is not responsible 
for them. 

Mr. Macponarp. I ask unanimous consent that they be waived for 
10 minutes. 

The Cratrman. I do not believe I could entertain that right new, 
because Mr. Moulder is here, and he has 2 or 3 questions he wishes to 
ask, and then he has another meeting to which he must go. 

Mr. Macponatp. Could I ask, Mr. Chairman, if I wait 
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The Cuarmman. I might suggest if you wait, later on—there is no 
disposition to cut anybody off. But we have to recognize the fact 
that other members have questions, too. 

Mr. Moulder? 

Mr. Moutper. Mr. Heyke, referring to the questions propounded 
to you by Mr. Macdonald in the nature of a statement that a pipeline 
company would not be concerned with nor care as to the amount of 
the price that it paid for gas or transportation, do you not believe— 
first, shall I say, that would not be the state of facts under the provi- 
sions of this bill, because they could not, they would not be unlimited 
in paying any high price they w ould choose or want to pay, because 
they would be controlled, by the provisions of this bill, by the Federal 
Power Commission. 

Mr. Heyxe. They would not. 

Mr. Movutper. Secondly, is it not true that from a practical business 
standpoint, any business concern would not want to be voluntarily 
paying an exorbitant price for an article for transportation which 
would not yield them any additional price or income as a result of 
paying the higher price, and which would eventually tend to destroy 
the very business enter prise they were in ? 

Mr. Heyxe. That is one of the restraining factors on the pipeline. 

The other is, Mr. Moulder, that any new contract that they enter 
into must be presented to the Power Commission, they must be pre- 
pared to defend that. 

In other words, the burden of proof that that is a provident contract 
is on the pipeline. 

Mr. Moutper. Now, reference was made to the fair market price, 
which in my opinion is misunderstood by many opponents of this bill. 

In the first place, the fair market price cannot be established, by law 
or under the provisions of this bill, by mere agreement of the minds 
of any two people as to what a fair market price is. 

Of course, two people, independent of others and not being con- 
trolled by any other body, or who can voluntarily, in other words, 
agree upon a market price insofar as it affects just the two of them, 
then, of course, they might consider it a market price. 

But in all litigation in the courts or before administrative bodies 
affecting the public interests, even though two people might agree, 
that still does not establish a market price, because that ‘has to be 
determined by the administrative agency or the court procedure in 
which such a controver sy might be inv volved. Isthat not so? 

Mr. Heyke. Yes, sir. 

Mr. Moutper. Therefore, when there is controversy as between the 
parties, that is, the public, on the one hand, and, say, the parties who, 
even though they themselves may agree as to a fair price, but the matter 
is in controversy under the law because the public is still cone erned as 
consumers to protect their interests; therefore, when determining what 
the fair market price is under the law of our land, there are many 
factors to be taken into consideration, and a broad range of facts to 
be considered, in determining and ascertaining what the fair market 
price may be. Is that not so, Mr. Heyke? 

Mr. Heyxe. I know that is correct. 

Mr. Movtper. I know that is true, and that is the uniform rule of 
law in all court proceedings where fair market price is to be deter- 
mined. 
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A witness may testify as to what he believes to be the fair market 
price, and then state his reasons, and the factors which he takes into 
consideration in determining and ascertaining what that fair market 
price may be; and then it is for the jury, under the instructions from 
the court, to make that finding. 

And in this case the Federal Power Commission would have a wide 
range of taking into consideration many factors in determining what 
the fair market price may be. Is that not correct ? 

Mr. Heyxe. That is correct, sir. 

Mr. Mounprer. That is all, Mr. Chairman. 

The Cuarman. Mr. Dingell ? 

Mr. Drncett. Mr. Chairman, I would be glad to yield, without 
prejudicing myself, to Mr. Macdonald so that he could proceed further 
with his questions; or I would, if the Chair would permit it. 

The Cuarrman. How much more time do you need, Mr. Macdonald ? 

Mr. Macponaxp. I should think 10 or 15 minutes, Mr. Chairman. 

The Cuarrman. Of course, 1 know you realize you have Mr. Kuy- 
kendall, who comes later this afternoon. 

We are liable to have these proceedings interrupted at any minute 
by a rolleall of the House. With that in mind, and, with Mr. Dingell’s 
permission, you are recognized for an additional 10 minutes. 

Mr. Macponautp. Thank you, Mr. Chairman. 

Thank you, Mr. Dingell. 

Mr. Heyke, we were just discussing that you were reporting to Mr. 
Kuykendall, you were reporting to ye I don’t remember the an- 
swer that you gave. 

Mr. Heyer. I[ said the feeling of the members of the council was 
that he should be informed that we were starting these discussions 
with the members of the producers in an effort to try to resolve on 
a mutual basis our problems. 

Mr. Macponaup. How often did you consult with him ? 

Mr. Heyxe. I would say we informed him of our desire or decis- 
ions, and that following that we told him that we thought we were 
making progress, as to the conclusion of several of our meetings but 
no report was made to him, until sometime in October. 

Mr. Macponatp. In October of 1956? 

Mr. Here. October of 1956. A statement that outlined the areas 
of agreement or probably more accurately outlined the areas of dis- 
agreement was sent to him. 

Mr. Macponar. Is this the so-called statement of principles that 
has been referred to in the testimony ? 

Mr. Heryrxe. This is a memo, dated October 9, 1956. 

Mr. Macponatp. October 9, 1956 ? 

Mr. Heyxe. Yes. 

Mr. Macvonaup. Do you have a copy of that memo with you? 

Mr. Heyxe. Yes, sir; I have. 

Mr. Macponarp. Could we have it for the record ? 

Mr. Heyrxr. This is the only copy I have. I will be glad to have 
it reproduced for the record. 

Mr. Macponatp. I ask that it be included at this point in the record. 

The Cuarrman. Yes; it may be included in the record. 

(The matter referred to was inserted in the record and appears 
at p. 1342.) 
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Mr. Macponaxp. Did you know that after you had approached Mr. 
Kuykendall he had also approached three representatives of the in- 
dustry—Mr. LeBoeuf, Mr. Searls, and another gentleman—— 

Mr. Heyke. Yes, sir. 

Mr. Macponap. To work on a bill? 

Mr. Heyke. Yes, sir. 

Mr. Macponap. How long did these two groups work simultane- 
ously ¢ 

Mr. Heyxe. I could not tell you because it was not until after they 
had more or less completed their work that I knew about it. In other 
words, let me phrase it this way: The first I knew of their endeavors 
was sometime after the Practicing Law Institute meeting in New York, 
which I believe was on April 10, 1956. 

Mr. Macpvonaup. At which Mr. LeBoeuf outlined what had been 
accomplished ? 

Mr. Heyxe. Yes. 

Mr. Macponatp. When you informed Mr. Kuykendall, as you say 
on May 17, 1956, that these groups were meeting, did he tell you that 
he had already formed a group of 3 representatives of 3 segments of 
the industry ? 

Mr. Heyrxe. No, but sometime before that I believe he did say that 
he had tried to write a bill which would meet the requirements of the 
President’s veto message and had been unsuccessful. 

Mr. Macponaup. He didn’t mention Mr. LeBoeuf to you at that 
time ? 

Mr. Kryxe. Not at that time—I do not believe. 

Mr. Macponatp. When did he first discuss Mr. LeBoeuf with you 
in connection with this bill? 

Mr. Heyke. I couldn’t put a date on that but it was sometime after 
the activity had ceased. I know tliat at one time, at one turn, we 
informed him from our point of view we did not feel that the pro- 
posal of Mr. LeBoeuf was acceptable to the distributors. And I 
sora 

Mr. Macponarp. Did you give any reasons why it was not? 

Mr. Heyxe. No, we didn’t. 

Mr. Macponatp. What were the reasons ? 

Mr. Heyxe. I am not familiar enough with it to go into all of the 
reasons now but we felt that one of the main points, as I remember 
it, was that under his proposal every contract would be opened up 
pricewise in a maximum period of 5 years. 

Mr. Macponatp. Was the cost prohibition in? 

Mr. Heyke. I would have to refresh my memory on that, Mr. Mac- 
donald. 

Mr. Macponap. But anyway, Mr. Kuykendall did not tell you 
when you notified him that he had been working with these 3 gentle- 
men from the 3 seginents ? 

Mr. Here. Not initially. In subsequent discussions he did bring 
that up. 

Mr. MacpoNnap. Can you tell us when he first told you? 

Mr. Heyer. No, I can’t. I can’t, Mr. Macdonald. I would assume 
that it was sometime after our May 17 meeting that he told me that, 
but I can’t say that with any certainty. 
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Mr. Macvonaup. You stated—and I am just going along—you stated 
that you contacted Mr. Kuykendall. Did Mr. Kuykendall ever con- 
tact you concerning the bill? Did he ever initiate a contact? 

Mr. Herke. No, sir; not that I recall. 

Mr. MacponaLp. Do you recall the meeting of October 18, 1956? 
At that meeting you stated that the Chairman of the FPC would 
appreciate knowing the principles agreed upon before submitting his 
report to the Bureau of the Budget sometime in November? 

Mr. Heyxe. Yes, sir. 

Mr. Macponaup. How did that come about? How did he let you 
know that he needed to know by November that the bills would be 
acceptable to the oil industry ? 

Mr. Heyke. I don’t think he said that, and I don’t think that was 
the intimation here. But before—— 

Mr. Macpnonarp. Well, he did tell you that he wanted—that it was 
necessary for him to know what progress you were making with these 
bills prior to November and he told you in terms that he could 

Mr. Heyxe. Mr. Macdonald 

Mr. Macpona.p. Listen to my question. 

Mr. Heyke. Sure. 

Mr. Macponarp. That he couched to you the reason he advanced 
that he needed to know by November was not the election—he did 
not mention the election—he couched it in terms of the Bureau of the 
Budget—would need to make a report to the Bureau of the Budget 
by November; isn’t that correct ? 

Mr. Hryke. Let me phrase it in my own words and I will be very 
happy to answer any question you have, Mr. Macdonald. 

Mr. Macvonaup. You have been doing that practically all afternoon. 

Mr. Heyxr. Somewhere around the first week in October of 1956, a 
very offhand discussion of this problem, of our problems with the 
producers, was made to the Chairman, at which time we said we felt 
that we were making some progress. 

And he asked that if any agreement were reached in the forthcoming 
meeting, in the meetings that were at that time scheduled and pro- 
posed, we should let him know what they were. 

He requested that we let him know what they were, and pointing 
out that he was in the process of drafting or would shortly be in the 
process of drafting his own legislative agreements, and he would like 
to see what we had. 

Now, as a practical matter, following the meeting of October 18 no 
report was made to the Chairman because there were few, if any, areas 
of agreement at the time. 

And the Chairman at no time mentioned anything about the election 
prior to November 1, or anything else. 

Mr. Macponap. In sending out your inquiries to the membership 
of this council, you were conscious of November as well, because you 
said you had to hear back by October concerning it due to the fact 
that the producers were meeting again. 

Mr. Heyxe. We had scheduled a meeting with the producers for 
October 30 and we wanted the reaction—the considered reaction of 
our council of local gas companies prior to that meeting. 

Mr. Macponatp. Right. At these meetings that you called there 
was never any unanimity of opinion in the distributors as to whether 
or not you should have any bill at all; was there? 











1674 NATURAL GAS ACT 


Mr. Heyxe. Not unanimity, no. No, sir. 

Mr. Macponap. As a matter of fact, there was quite a great deal 
of outspoken thought concerning the bill, that such a bill “would be 
detrimental to the distributors and, therefore, the consumers. 

Mr. Heyxe. The vast majority of the council—the council was not 
unanimous, but an overwhelming majority felt that these exploratory 
talks should be made. 

Mr. Macponatp. Right, but I am not talking about the time you 
drew up these statements of principles but the time that you had 
reached some formulation of plan, getting to be concrete along about 
this time, and there were certainly many people—there were many 
people present who disagreed heartily with the whole idea. 

Mr. Hryxr. There were people present, yes; but they were very 
much in the minority. 

Mr. Macponaup. How many members did you have there? 

Mr. Heyxe. I can just give you a capsule. 

Mr. Macpona.p. Just give me the number. 

Mr. Heyxe. I mean from my own notes I have something that I 
think might throw some light on this. 

As the result of the October meeting and the comments that came 
from those who did not attend, 6 percent of the meters stated that they 
would not accept any compromise. Six percent of the companies 
representing 8 percent of the meters 

Mr. Macponacp. Who are meters? 

Mr. Heyxe. The meters served by the different companies. 

Mr. Macponap. You divide up your influence within this group by 
the number of meters each company serves. 

Mr. Heyrxe. To a degree, yes; because we had a certain case where 
¢ companies under 1 management served 7,000 meters, 7,000 consumers. 

Mr. Macponap. Do you mean to say that 2 or 3 big companies could 
swing the entire council? 

Mr. Heyxe. Do you prefer the number of companies in this? I 

can give you that, too. Here it is. 

The Cuareman. I think you better go roe id and answer the other 
question first. You started on the meters, 8 percent of the meters, and 
so forth. 

Mr. Heyrxe. Roughly about 10 percent of the companies repre- 
senting 10 percent of the meters did not respond by the deadline and 
the balance, which is about 7! 5 percent, were favorably inclined to what 
had been proposed with the modifications that were discussed and the 
points that were brought up at this meeting of October 18. 

Mr. Macponap. In this disagreement by the people who got up 
and spoke against the bill, and even some of those who did speak for 
the bill, especially Mr. Dougherty, they were very much distressed, 
were they not, by the fact that there would be the cost prohibition 
put upon the ce 

Mr. Heyxe. I do not think Mr. Dougherty was distressed by the 
cost situation. I think Mr. Dougherty has testified here and talked 
on that very point. 

Mr. Macponaxp. For your information—incidentally, Mr. Hims- 
worth your executive secretary. 

Mr. Heyxe. He is assistant vice president of our company. 

Mr. Macvonatp. Is he empowered to take action for the Brooklyn 


Gas Co.? 
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Mr. Heyxe. In some matters, but not in this one. 

Mr. Macponaup. What position does he hold in the council of 
local gas companies? 

Mr. Heyxe. He was one of the two fulltime people of the council in 
Washington during the time we had a Washington office when the 
bill, the Harris-Fu bright bill was up. 

Mr. Macponatp. Is that a polite way of saying he was a lobbyist? 

Mr. Heyxe. He is not a lobbyist by profession but he was registered 
as such at that time. 

Mr. Macponatp. What did he have to do with the council except 
being on the payroll here in Washington ? 

Mr. Herr. He undertook to do the duties of secret ary at some of 
these meetings. 

Mr. Macponaxp. And he acted—he turned out—sent out the notices 
of the meeting and kept the minutes 4 

Mr. Heyer. He did not keep all of the minutes. Minutes some- 
times are written up by others. It wasa very informal 

Mr. Macponarp. He kept the minutes of the meeting of October 18, 
did he not ¢ 

Mr. Hreyxer. That is correct. 

Mr. Macponaxp. And the minutes reflect that Mr. Dougherty said 
that cost would be a desirable item in it? 

Mr. Heyxe. That is what the minutes say ; yes. 

Mr. Macvonaup. Are you saying the minutes are wrong 

Mr. Heyxe. I think your point was that he was quite upset or quite 
disturbed. 

Mr. Macponarp. I said among those—— 

Mr. Heyer. He was not quite upset or disturbed. 

Mr. Macponatp. I said among. I don’t want to waste minutes cor- 
recting that. What I said was that there were some who were op- 
posed. And the main reason of those who were opposed, was that 
they did not want the prohibition against looking at costs. 

And I said that even some who approved were upset about the cost 
which is reflected in Mr. Dougherty’s statement by the minutes. 

Mr. Heyxe. I don’t think Mr. Dougherty was upset, Mr. Mac- 
donald. 

Mr. Macponarp. I will let the minutes speak—they are in the record. 

Mr. Heyrxe. Fine. 

Mr. Macponautp. The minutes say that he says cost would be a 
desirable item. 

Mr. Hryke. Yes. 

The Cratrman. I think the gentleman will recall Mr. Dougherty 
has been here and testified, and I doubt if cost was a factor that con- 
cerned Mr. Dougherty. Anyway, your 10 minutes are up. 

Mr. Macponarp. I have a few more questions but there seems to be 
no way of getting any answers. 

The Cnarman. According to that, the same questions apply te the 
answers, 

If you and Mr. Heyke would get together and discuss it for 3 or 4 
hours you might find out about it. 

Mr. Macponarp. If that conversation could be incorporated in the 
record, I would be happy to have it. It is not only for my own per- 
sonal information but it concerns matters of interest to the committee. 
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The CuarrMan. It has been gone over and over again. 

Mr. Macponap. This is the first time. 

Mr. Heyxe. Not the first time I have been here. I grew whiskers 
here the first and third weeks. 

Mr. Macponatp. Complain to the chairman who controls how and 
when witnesses - valled. 

Mr. Heyxe. I am not complaining. I am very happy to be here. 
I would like to offer, if you have any questions that you care to submit, 
I would be happy to write up answers and if you would like to put 
them in the record, I would certainly ae e no objection. 

Mr. Macponatp. Thank you. 

The CHarrman. Mr. Dingell. 

Mr. Dincexi. I want to thank you for coming back here so we can 
ask you a few questions. I read your remarks from the record last 
year, on this particular subject, and I must confess that I am rather 
surprised to find you back here this year. 

Some of the things that you said last year are exceedingly interest- 
ing: 

We think that mere braking action as to new and renegotiated contracts re- 
ferred to by Mr. Merriam is not enough protection for consumers. 

Mr. Herxe. That was in regard to a specific proposal of Mr. Mer- 
riam’s of the braking action. We did not feel it was specific. 

Mr. Dincetu. Don’t you think that that statement would apply with 
equal force to the matter before the committee today ? 

Mr. Hryxr. No; I do not, Mr. Dingell. If I did I do not think I 
would be sitting here testifying in favor of this bill. 

Mr. Dincetyi. Don’t you think what is proposed here in this bill is 
a mere braking action ? 

Mr. Hryxe. No; I do not. 

Mr. Dingety. Do you think that this offers the same firm control 
that consideration of cost would offer us? 

Mr. Hryxe. I said I thought it was better than having control on 
the cost basis, I said to Mr. Macdonald. 

Mr. Dincety. You think it will ultimately result in lower costs to 
the consumer ¢ 

Mr. Herxe. No; I think that the price of gas—I concur in the opin- 
ion expressed by so many here, I think the price of gas is going up, 
rather, whether we have the Harris-O’Hara bill or the present situa- 
tion. I think that it will go up, probably to a lesser extent and in a 
more orderly predictable way in what is proposed here in this bill 
than what is the present situation today. 

Mr. Dincexy. Is that why you support this bill? 

Mr. Heyxe. That is one of the reasons we are supporting it; yes. 

Mr. Dinceti. Would you support the bill with the administration 
amendments ! 

Mr. Heyxr. Yes, yes. I think if you keep those two amendments 
separately I can answer that question. 

Mr. Dinceti. Which amendments proposed by the administration 
do you favor ¢ 

Mr. Heyxe. I would certainly support the bill without question if 
the administration amendment on cost is in. I would prefer not to 
see that amendment enacted, however. The step-up, the fixed time, 
fixed-amount escalations, from our study of our suppliers’ contracts 
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on the nature of 1 cent every 5 years, are factors that we know that 
we can foresee and to that extent that we are able to absorb without 
passing on to our customers. 

Mr. Dineeiy. You would not want to see that amendment in the bill ? 

Mr. Heyxe. I am sorry ¢ 

Mr. Drneerx. You would not mind seeing that in the bill? 

Mr. Herxe. That amendment would disturb me because I think it 
would greatly increase the number of cases that the FPC sits in judg- 
ment on, and I do not think in the long run the impact of these in- 
creases on our customers in Brooklyn is going to be felt by them. 

I feel the costs we can see coming we can plan to absorb without 
pi assing them on to our customers. 

Mr. Dineriy. Let me ask you this question: This business of in- 
cluding costs is an element in the consideration, permissive element in 
the consideration of rates and ¢ harges—would you say that you would 
prefer not to have that in the bill? 

Mr. Heyxe. I think that is what I meant to say, Mr. Dingell. I 
would prefer that it not be included but I would support the bill if it 
was included. 

Mr. Dinceit. Are you familiar with the stand of Commissioner 
Connole on this particular subject ? 

Mr. Heyke. I am somewhat familiar. I read the statement within 
the last day or two of his statement. 

Mr. Diner. Did you see last year’s FPC report ? 

Mr. Heyxe. I have seen it. I would not say that I am at all fa- 
miliar with it. 

Mr. Dincewi. Did you see the quotes from Mr. Connole that ap- 
peared in that particular document ? 

Mr. Heyxe. No, I am not familiar—I am familiar with the quotes 
that you mentioned. 

Mr, Dincetxt. Mr. Connole says that would violate the due process 
laws if that were not present to protect the producers, not the con- 
sumers. Is that a logical assumption ? 

Mr. Heyxe. I have said that I felt that in many instances costs 
would result in a higher price to us in a reasonable market price de- 
termination. So I think we are saying the same things. He is say- 
ing it in a different way. 

Mr. Dincety. I want to go on with that but I want to get into this 
business. You say that gas is sold at above the reasonable market 
price—gas is sold at below the reasonable market price; am I correct ? 

Mr. Heyxe. That is my opinion, sir. 

Mr. Drineett. From that inference we should be able to tell at this 
time you would be able to give us a pretty good idea then what is the 
reasonable market price? 

Mr. Heyxr. No, I am just taking the extremes. We know of gas 
being 

Mr. Dincei. Let us say that there is a band of reasoning, or a 
band of reasonableness. Would it be fair to say then that you could 
pick out this band or reasonableness and tell us within what general 
area the reasonable market price would lie in that line? 

Mr. Heyxe, No, I don’t think I could do that, sir. I said, “No.” 
I said this, Mr. Dingell: I felt that some prices were unreasonably 
low. And I would say where we have gas being sold today at 3 cents 
a thousand feet or under that that is an unreasonably low price. 
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On the other hand, where we see contracts submitted with gas 
priced at 22 and 24 cents, I would think that is an unreasonably high 
price. 

Mr. Drncett. 24.4 is high? 

Mr. Heyxe. I would say it is unreasonably high. 

Mr. Drncetx. And 3 cents is low? 

Mr. Heyxe. I would say so. 

Mr. Drncet_. Would you say 7 or 8 cents is reasonable? 

Mr. Heryxe. Under some circumstances it might be and under 
some it might—the higher price—not be reasonable, 

Mr. Drncetx. I want to be fair with you. I want to know just 
what this reasonable market price is going to mean to my consumers 
before I vote for this bill. And I have sat here for 4 or 5 weeks now 
and I haven’t been able to get anybody who can tell me what a reason- 
able market price is, either in the terms of the bill or in dollars and 
cents. I would really appreciate you telling me what it is. 

Mr. Heyxe. I think you are talking about a series of criteria which 
the Commission, taking in all of the facts and looking at it from 
both sides 

Mr. Drncett. I know it says that in the bill. 

Mr. Heyxe. Will come up with a determination. I do not think 
that it necessarily means that the reasonable market price in one State 
is the same as it is in another, or that the reasonable market price of 
a large pool and small pool are necessarily the same. 

Mr. Drncetu. Will it be the same across the pool? 

Mr. Heyrxe. I would think so, yes. I would certainly think so. 
I do not see how it could be otherwise. 

Mr. Drncexu. It would be the same all across the pool ? 

Mr. Heyxe. I would think so. 

Mr. Drnceitt. Wouldn’t that situation result in the price ultimately 
rising to whatever buyers from that particular pool are willing to 
pay? 

Mr. Heyxe. I do not think so. 

Mr. Drnecext. You don’t think so? 

Mr. Heyxe. No. It seems to me that if the contract is submitted to 
the Power Commission 

Mr. Drncety. I am not talking about the FPC, I am talking 
about 

Mr. Heyxe. You said the price was right. I want the Power Com- 
mission to approve it. The intial contract must be submitted to the 
FPC. 

Mr. Drnceti. What will the FPC use to keep this down ? 

Mr. Hryxe. It seems to me that if in their determination the rea- 
sonable market price, let us say, is 17 cents, to take an example, and 
the contract is in for 18 cents, that they will not grant an approval 
on that contract. 

Mr. Dtncetn. Well, now, is 17 cents a reasonable market price? 

Mr. Heyxe. I wouldn’t know. I have already said that I can’t 
tell you. I can’t sit here and say what a reasonable market price is. 

Mr. Drncety. You see, I am being asked to vote here for something 
that I frankly concede and have honestly to admit I do not know what 
it is, and nobody has been able to tell me. 
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You say that it will probably be the same across each pool; am I 
correct ? 

Mr. Heyxe. Yes. 

Mr. Drncetu. In that, regardless what it costs one man to drill and 
another man to drill? 

Mr. Hryxr. Yes. 

Mr. Drncett. So we get down to this: You say you will concede 
there is a certain amount of competition between purchasers; am I 
correct ? 

Mr. Heyxe. Yes, sir. 

Mr. Dincetx. And on the basis of your competition between your 
purchasers, would it be fair to assume that there is competition among 
producers of various pools ? 

Mr. Heyxer. Theoretically, yes. But as an actual matter, I do not 
think the producers are falling over each other to try to get to the buy- 
ers first. I think it is the buyers who are trying to get to the sellers 
first. 

Mr. Dincetu. So it is a sellers’ market? 

Mr. Heyxe. Yes. 

Mr. Dincett. So people are actually competing to purchase this gas 
and not competing to sell it? 

Mr. Heyer. Yes. 

Mr. Dinceti. So this means, of course, under these circumstances, 
in most cases at least, we will be faced with a sellers’ market at the 
wellhead; am I correct? 

Mr. Heyxe. We are faced with it; yes, sir. 

Mr. Dinceit. And this means that this sellers’ market at the well- 
head will be used as a pressure for an upward rise in prices; am I 
correct ? 

Mr. Heyxe. Not any more than exists today. 

Mr. Dincetx. I am not denying that it is probably a buyers’ market 
today but there is an upward pressure in prices; am I correct? 

Mr. Heyxe. There is an upward pressure in prices. 

Mr. Dinceti. And this cost concept holds this upward pressure in 
prices down; does it not? 

Mr. Heyxe. I donot think so. 

Mr. Dinceiu. How does it not hold it down then? You will concede 
that when a man has gas to sell, he has got to give an accounting as 
to costs and that cost accounting that he has to give is used in com- 
puting his price for gas? 

Mr. Here. Mr. Dingell, if you and I both had gas reserves within 
a short distance of each other, and you got a substantially higher 
price than I got, I would be upset about it. 

If we were both offering gas for sale regardless of the cost we would 
want to receive the same price, whether you hit yours with a very 
low exploration costs or not. 

We aa a storage of gas in the ground and we look around and 


see what the prices are and we say, “I am not going to sell my gas for 
any less than that.” And if the cost comes out to be a factor of that 
you are not going to sell the gas. 

Is that a reasonable statement ? 

Mr. Dinoetut. That is a reasonable statement, but that does not 
answer my question at all. I am going to repeat my question to you 
so you can understand it. 
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I said this, Isn’t it a fact that this cost concept actually tends to hold 
the man’s sales price, that is, the producer’s sales price down to his cost 
plus a fair return; isn’t that a fact ? 

Mr. Heyxe. No, I don’t think it is a fact. 

Mr. Dincety. What is it? 

Mr. Heyke. I think under a cost concept the gas that we are going 
to be able to buy is the high-cost gas. 

Mr. Drincetx. I am not asking you that question at all. 

Mr. Heyxe. Well, I think furthermore 

Mr. Dince.y. Regardless of whether it be high-cost gas or low-cost 
gas, the gas that you are able to buy has its price based on its drilling 
cost and other costs, plus a fair return; isn’t that a fact? 

Mr. Heyxe. No. That is not the situation today, Mr. Dingell. 

Mr. Drnceiy. What is the price of this gas based on? That is what 
I want to find out. 

Mr. Heyxe. The price of gas today is based on a historical con- 
dition. Initially gas was flared, there was no market for it. So the 
first price of gas that was sold was very, very low. 

As the demand increased the price moved up. And as the demand 
continues there will be an upward pressure on price whether you 
have a regulatory body considering costs or anything else. 

Mr. Drnce.u. Because of increased drilling costs ? 

Mr. Heyke. No; because 

Mr. Drnceti. And exploration costs? 

Mr. Heyxe. As long as you have the kind of market you have 
today, in which the purchasers are competing with each other to buy 
it, you will have a pressure under prices. 

Mr. Dincett. I do not deny that a bit, but you are still not answer- 
ing my question. Isn’t it a fact that the Federal Power Commission 
regulations today are based on costs? 

Mr. Heyxe. FPC regulations are based on costs; yes, sir. 

Mr. Dincetu. Right. And when you sell the price that you get for 
gas is based on your cost of drilling and other costs; isn’t it? 

Mr. Hryxe. No. 

Mr. Dincett. What is it based on ? 

Mr. Heryxe. As a matter of fact, let us look at it from the point of 
view of the new contract today. 

Mr. Drncrii. What is the basis of this? Maybe we had better 
find out. 

Mr. Heyxe. At the moment there is no regulation of the initial price 
in new contracts. 

Mr. Dince.i. There is no regulation at all? 

Mr. Hryxr. There is no regulation on the initial price of new con- 
tracts. There is very little. On 1 or 2 occasions the FPC has. And 
we have provided for that in this Harris-O’Hara bill. 

Mr. Dincett. What I want to know, though, isn’t this, let us say— 
I am not saying what the FPC is doing—I am saying what they should 
be doing—shouldn’t they under the laws as exist today, as expressed 
in the Hope and Interstate and other cases, shouldn’t they adhere to 
cost for the consideration of the sales price of natural gas? Isn’t that 
what they should do? 

Mr. Hryxe. But you have to differentiate. 

Mr. Dinceti. That is what they should do. 
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Mr. Heyer. You have to differentiate. 

Mr. Dinceti. “Yes” or “No”? 

Mr. Heyxe. I can’t answer “Yes” or “No.” 

Mr. Drnceti. What did they do then? 

Mr. Hryxe. You have to differentiate between existing contracts, 
where an application is made for a price increase, and a new contract 
that is submitted to the Commission—in the event an application for 
a price increase is made, the Commission has said, “We have a mandate 
to consider costs.” 

Mr. Drnceui. All right, what about the original contracts? 

_ Mr. Heyxe. The price in original contracts is not reviewed until 
sometime there is a rate proceeding somewhere. 

Mr. Dincetu. It should be based on cost; should it not ? 

Mr. Heyxe. At that time it would be. 

Mr, Dinceii. But it should be initially, under the law, and if the 
FPC were not too busy to review these things it would be based on 
cost; would it not ? 

Mr. Heyxe, I think that is a possibility, sir, but I do not know what 
the Power Commission would do. 

Mr. Dincet. Isn’t that the law today ; isn’t it a fact ? 

Mr. Herxe. No. I think the FPC is operating in accordance with 
the law today. Iam not a lawyer, Mr. Dingell, but I cannot imagine 
that the FPC would be doing things that are not allowed by the law 
today. 

Mr. Dinceti. You tell me this, then, what phase of the law says 
what the price of natural gas will be? 

Mr. Hryxr. To the best of my knowledge the law does not say what 
it will be. 

Mr. Dinceti. What does the Supreme Court say it will be in the 
Detroit case then ? 

Mr. Heyxe. I interpret it—and here I am getting far afield in 
interpreting a law decision—but my interpretation of the Detroit case 
was that the Commission could not set a price higher than cost without 
justifying the price, the amount that the price exceeded the price that 
would be determined on a cost basis. 

Mr. Dinceii. That is right. So what you have said then is rather 
critical of the FPC? 

Mr. Hrykr. No,sir. 

Mr. Dinceii. Apparently they have not been doing that. 

Mr. Herxe. Quite the contrary. 

Mr. Dincetu. Have they been doing this then ? 

Mr. Heyrxe. I think they are doing it in rate-increase applications 
that are before them; yes. 

Mr. Dincety. And they should do it in the original, should they not, 
in the original gas price ? 

Mr. Herxe. When those original prices come up for review in some 
future rate hearing. 

Mr. Drineett. All right. But according to existing law and the 
Supreme Court decision gas prices should be passed on cost at the pres- 
ent time. At least, that is what everybody who has sat in that witness 
chair has told me. Maybe you are different. 

Mr. Hryxe. I am not even qualified to discuss the legal implications. 
And I have read in the record a good many different legal opinions. 
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Mr. Drncett. And a good many of the gas company witness and 
gas producer witnesses have stated, if you have read the record, that 
gas prices today are based on cost; in fact, that is the reason they want 
me to vote for this Harris bill to get rid of this. 

Am I right or wrong ? 

Mr. Heyxe. The prices are not based on costs that exist today. 
They are historical. 

Mr. Dineerxu. According to law, they should be based on cost; 
shouldn’t they ? 

According to law, I am just saying. If they are not, then maybe 
the FPC is wrong. I donot know. We will ask the FPC about that. 

Mr. Heyxe. Before the Power Commission can approve an increase 
they have to tee off from a cost basis. But you must realize there are 
thousands and thousands of contracts with prices varying all over 
the lot in them that have never been changed and reviewed. 

Mr. Drncety. And those, of course, are in effect illegal contracts, are 
they not, because they have never 

Mr. Herxe. No. 

Mr. Dincett. Well, let’s say this: they could be illegal, if somebody 
would get down to the question as to whether or not they are paying a 
fair market price. 

Mr. Heyxe. They might be found to be illegal, if the Power Com- 
mission instituted an investigation of every contract that exists today, 
which I think is just something no reasonable person could foresee 
the end of. 

Mr. Drncetx. All right, let me ask you this: If this situation exists 
today,where we have got these hundreds of unregulated contracts— 
if we pass this bill we will still have them, won’t we? 

Mr. Herxe. Yes, sir. 

Mr. Dincetu. So passing this bill isn’t going to strike at the root of 
this evil at all, is it ? 

Mr. Herxe. Yes, I think it is. 

Mr. Drxcety. That we are talking about? 

Mr. Heyxe. Yes. 

Mr. Drxcetz. Where will we be better off instead of saying we have 
the cost basis, that we are going to have a reasonable market price 
basis and still not bother with these contracts? 

Mr. Herxr. Let us suppose that gas is to be sold to us by a supplier 
in Texas for 8 or 10 years under an initial contract. At the price 
that is acceptable at the time the contract was made to the pipelines, 
it has been acceptable to us. 

And let us suppose that in one part of Texas that the price is in the 
neighborhood of 814 cents. So long as that price stays at that figure, 
which is certainly not an exorbitant price, I can see no reason for going 
in and going behind that contract to find out what the costs were, to 
say that the rate instead of being 8 should have been 6 cents, on one 
hand, or 10 cents, on the other hand, because I think that an 8-cent 
price for gas in Texas is a pretty good contract. 

It seems unreasonable to me—— 

Mr. Dineeti. Do you think that 11 cents in Texas would not be a 
good contract ? 

Mr. Heyxe. If your 11-cent contract triggered the 8-cent price to 
11 cents, I would want to look at it pretty close. 
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Mr. Dincetyi. Don’t you agree that there is adeqaute provision in 
the bill where one price rises, instead of a whole series of prices all 
around the field ? 

Mr. Heyxe. I think that is a situation that existed before the Su- 
preme Court handed down the Phillips decision. I think it is a situa- 
tion that exists today. And I think it is a situation that will exist 
if this bill is passed. 

Mr. Drnceti. Then you 

Mr. Heyxe. But I think if this bill is passed the impact of those 
increases will be far less than it will be without this bill. 

‘Mr. Dincetx. Don’t you think that that is a bad situation, before 
and during it and after the Phillips decision ? 

Mr. Heyxe. I would tend to agree with you if we were starting 
from scratch now, but I do not think we can disregard the historical 
element in this: That some of these things have come along for good 
reasons and for some of them there have not been good reasons. 

I do not think we can remake the whole industry in trying to cure 
our immediate problem here. 

Mr. Dinceii. Let me ask you this: Do you know Mr. Hedrick? 

Mr. Heyke. Mr. Hedrick; yes. 

Mr. Dincetu. Do you think he knows what he is talking about ? 

Mr. Heyxer. Generally speaking, I do. I do not always agree with 
him. I do not want to agree that I am going to agree with anything 
Mr. Hedrick has said because I have disagreed with many things he 
has said in the past. 

Mr. Dinceti. I wanted to know whether you agreed with him on 
this or not. ( 

Mr. Heyxe. I did not say I agreed. 

Mr. Dinceti. Do you know what he talks about when he is talking 
about the natural-gas industry ¢ 

Mr. Heyke. Generally, I tend to agree with him; yes. 

Mr. Dinceti. Do you think that there is going to be plenty of gas 
whether we pass this bill or not? 

Mr. Heyke. I think the effect of this bill will be to release existing 
supplies to dedication to interstate pipelines. And I think another 
effect will be to make people more anxious to explore for gas, Mr. 
Dingell. 

Mr. Drncetx. And that will be accomplished by offering price 
rises ? 

Mr. Heyxe. No. I think we must realize that the question of 
regulation is as much emotional as it is factual. And I have no 
doubt in my mind that the majority of the producers today who are 
looking at this thing—their thinking is colored as much by their 
emotional resentment, shall we say, as by any fact. 

Mr. Dincett. Do you share that emotional resentment against 
regulation ? 

Mr. Hreyxe. No. I have no emotional resentment against regula- 
tion. We live under it. 

Mr. Dincett. In fact, in your business it is a very good thing, 
isn’t it? 

Mr. Heyxe. That is a tough question. Sometimes I think so and 
sometimes I don’t think so. 

Mr. Drncetx. Does it not offer you a guaranteed return? 

Mr. Hryxe. No; it does not. 
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Mr. Dincetx. After expenses, and so forth? 

Mr. Heyxe. We have no guaranteed return, Mr. Dingell. And if 
you will look at our earnings you will find that immediately after 
World War II they practically disappeared. As a matter of fact, 
for one period they did disappear and we were running in the red. 

Mr. Dinceti. You are under a State regulatory body. Did you go 
to them and get a rate increase? 

Mr. Heyxe. We tried to get increases. We did get an increase but 
in an amount and at a time that—by the time we had gotten the 
increase, further increases in cost had more than wiped it out. 

And that was not operating under a guaranteed return. 

Mr. Dinceix. Do you think that this bill then is necessary to in- 
crease the supply of natural gas? Is that one of the reasons you are 
for it? 

Mr. Heyxe. Yes. 

Mr. Drncett. I am trying to find out why. 

Mr. Heyxe. P articularly the supply that is available to the inter- 
state pipelines. 

Mr. Dinceti. Well, now, here is what Mr. Hedrick said tome. He 
said: 

The natural-gas industry is poised for expansion so vast that by 1965 antici- 
pated new transportation facilities will have cost an additional $8 billion—an 
amount greater than today’s investment in such facilities. 

That is what he said. Don’t you think that indicates adequate 
supply of gas for these people who go out and figure on spending $8 
billion of somebody’ s money ? 

Mr. Heyxr. That money will not be spent unless the gas reserves 
are available to do it. 

Mr. Dincett. Mr. Hedrick and I went into that. I want to nail 
that particular point down. That is why I asked whether you thought 
Mr. Hedrick knew about the natural-gas business or not. You and I 
agreed that he did know something about it. 

Mr. Heyxe. Yes. 

Mr. Drnceti. At any rate, Mr. Hedrick told me that this quote 
which he gave the committee he got from a journal of the oil and gas 
industry; that it was not based on passage of these bills, but before. 

Don’t you think that indicates a very substantial amount of gas 
available for interstate commerce? 

Mr. Heyxe. No, don’t think so because in my own experience, Mr. 
Dingell, without getting in any argument with Mr. Hedrick—-and 
believe me we have had quite a few of them at different times—I know 
this, that within the next, let’s say, 5 or 6, 7 or 8 years without putting 
an exact date on it, if we can do half the things we think we can do, 
we are going to acquire roughly twice as much gas as we have under 
contract today. 

And I know that for 1957, for this current year, we asked one of 
our suppliers to supply us an additional 20 million feet of gas and 
they said they didn’t have it—they said, “All we can give you of what 
we have today is 10 million.” 

There is a possibility now that that will be 13 million rather than 
10, but it is not the 20 we asked for. 

I further know 

Mr. Dincetx. Of course, that is this year. This is talking about 
sometime in the future, 1965. 
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Mr. Heyxe. The reason I inquired into this, I was told they had 
not been able to buy sufficient gas reserves to provide the supply. 

We know that their reserve position in comparison to their sales 
has grown steadily poorer ae year, which is an indication that 
they have not been able to buy the gas. 

Mr. Dinceti. What is the present going. price of gas contracts, 
anyhow, for large reserves? : 

Mr. Heyrxe. I couldn’t give you any answer to’that. The one 
I am familiar with 

Mr. Dinceiu. Don’t you have a sales figure? 

Mr. Heyxe. The one I am familiar with has a price of 22.4 which 
is the proposed price in this CATCO deal and the Power Commission 
has not allowed that price. 

Mr. Dincett. As a matter of fact, there have been some higher, in 
point of fact, there have been some higher, hasn’t there? 

Mr. Heyxe. That is the highest one I have heard of. 

Mr. Dineetxt. You said this here, you said, “We supply our cus- 
tomers with fuel service in strenuous competition with other fuels,” 
which is coal, oil, and electricity. 

There is competition in your end of the business, isn’t there? 

Mr. Heyxe. We are in the fuel business. 

Mr. Dince.u. You also said something else here that I thought was 
very interesting, “since our retail rates in many instances are now at or 
above the cost of alternative fuels, any new increase may represent 
the straw that breaks the camel’s back and price natural gas out of 
the market.” You said that in the hearings a year ago. 

Mr. Heykxe. Two years ago. 

Mr. Dineett. Is that still true? 

Mr. Heyrxe. We have been able to reduce our rates in the past 
2 years, so that we are now selling for heating alone somewhat under 
the price of oil for heating and water heating. That is wrapped up 
together. They are both on a par with oil costs. 

We have been able to improve our competitive position in the last 
few years. 

Mr. Drnereit. As long as we are talking about this business of 
competitive cost, what is the cost per B. t. u. of the product that you 
sell, natural gas? 

Mr. Hryxr. You mean an average cost, sir? 

Mr. Dineen. Average cost per B. t. u. 

Mr. Heyxe. I would have to check into that. There will be very 
little difference. I will have to refer to this, however. 

In the Brooklyn territory last year we received from our customers 
an average of $1.63 per thousand cubic feet of gas sold. 

Mr. Dincety. That would be for what, for cooking or for water 
heating ¢ 

Mr. Here. For all use. 

Mr. Dinceit. What would it be now for water heating and space 
heating and just cooking ? 

Mr. Heyxe. Let me give you our residential without heating— 
that would be an average of 2.49. Residential with heating 

Mr. Dincety. That is per B. t. u.? 

Mr. Heyxe. Per thousand cubic feet. 

Mr. Drnceit. How many per thousand? 
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Mr. Heyxe. There are 1,040 B. t. u.’s per cubic foot, so it would be— 
can I talk to one of my genuises here? Will you take those figures and 
figure them for me, translate them into B. t. u.’s# 

I do not like to do arithmetic. es tin 

I can give it to you in terms of thousands and we will give the other 
to you. 

Mr. Dincetv. Thousand is good enough. 

Mr. Heyrxe. Per thousand feet, if you are satisfied to talk per thou- 
sand cubic feet ? 

Mr. Dineewu. Yes. 

Mr. Heyrxe. The nonresidential is $2.49 cents per thousand feet. 
Residential heating which is all use, would be an average of a $1.50 per 
thousand cubic feet. 

Mr. Drncett. How many B. t. u.’s, 1,040 did you say ? 

Mr. Heyxe. There are 1,040. 

Mr. Drncetu. Per thousand ? 

Mr. Heyxz. Per cubic foot. 

Mr. Drnoewu. Per cubic foot? 

Mr. Heyrxe. Yes. 

Mr. Dinceu. Tell me this: What is the price at which coal or oil 
would be competitive, or that you would be competitive with coal and 
oil? 

Mr. Heyxe. That would all depend upon the uses. I can give you 
average on the basis of an average consumer in our territory. I think 
I have that here. 

Under the latest rates that are in effect in our territory we estimate 
that the average one-family house would cost with gas for heating 
only, $150 per season, oil $170 per season, and coal $192 per season. 

Mr. Dincetu. That would break down to what figure per thousand 
cubic feet, or how would that compare, or would you like to submit 
that for the record ? 

Mr. Heyxe. No. That is based on an average residential usage, 
rather based on the lowest step of our heating rate. 

Mr. Drncetit. How many thousand B. t. u.’s or how many thou- 
sand cubic feet ? 

Mr. Heryxe. That would be used at a rate of $1.20 per thousand 
cubic feet. 

Mr. Drncetx. Let me ask you this, then: Apparently your gas for 
heating and your gas for water heating and your gas for cooking 
at the present time is under the cost of coal and oil for those purposes, 
am I right? 

Mr. Heyxe. It is slightly under, yes. 

Mr. Drnceti. It would be also fair to assume that this gas is going 
to rise under this particular bill until it becomes competitive with 
these rates, is it not ? 

7 Hryxr. No. I don’t think that is necessarily a conclusion at 
all. 

Mr. Dinceti. You and Mr. Rowan of TIPRO have some differences 
of opinion on this. He thinks it will. 

Mr. Hryxe. Well, we have been able to more than offset the increases 
in costs of natural gas as far as our consumers are concerned through 
an expanding load. 

As our load grows the impact of the fixed charges is spread over 
a larger and larger amount of gas. And, therefore, the amount that 
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must be reflected in the sale of these each thousand cubic feet comes 
down. 

And we have in the last 5 years put into effect four rate reductions 
that have been made possible largely through our increase in load. 

At the same time, we have absorbed increases in labor costs and 
increases in taxes. 

We are not in a position where any increase in any expense is auto- 
matically passed on to our consumer. Quite the contrary, our effort 
is to reduce our charges to the consumer. And I am happy to say we 
have been able to do it. 

Mr. Dinceti. You said a little while ago that you didn’t like a 
guaranteed return for the producer, is that correct ? 

Mr. Heyxe. Yes, sir. 

Mr. Dincetu. You said that you felt it would be better to go to this 
reasonable market price concept ? 

Mr. Heyxr. Yes, sir. 

Mr. Drncett. Let us go into this reasonable market price concept a 

little bit. 
If you are going to give a man a reasonable market price and 
give him enough incentive to have him drill, you are going to have to 
give him enough to cover the cost of these dry holes that he will drill, 
aren’t you ? 

Mr. Heyrxe. Probably i in the aggregate you are. 

Mr. Dincety. There is no question about it, is there? 

Mr. Heyxe. If you begin to put down dry holes you are not going 
to stay in business. That is true, whether it 1s reasonable market price 
or cost, I might say. 

Mr. Drncetx. That is true. I understand it is true with cost. But 
under reasonable market price you are going to have to consider the 
man’s costs. There are no two ways about it. Otherwise, you won’t 
offer him an incentive. 

T mean, at least, the man who is going to drill the holes is going to 
have to consider costs, isn’t he ? 

Mr. Hryxr. Yes. He will have to consider costs and risk and all 
sorts of things. 

Mr. Drncett. So actually those dry holes costs are going to be con- 
sidered whether, as, if, if we go to the cost theory or go to reasonable 
market price theory, isn’t that r ight ? 

Mr. Heyxr. True today, yes. 

Mr. Dixerie. It is all the way through? 

Mr. Heyxe. I do not think it is all the way through. 

Mr. Diner. Ninety percent true? 

Mr. Heyxe. I think 

Mr. Dinceii. Forty percent true ? 

Mr. Hryxe. I think it is true with this possible exception, that if a 
man drills a well looking for oil and strikes gas, he is better off than if 
he hit a dry hole completely and his recovery “from the gas, certainly in 
many cases in the past, has meant he has just been getting something 
better than nothing and not in any way recov ering his own costs. 

Mr. Drncrix. Under the reasonable market price e the man who drills 
that kind of a well is better off, isn’t he? 

Mr. Hryxr. No; I don’t think so. 

Mr. Dineetx. Any worse off? 
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Mr. Heyxe. I think he would be worse off than under the cost 
theory. 

Mr. Dineeitt. What about Mr. Connole’s question then as to the 
constitutionality of the situation % 

Mr. Heryxe. I am not a lawyer, Mr. Dingell. I would like to duck 
that one if you will let me. 

Mr. Dincett. I would like to, but I want to be sure we are passing 
a good law here if we enact this. 

Mr. Heyxe. I see many lawyers down here who are very well 
qualified to answer legal questions but I am not. 

Mr. Dincetu. Let us go back to this business of the theory of costs. 
You told me that you think that the price of gas to you under reason- 
able market price to be delivered to you will be less than it will be 
under the cost plus fair return theory. Are you sure of that? 

Mr. Heyxe. Yes. In my own mind, I am. 

Mr. Dincetx. Then would it be fair to say if this bill passes it will 
mean lower rates to the public ? 

Mr. Heyxe. I think the amount of increase that will follow, if this 
bill passes, will be less than the amount of increase if costs were to be 
considered. And that is why I have come to the conclusion that from 
our point of view and the point of view of our consumers we are better 
off if gas is not priced on a cost basis. 

Mr. Drncetxi. Well now, can you tell me what is going to hold this 
price down in this bill. You have read the bill, and it deals with this 
business of cost—it is on page 14 and page 15 of the bill. 

Can you tell me what, on pages 14 and 15, the FPC is going to try 
to attach to when they are considering cost ? 

Mr. Heyxe. I think under the proposed bill they will not consider 
cost. 

Mr. Drncetu. I mean when they are going to be considering reason- 
able market price—they are fixing the price, at least, to you, or to the 
pipelines, they are doing that at least—what will they be considering? 

Mr. Heyxe. We have recently seen examples of cost information 
submitted to the FPC and that cost information has at least in one 
instance produced a higher price than the price that is sought in the 
contract being considered. 

Mr. Drnceix. Well now, let me ask you this: Under those circum- 
stances so far the FPC has never been loath to take the cost theory, 
have they ? 

Mr. Heyxe. I think they have to take the cost theory the way the 
law stands today. 

Mr. Dincetx. And it would be fair to assume that if Mr. Connole’s 
theory is valid that under this theory, that is, under the theory of this 
bill, they will have to continue to consider that, or else the law would 
be held unconstitutional, wouldn’t they ? 

Mr. Heyxe. You are getting back toa legal point. And I think—— 

Mr. Drncext. It is a reasonable assumption, isn’t it? 

Mr. Heyxe. No; I do not think it would be necessarily a legal 
assumption. I do not think it necessarily would. But I am not 
qualified to go into the legal aspects of this thing. 

Mr. Dincett. But if that assumption were valid, then either way 
the consumer is going to take it in the neck because if the cost is high, 
they will take costs. 
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If reasonable market price is high, then they will take the reasonable 
market price; isn’t that a fact? 

Mr. Herxe. That would be so if you had both of them in there; yes. 

Mr. Dineett. If you had both of them in there? 

Mr. Heyxe. Yes. 

Mr. Drncetx. Well, maybe we ought not to put both of them in 
there. 

Mr. Heyxe. No, sir. I don’t think you should. I know if I elimi- 
nated one I will vote to take out the cost consideration. 

Mr. Dinceix. Let us get around to this business of cost theory. If 
a man drills 1 dry hole and 6 good ones he will do fine. 

Mr. Heyxe. I would think he would. 

Mr. Dincety. He will do fine under either bill; won’t he? 

Mr. Heyxer. I think he would do better under the market price 
under those circumstances than he would under cost. 

Mr. Dineetx. Allright. And under this bill and under the existing 
law, if he only hits 1 out of 10 he will go broke in either? 

Mr. Heyxe. He will do better under cost than under market price 
under those circumstances, I would think. 

Mr. Dincetu. He will go broke either way. 

Mr. Heyxe. He will not make much money, I should say. 

Mr. Dince.t. So it is fair to assume, the improvident man will not 
be well off under either way. 

Mr. Heyrxe. No. 

Mr. Dinceiu. You keep telling me and I cannot understand it, that 
under this bill, H. R. 6790, that the prices are going to stay down. 

Let us take a situation where a man is selling for 114 cents or 3 cents 
athousand. Those prices are going to go up to the reasonable market 
price; aren’t they ? 

Mr. Heyke. Not unless there is some sort of a price opener in the 
contract. And if there is some price opener in the contract 

Mr. Dincei.. Supposing he has one of these favored-nation clauses, 
something like that, in there. Under those favored-nation clauses, he 
will be permitted to file up to a reasonable market price ? 

Mr. Heyrke. No, not automatically, sir. 

Mr. Dinceiy. Your testimony on that point is different from other 
witnesses. Suppose you tell me what happens. 

Mr. Heyxe. If the supplher—if it is a two-party favored-nation 
clause and the supplier goes into that territory, the pipeline buyer 
goes into that territory, and pays a higher pr‘ce 

Mr. Drncex. He is bound to pay higher than 1 cent or 3 cents. 

Mr. Heyxe. Then if he goes in there and pays the higher price, then 
he will trigger that favored-nation clause and that would be so, as I 
see it, whether cost is in there or not, because your cost historically 
is just the same as everything else and other costs are. 

Mr. Dince.u. I promised Mr. Macdonald I would yield to him for a 
question or two at this point. 

Mr. Macponaup. It isn’t that you are unpouular today, as to why 
there are so few people here when Mr. Harris mentioned our con- 
versation, actually, the amendments to the foreign-aid bill is on the 
floor and theoretically we are not supposed to be sitting. 

But there is a Republican conference at 2 o’clock and thereafter the 
other Members will be on the floor due to the fact that amendments 
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are being considered. Under the rules of the House they must be 
there. That is the reason why there are not many here. 

In any event, I would like to get you to identify this and put it 
in the record. We are back on this information that we mentioned 
earlier. I will ask you to identify the matter set out by you. 

Mr. Heyxe. Yes, sir. 

Mr. Dincetx. Representing the Council of Distributors. 

Mr. Heykr. Yes, sir. 

Mr. Dincety. I ask, Mr. Chairman, that it be included in the record 
at this point. 

The CHarrman. I am sorry. I was not here at the moment when 
it came up. 

Mr. Macponap. What it is, it has been identified by Mr. Heyke 
as a preliminary working draft of a proposed amendment to the 
Natural Gas Act, as amended. It is 16 pages long, and it has a note 
on the front of it signed by Wed Himsworth who was earlier identi- 
fied as being, acting as secretary on this occasion of the Council of the 
Local Gas Companies. 

The CuatrmMan. What has it to do with this legislation ? 

Mr. Macponaxp. It has to do with this legislation directly. 

The CuarrMan. That will be received. 

(The information is as follows :) 


THE BROOKLYN UNION Gas Co., 
Brooklyn, N. Y., December 4, 1956. 


Please Reply to J. KE. Heyke—Above Address 


MEMBERSHIP MEETING, COUNCIL OF LOCAL GAS COMPANIES, THURSDAY, DECEMBER 13, 
1956, 10 A. M., YALE CLUB, 44TH STREET AND VANDERBILT AVENUE, NEW YORK 
CITY 


Enclosed is the preliminary working draft of a proposed amendment to the 
Natural Gas Act designed to carry out the pinciples agreed to at the negotiating 
committee meeting of October 9, as well as such additional agreements which 
could be reached with the producer representatives to meet points raised by 
the distributors at the council meeting of October 18, or in letters received from 
members subsequent to that meeting. Obviously, improvements and clarifica- 
tion in the wording of this draft are still to be worked out. 

The council meeting has been scheduled for Thursday, December 13, for 
the purpose of full discussion of this matter as it is important we conclude 
these negotiations as soon as possible. You are invited to bring your attorney 
if you wish. 

Please let us know as soon as possible the names of the people in your organiza- 
tion who will attend. 

Web HIMSWORTH. 


PRELIMINARY WORKING Drart, NovemMpBer 21, 1956, ror Discussion PURPOSES 
ONLY AND Dogs Not REPRESENT AGREEMENT OF ANY GROUP ON LANGUAGE OR 
PRINCIPLES 


AN ACT To amend the Natural Gas Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the National Gas Act, 
as amended, is amended so that subsection (a) thereof wili read as follows: 

“SECTION 1. (a) As disclosed in reports of the Federal Trade Commission made 
pursuant to Senate Resolution 83 (Seventieth Congress, first session) and other 
reports made pursuant to the authority of Congress, it is hereby declared that 
the business of transporting and selling natural gas for ultimate distribution 
to the public is affected with a public interest, and that Federal regulation in 
matters relating to the transportation of natural gas and the sale thereof in 
interstate and foreign commerce is necessary in the public interest. 
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“It is further declared to be in the public interest that the transportation and 
the sale of natural gas in or within the vicinity of the field or fields where pro- 
duced, and persons engaged therein, be relieved from regulation, as presently 
effective under the Natural Gas Act, except that such sale shall be regulated 
to the extent hereinafter provided.” 

That section 1 of the Natural Gas Act, as amended, is amended so that sub- 
section (b) will read as follows: 

“(b) The provisions of this Act shall apply to the transportation of natural 
gas in interstate commerce, to the sale in interstate commerce of natural gas 
for resale for ultimate public consumption for domestic, commercial, industrial, 
or any other use, and to natural-gas companies engaged in such transportation 
or sale, but shall not apply to any other transportation or sale of natural gas, 
except that such provisions shall apply also to the sale of natural gas in or 
within the vicinity of the field or fields where produced to the extent specified in 
section 2A, subsections (b), (c), (d), (e), (f), (g), and (h) of section 5, sec- 
tion 5A, subsection (e) of section 7, and section 7A of the Act as herein amended, 
which matters therein stated shall be subject only to Federal regulation and not 
otherwise, or to the local distribution of natural gas or to the facilities used for 
such distribution or to the production or gathering of natural gas.” 

Sec. 2. That section 2 of the Natural Gas Act, as amended, is amended by add- 
ing at the end thereof the following five new paragraphs: 

“(10) ‘Transportation of natural gas in interstate commerce’ means only 
such transportation of natural gas in interstate commerce as occurs after the 
eompletion in or within the vicinity of the field or fields where produced of all 
production, gathering, processing, treating, compressing and delivering of such 
natural gas into the transportation facilities of a person engaged in transporting, 
in such transportation facilities, natural gas in interstate commerce beyond the 
vicinity of the field or fields where produced. 

“(11) ‘Sale in interstate commerce of natural gas for resale’ means only such 
sale in interstate commerce of natural gas for resale as occurs after the com- 
mencement of the transportation of such natural gas in interstate commerce as 
defined in paragraph (10), but does not include any sale which occurs in or 
within the vicinity of the field or fields where produced at or prior to the com- 
mencement of such transportation in interstate commerce of the natural gas. 

“(12) The term ‘escalation clause’ as used in section 2A and in section 5 of 
the Act as herein amended means only those provisions in a contract for the 
purchase of natural gas described as follows: 

“(a) The ‘two-party favored-nation clause’, under the terms of which 
the price of the natural gas is or may be increased in the event the pur- 
chaser shall pay or offer a higher price for gas in the same field or in any 
area specified in the contract; 

“(b) The ‘third-party favored-nation clause’ under the terms to which 
the price of the natural gas is or may be increased in the event some person 
not a party to the contract shall pay or offer a higher price for gas in the 
same field or in any area specified in the contract; 

“(c) The ‘better market clause’ or ‘price redetermination clause’ under 
the terms of which the price of the natural gas is or may be increased in 
the event the average of two or more prices which are paid by purchasers 
in a specified area is greater; 

“(a) The ‘spiral escalation clause,’ under the terms of which the price 
of the natural gas is or may be increased in the event the resale rates of 
the purchaser under the contract are increased. 

“(183) (a) ‘Producer Contract’, as used in this Act means a contract for the 
sale of natural gas to a natural-gas company for transportation in interstate 
commerce for resale where such sale occurs in or within the vicinity of the 
field or fields where produced at or prior to the commencement of the trans- 
portation thereof in interstate commerce. 

“(b) ‘Existing Producer Contract’ means a producer contract or an amend- 
ment thereof which has been executed or was in effect on the date this 
subsection takes effect. 

“(e) ‘New Producer Contract’ means a producer contract executed after 
the date this subsection takes effect and any amendment, executed after 
such date, of any producer contract which changes the pricing provisions 
or the duration of such contract. ‘New Producer Contract’ shall not mean 
any other amendment to a producer contract. 

“(14) ‘Affiliate’ means a person who controls, is controlled by, or is under 
common control with, a natural-gas company.” 
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Sec. 3. The Natural Gas Act, as amended, is amended by adding thereto a new 
section 2A after section 2 of the Act, as follows: 

“2A (a) In order to protect the interests of consumers of natural gas in their 
right to fair prices: 

“(1) It is hereby declared unlawful to include an escalation clause in 
any new producer contract or to amend any producer contract to add an 
escalation clause to its provisions, and any such clause shall be unenforce- 
able for any purpose by or against any party to such contract or amend- 
ment; and 

“(2) An existing producer contract containing an escalation clause which 
has not been waived in accordance with the provisions of subsection (b) 
of section 5 shall not be amended to include additional gas reserves from a 
horizon or pool’ or field not covered by the existing producer contract. 

“(b) Any natural-gas company which, after the date this section takes effect, 
executes a new producer contract shall file such contract with the Commission 
within thirty days after its execution, the person making such filing shall mail 
a copy of the new producer contract to each person or municipality purchasing 
natural gas for resale from the natural-gas company which is a party to such 
contract. Notice of such filing shall be published by the Commission within 
fifteen days after the date upon which the new producer contract was filed, and 
shall state the time within which objections or protests to the new producer 
contract may be filed, which shall be not more than thirty days after the date 
of filing the new producer contract. Any interested State, State commission, 
municipality or any producer, natural-gas company or gas distributing company 
which is or may be affected thereby in its current purchases or sales of natural 
gas may file objections or protests within the time so fixed on the grounds that 
(i) the pricing provisions of the new producer contract exceed the reasonable 
market price for the gas to be delivered thereunder at the point of delivery speci- 
fied in such contract, (ii) the new producer contract contains an escalation clause, 
or (iii) the new producer contract shortens the duration of a producer contract.’ 

“If any such objection or protest to the new producer contract is filed, the 
Commission shall set the matter for hearing promptly and after hearing shall 
determine the issues raised by the objections or protests. Any such objector or 
protestant and the parties to the new producer contract shall have the right to 
introduce evidence and be heard. In such proceeding the burden of proof shall 
be upon those filing objections or protests. Should an objection or protest be 
filed on the ground that the pricing provisions of the new producer contract exceed 
the reasonable market price of the gas to be delivered under such contract, the 
Commission shall make a finding determining such reasonable market price. 

“Should the Commission determine that any such objection or protest so filed 
is valid, such new producer contract shall be null and void as of the date of such 
determination, whereupon deliveries of gas being made thereunder, if any, shall 
immediately cease ; provided, however, if such new producer contract is an amend- 
ment of a producer contract the amendment shall be null and void ab initio and 
the producer contract sought to be amended shall continue in force and effect 
according to its terms. 

“If no objection or protest to the new producer contract is filed within the time 
specified, or if objection or protest is filed and after hearing the Commission 
determines that such objections or protests so filed are not valid, the new pro- 
ducer contract shall be and remain in force and effect in accordance with its terms 
and, subject to the provsions of the Act as herein amended, such new producer 
contract and the price to be paid for gas delivered thereunder shall not be subject 
to Commission jurisdiction. 

“The natural-gas company purchaser under the new producer contract shall not 
agree to a cancellation of such contract or acquiesce in a cessation of deliveries, 
other than temporary, of natural gas thereunder, except as may be provided in 
said filed new producer contract, without first obtaining the consent of the Com- 
mission after notice given and opportunity for the filing of objections or protests 
and hearing thereon.” 

Sec. 3. Subsection (b) of section 5 of the Natural Gas Act, as amended, is 
hereby redesignated as subsection (j), and such section 5 is further amended by 
inserting immediately after subsection (a) thereof the following new subsections: 

“(b) Subject to the provisions of the Act, as herein amended, the Commis- 
sion shall have no jurisdiction over the price paid by a natural-gas company 





1 The propriety of the italic words is questioned. 
2 Provisions will be included in this and other appropriate sections to permit all proceed- 


ings before the Commission to be initiated on the Commission’s own motion within a specified 
period of time. 
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under any existing producer contract which does not contain an escalation 
clause (other than an existing producer contract between a natural-gas com- 
pany and its affiliate), nor shall the Commission have jurisdiction over the 
price paid by a natural-gas company under any existing producer contract 
which contains an escalation clause from and after the date upon which 
there is filed with the Commission a waiver in writing by the seller of all 
future rights and benefits arising under the said clause. A copy of such 
waiver shall also be filed with the natural-gas company purchaser. 

“(e) No natural-gas company shall pay and no seller shall be entitled 
to receive an increase in the price of gas occurring after the date this sub- 
section takes effect under the provisions of an escalation clause in any exist- 
ing producer contract, until the Commission, after hearing, shall have 
determined the reasonable market price of the natural gas at the delivery 
point specified in the existing producer contract. Application for such 
determination may be made by any party to the contract not more than seven 
months prior to the proposed effective date of the price increase. 

“The procedure with respect to notice of application, protest, or objection, 
and right to be heard shall be as provided in subsection (b) of section 2A of 
the Act. In such proceeding, the burden of proof shall be upon those seeking 
the determination by the Commission that the increase in the price of gas 
under the provisions of the escalation clause does not result in a price which 
exceeds the reasonable market price of the natural gas at the said point of 
delivery. Should the Commission fail to make such determination within 
seven months, or such lesser period as the parties to the contract may agree 
in writing, after the application was filed, it shall be considered for all pur- 
poses that the Commission has determined that such price increase does not 
result in a price which exceeds the reasonable market price at such point 
of delivery and suv) price increase may be paid pursuant to the terms of 
the contract for gas delivered after the expiration of said period, and unless 
and until a different determination is made by the Commission. A copy of 
any such agreement shortening the seven months’ period shall be filed with 
the Commission and mailed to each person or municipality purchasing nat- 
ural gas for resale from the natural-gas company party to the existing 
producer contract. 

“(d) After a reasonable market price determination has been made by 
the Commission, but in no event earlier than seven months, or such lesser 
period as the parties to the contract may agree in writing, from the date 
the application for such determination was filed with the Commission, the 
natural-gas company shall be obligated to pay and the seller shall be 
entitled to receive all or only such part of the increase in price, under the 
escalation clause, as results in a price which does not exceed such reason- 
able market price; and the contract containing such escalation clause shall 
otherwise continue in effect according to its terms as though this subsection 
has not been enacted. 

“(e) No person shall exercise the cancellation provisions of a producer 
contract or cease or reduce deliveries of gas thereunder because of assertion 
or attempted assertion of Federal governmental jurisdiction over the subject 
matter of such contract or either party thereto before or after the effective 
date of this amendatory Act, anything in such contract to the contrary 
notwithstanding. 

“(f) A party to an existing producer contract containing an escalation 
clause shall not be limited to one application for a determination under 
subsection (c) of section 5 of the Act, as herein amended, in connection 
with a price increase by reason of such clause; provided, however, no such 
application may be filed within three vears after a determination by the 
Commission under said subsection (c) as to a price increase under such 
clause. 

“(g) Subject to the rights granted to the parties to an existing producer 
contract under the provisions of the Act, as herein amended, (i) all prices 
for natural gas under an existing producer contract and (ii) all prices being 
paid on the date this subsection takes effect for natural gas being delivered 
under an existing producer contract, which prices constitute rates filed with 
and accepted for filing by the Commission prior to such date, shall continue 
in force and effect except those prices involved in the following :” 


[ Alternate to the above paragraph ; to wit, 
[‘‘(g) Of the rate proceedings pending at the date this subsection takes effect, 
involving the price paid, or to be paid under an existing producer contract, only 
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the following types shall be heard and disposed of by the Commission in accord- 
ance with this subsection :’’] 

(Nore.—The following will be used with either of the above paragraphs. ) 

(1) Proceedings initiated under the provisions of section 4 (e) of the 
Act, insofar as such proceedings involve a price increase occurring after 
June 7, 1954, and resulting from the operation of an escalation clause and 
which has been suspended by the Commission under the provisions of said 
section. 

“(2) Procedings initiated under the provisions of section 5 (a) of the Act, 
insofar as such proceedings involve a price increase occurring after June 7, 
1954, and resulting from the operation of an escalation clause; and 

“(3) Proceedings initiated under the provisions of sections 4 (e) and 5 (a) 
of the Act, insofar as such proceedings involve a price increase occurring 
after June 7, 1954, and resulting from the renegotiation of an existing pro- 
ducer contract subsequent to —-———————— and prior to the date this sub- 
section takes effect. 

“All other such rate proceedings and parts thereof pending at the date this 
subsection takes effect shall be discontinued on motion of any party thereto or 
by the Commission on its own motion. 

“The Commission, after notice and hearing, shall proceed promptly, in the 
proceedings described in (1), (2), and (3) above, to determine the reasonable 
market price of the gas at the delivery point specified in each existing producer 
contract. In the proceedings described in (1) above, and in (3) above to 
the extent of the 4 (e) proceedings therein concerned, where the suspended 
price increase has been placed in effect subject to refund, the seller in the contract 
shall be entitled to continue to receive, pending such decision and subject to 
refund, the increased price for all gas delivered thereunder until such reasonable 
market price determination is made; and in the proceedings described in (2) 
above, and in (3) above to the extent of the 5 (a) proceedings therein concerned, 
the seller shall likewise be entitled to continue to receive, pending such decision, 
the increased price until the Commission’s determination of the reasonable 
market price is made. When the Commission has made such determination in 
any such proceeding described in (1) above, and in (3) above to the extent of 
the 4 (e) proceedings therein concerned, the natural gas company shall be 
obligated to pay and the seller shall be entitled to receive, from and after the 
date that the suspended price increase was placed in effect subject to refund, or, 
if not so placed in effect, from and after the effective date of the Commission’s 
determination, all or only such part of the increase in price as results in a price 
which does not exceed such reasonable market price. When the Commission has 
made such determination in any such proceeding described in (2) above, and 
in (3) above to the extent of the 5 (a) proceedings therein concerned, the 
natural-gas company shall be obligated to pay and the seller shall be entitled to 
receive, from and after the effective date of the Commission’s determination, all 
or only such part of the increase in price as results in a price which does not 
exceed such reasonable market price. In all cases described in (1), (2), and (3) 
above, the existing producer contracts containing such escalation clauses or 
renegotiated price clauses shall otherwise continue in effect according to their 
terms as though this subsection had not been enacted. All amounts paid for gas 
delivered under such contracts or renegotiated contracts shall be allowed by the 
Commission as an operating expense of the natural-gas company purchaser. 

“(h) Notwithstanding the provisions of section 7A (2) b in regulating 
the rates and charges of a natural-gas company, the Commission shall allow 
as an operating expense of such natural-gas company, for natural gas pro- 
duced by it and delivered into its transportation facilities for transportation 
in interstate commerce for sale, the reasonable market price of such natural 
gas at the point at which the gas is delivered into such transportation facil- 
ities in or within the vicinity of the field or fields where produced, and for 
gas purchased from an affiliate, the amount paid to such affiliate for such gas 
up to but not in excess of the reasonable market price of such natural gas 
at the point at which the gas is delivered into the transportation facilities 
of the natural-gas company in or within the vicinity of the field or fields 
where produced.” 

Sec. 4. The Natural Gas Act, as amended, is amended by adding thereto a new 
section 5A after section 5 of the Act as follows: 

“Sec. 5A. A natural-gas company shall be allowed to charge as an operating 
expense any price which it shall be obligated to pay (i) under the pricing provi- 
sions of a producer contract which have become effective under the provisions 
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of this amendatory Act or under the rate filings referred to in section 5 (g) (ii) 
above; or (ii) under the pricing provisions of an existing producer contract 
which contains no escalation clause, or which contains an escalation clause the 
effect of which has been waived under subsection (b) of section 5 of the Act as 
herein amended, and it shall be unlawful for the natural-gas company to pay or 
the seller to receive any price in excess thereof for any gas delivered thereunder.” 

Sec. 5. Subsection (a) of section 7 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following new sentence: 

“Notwithstanding the foregoing provisions of this subsection, in passing upon 
an application for a certificate which is supported by a new producer contract 
not previously submitted and acted upon, the Commission shall consider whether 
the price to be paid for such natural gas is the reasonable market price thereof 
at the point at which the gas is to be delivered into the transportation facilities 
of the natural-gas company in or within the vicinity of the field or fields where 
produced.” 

Sec. 6. The Natural Gas Act, as amended, is amended by adding thereto a 
new section 7A after section 7 of the Act, as follows: 

“Sec. 7A. In determining the reasonable market price of natural gas under 
subsection (b) of section 2A, subsections (c), (g), and (h) of section 5 and sub- 
section (e) of section 7 of the Natural Gas Act, as herein amended, the following 
principles shall control : 

“(1) The Commission shall recognize the fact that natural gas is a com- 
modity, and shall not consider costs or use the public utility rate base 
cost-of-service concept or formula, 

“(2) The Commission shall consider— 

‘a. whether the price as determined by it will assure to consumers of 
natural gas a continuing adequate supply thereof, 

“b. whether the contract price was arrived at competitively and in 
arm’s length bargaining, 

“ce. the reasonableness of all the provisions of the contract as they 
relate to existing and future prices, 

“d. the quality of the natural gas being purchased, and 

“e. conditions of delivery. 

“(3) The Commission shall consider the current level of field prices 
under other contracts in the same field and under contracts in other fields 
and areas which contain terms and provisions generally comparable to 
those in the contract under review, giving appropriate weight to the cir- 
cumstances affecting price under which such other contracts were nego- 
tiated and the factors set forth above. 

““(4) The reasonable market price is not necessarily the price of the 
last sale, the highest price, the lowest price, the weighted highest price, 
the average field price, or other price arrived at by the mechanical appli- 
eation of a single criterion. Instead, it is a price which the Commission, 
exercising its judgment and discretion in weighing, among other things 
directly revelant to the issue, all factors enumerated above, determines 
is the reasonable market price.” 


Mr. Macponatp. Mr. Dingell has yielded to me for the moment. 
My notes show that we were discussing that you had reported to Mr. 
Kuykendall the fact that you had not reached agreement and I was 
wondering how many times you reported or conferred with Mr. Kuy- 
kendall about these meetings. 

Mr. Heyxe. I would say that on possibly 3 or 4 occasions I reported 
to him. 

Mr. Macponatp. And those occasions started on May 17? 

Mr. Heyxe. Yes, sir. 

Mr. Macponatp. And continued up until and through when ? 

Mr. Heyrxe. Let’s see, there was one somewhere around December 
20, and then in February of this year again. 

Mr. Macponatp. Would you state to me now that the matters in 
this draft of amending the Natural Gas Act appear in the Harris- 
O’Hara ? 

Mr. Heyxe. Which draft are you referring to? 
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Mr. Macponarp. Are you referring to the draft I saw of 11-21% 

Mr. Heyxr. There might be some similar ity there but I have a note 
here that this draft of 11-21 was redrafted on the third, it was 
redrafted again on the 4th, it was redrafted again on the sth and 
redrafted again on the 10th. 

Mr. Macponarp. Of this month ? 

Mr. Heyxe. Of December. So that I would hesitate very much to 
say exactly whiat is in any one of those drafts or how similar. 

Mr. Macpvonavp. But the final draft that you submitted to your 
people had in it matters which are encompassed in the Harris bill; 
isn’t that correct ? 

Mr. Heyke. Yes, sir. 

Mr. Macponaip. And there are no changes in the Harris bill that 
you know of that were not in your draft? 

Mr. Heyxe. I have been assured by our lawyers that the substance 
of the two bills is the same. 

Mr. Macponatp. And — many natural gas distributing companies 
are there in the country ? 

Mr. Heyxe. I am not prepared to answer that one. I am sure it is 
in the hundreds. 

Mr. MaAcponatp. And your membership consists only of those in the 
eastern seaboard ¢ 

Mr. Here. No, no; our membership consists of 60 companies. 

Mr. Macponap. Sixty? 

Mr. Heyke. Sixty companies representing some 8,900,000 meters. 

Mr. Macponatp. Of the membership that you purport to have, 
how many are in favor, do you say, of the Harris bill? 

Mr. Herxe. I couldn’t give you an exact figure on that. I really 
don’t know. I know—— 

Mr. Macpona.p. Is it 10, 12, or what? 

Mr. Hreyxe. Of the companies? Maybe I can reconstruct it, if you 
will be patient with me. The last tally I have of it is 17 companies, 
representing 6.4 percent of the meters opposed the bill. 

At that time, however, there was an unknown in here of 13 com- 
panies, representing 9.2 percent of the meters. And I haven’t traced 
that unknown down 

Mr. Macponarp. What is your best guess? 

Mr. Here. I would guess that companies representing better than 
75 percent of the meters ‘supported the bill. 

Mr. Macponatp. New York City being the size it is, one company, 
certainly, is out of proportion meterwise to represent: ition of three in 
the field. 

That is why.I do not think that is quite a fair yardstick to use. 

Of the distributing companies that are represented in the council 
of these local gas companies, of those, how many are for the bill 
actually ¢ 

Mr. Heyxe. I couldn't give you that information. I would have to 
dig it out. 

Mr. Macponatp. Can you givemea guess? Is it more than 10? 

Mr. Heyxke. Yes; more than 10. 

Mr. Macponacp. Is it less than 20? 

Mr. Heyxe. No; I think it is probably more than 20. If you will 
let me look at a few notes here, I will see if I can, on the basis of those, 
make any sort of a guess for you, sir. 
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T would guess somewhere in the neighborhood of 30 to 40 companies. 

Mr. Macvonarp. Thirty to forty companies? 

Mr. Heyxe. Out of 60. 

Mr. Macponarp. Out of 60? 

Mr. Heykr. Yes. 

Mr. Macponaup. That surprises me a bit; I do not have the back- 
ground to go into this, because I have been contacted by members of 
these companies who are terribly eta about it. 

Some are semiopposed to it, because the industry has come up with 
a bill and were more or less routfled in their opposition, but there are 
many distributing companies in my experience who are not redhot 
for this Harris-O’ Hara bill. And I think the indication was given by 

earlier testimony that seemed to show that the distributing companies 
are not for this bill. You know that isa fact. 

Mr. Heyer. If you mean the total, I would say it is not unanimous 
by any means. I have not tried to present that. 

Mr. Macponaxp. I mean the distributing companies that have been 
here. My very last question: Could you tell me what the advantage to 
your company is in the passage of the Harris-O’Hara bill ? 

Mr. Heyxr. I think the passage of this bill will enable us 

Mr. Macponatp. In the face of my legal experience, I am abso- 
lutely sure that you can answer it. 

Mr. Heyrxe. I think we are in a better position of protecting against 
the price in new contracts, with this. 

Mr. Macponavp. How are you ina better position ¢ 

Mr. Heyke. In that every new contract must be submitted to the 
FPC before it can become effective. 

Mr. Macponavp. If I put that as an amendment to my bill, would 
you be in favor of my bill? 

Mr. Heyxr. Mr. Macdonald, I would have a great deal of difficulty 
comparing this bill with your bill, because the approach is so different. 
I do not think you can mix the two. 

In this bill we have taken, or tried to take, an approach to control 
of price, and 1 think that if you are going to control price, you control 
all prices. 

I think that the exemption of the smaller producer, in the absence 
of something along this line, certainly is called for, hecause it is one 

way of taking a load off the back of the Power C ommission, which I 
think is import: int. 

I think what is proposed here, however, from our point of view, is 
better than the bill that you have. 

Mr. Macponatp. Then you say you are notified—that is your ad- 
vantage—that you are notified of the request for the price increase 

Mr. Here. Of the new contracts that are passed. 

Mr. Macponatp. You are already notified under the present bill? 

Mr. Heyxe. Eventually, yes, but sometimes not until long after they 
have taken effect. This, in essence—— 

Mr. Macpoxaxp. Whose fault is that ? 

Mr. Heyxr. How? 

Mr. Macvonatp. Whose fault is that? 

Mr. Hryxe. I do not know whose fault it is. 

Mr. Macponatp. Not the Phillips decision fault. 

Mr: Heyxr. No. This antedates the Phillips decision. We have 
always felt that we should in some way or other have a position at 
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the bargaining table in which the pipeline and the producer can 
negotiate the contract. 

The net effect is that we pay for it. We have not been able to 
achieve a place at the bargaining table. 

On the other hand, we have achieved here a review of that contract. 
That contract must be put out on the table. It must be examined by 
everybody. It must be approved by the FPC. And if we disagree 
with it, we must be heard. 

Mr. Macvonatp. Right. Except the part of the FPC in looking 
at it—they cannot look at cost. They can only look at what a reason- 
able market price is. The reasonable market price has tobe estab- 
lished by what was paid in the field. 

If the buyer and the fellow in the field say that they are going to 
make that contract, how is the FPC going to say that is unreasonable 
unless they can look at costs? 

Mr. Heyxe. I think they can say it is unreasonable by looking at 
the price of it rather than the cost. If the price is too high, Mr. Mac- 
donald, we do not care what the costs were. Maybe ona cost basis you 
can justify a high price. We do not want to be in a position where, 
just because the high price is justified on costs, we cannot oppose that. 

Mr. Macponap. Your principal supplier is Transcontinental ? 

Mr. Heyxe. Yes. 

Mr. Macpvonautp. How many new contracts do you think they will 
be forced to enter into including the next 5 years ? 

Mr. Herxe. They don’t supply us alone. They supply all of their 
customers. 

Mr. Macponatp. You are testifying for yourself? 

Mr. Heyxe. They do not enter into a contract to supply us. They 
enter into a contract to supply all of their customers. 

Mr. Macponap. For how long? 

Mr. Heyxe. Somewhere between 15 and 16 years at the level of 

sales of last year. 

Mr. Macponatp. You yourself have said that it is pretty touchy to 
sell natural gas these days. You spend a million dollars a year to try 
to lure customers into buying it. Why are you concerned if they have 
got this reserve with the new contracts? I would think you would be 
more concerned with triggering off of the favored-nation clauses 
against which you have no protection under this bill. 

“Mr. Herxe. I do think we have a protection. 

Mr. Macponatp. What is the protection ? 

Mr. Herxe. That if a favored-nation clause is triggered off, it 
cannot be triggered off to exceed the reasonable market price. 

In Louisiana, the one contract there triggered all of the Louisiana 
gas that Transcontinental buys and the net effect of it was to increase 
the price from 8 cents to 16 cents. 

I think both of those figures are without taxes. I do not think that 
if a similar situation occurred today that that kind of a price increase 
could, by any stretch of the imagination, go into effect. 

Mr. Macponatp. I agree with you. It should not have gone into 
effect. There is no question about that. But does that mean because 
you take one extreme example—because of that extreme example— 
that is why you support this bill ? 

Mr. Heyxe. I do not think it is an extreme example. I think it is 
one of many examples that have been quoted by different distributors. 
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Mr. Macponaip. How about my extreme example that I used in 
Denver, Colo., where under the cost basis it went up 114, or would 
have if granted, and reasonable market price would have gone up 
26 percent—a difference of 88 percent ? 

Do you care to comment so far as you being a distributor are con- 
cerned ¢ 

Mr. Here. Probably 

Mr. Macponavp. Do you think that the local distributing company 
would be in here, like you are, testifying that costs should not be 
looked at ? 

Mr. Heyxe. Probably not. 

Mr. Macponaup. Like that distributor in Denver. Even if they 
can pass it on—in the case of 114 percent, I am sure that it would find 
natural gas in rather a tough shape. 

All right. I don’t want to prolong it. As a matter of fact, we 
went back over that one other time. I appreciate it. 

Thank you very much, Mr. Heyke, for being here. 

I would like to say for the record, Mr. Chairman, that my colleague, 
Mr. Heselton, indicated that he desires to question Mr. Heyke, but, 
due to the fact that the amendments are up on the floor, he has not 
been able to get over. 

I also understand your position of having to get back to New York, 
but I wanted that to be clear in the record because I discussed the 
reason Mr. Heselton and other members are not here—it is because of 
the amendments being offered on the floor. 

The Cuarrman. I understand that that is correct. I also under- 
stand the Republicans have a conference which they are scheduled to 
attend this afternoon. 

Mr. Macponarp. At 2 o’clock; that is over. 

The Cuatrman. I don’t think it was called. 

Mr. Macponaip. Two minutes ago they were still on the amend- 
ments. 

The Crarrman. That was the information that we had before. He 
had ample opportunity to be here. 

Mr. Dingell, have you concluded your questions ? 

Mr. Dinceryi. I am afraid I have yielded the floor, Mr. Chairman. 

The Cuatrman. Mr. Rogers. 

Mr. Rocrrs. No questions. 

The Cratrman. Mr. Heyke, I know you have been here quite a 
while, and perh: _ you need to take a little rest. We are going to 
let you do that. I did want to ask you this one question, however, in 
connection with the questioning of Mr. Macdonald. 

Mr. Bomar, of Tennessee, was here representing certain companies. 
Can you tell me whether or not Mr. Bomar attended any of these 
meetings ? 

Mr. Heyxe. He attended some of them, Mr. Chairman. And I 
think—I can quickly run through here and give you some idea of 
which ones he attended—I find his name among those attending the 
meeting in New York on December 13, 1956, of the council. 

The Cuarrman. What ? 

Mr. Heyxe. I find his name among those who attended that Decem- 
ber 1956 meeting. 

The CuarrMan. December 13, 1956? 

Mr. Hryxker. Yes, sir. 
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The Cuarrman. And participated in the meeting ? 

Mr. Herxe. Yes, sir. 

The Cuatrrman. Without referring to that fact that he had partici- 
pated, he did not do so in his statement while here. 

IT want the record to show that he did not refer to that, that par- 
ticipation, because it came out after his visit here. 

Mr. Williams? 

Mr. Witz1aMs. No questions. 

The Caarrman. Mr. Heyke, let me thank you for your appearance 
here this afternoon in response to the request of some of my colleagues 
in order that they might have the opportunity to interrogate you about 
a matter which I thought was covered in the statement which you filed 
before. 

But I am sure that your appearance here has helped to clear up 
maybe some of these things in the minds of some of the members of 
the committee—at least, I ‘hope so—and shed more light on this entire 
matter and its development. 

I understand you have to return to Brooklyn tonight. So we thank 
you for the committee, and I assume that you are free to go any time. 

Mr. Heyxe. Thank you very much, sir. It has been a | pleasure to 
be here, and I want to thank all of the members of this committee. 

The Cuatrman. Very well. Thank you so much. 

Mr. Kuykendall, when you were here at the outset of the hearings, 
in the early part of May, you kindly offered to make yourself available 
when the committee might desire. 

Some members of the committee have indicated a desire to ask you 
about certain matters in connection with your appearance and your 
statement. 

The Commission has been requested to submit certain information 
along in the course of the hearings which you have submitted, I believe. 

Mr. KuyKENDALL. Yes. 

The Cuarrman. And that has been included in the record. There 
may be some other things that you have not; I am sure that you will. 

You have kept up—l | assume, at least the ‘staff has—with the hear- 
ings and to some extent are familiar with developments. I wonder if 
you have any further statement of your own that you want to make 
at this time before questions are asked. 


STATEMENT OF JEROME K. KUYKENDALL, CHAIRMAN, FEDERAL 
POWER COMMISSION—Resumed 


Mr. KuyKenpaty. Mr. Chairman, I did not prepare a statement 
but I am here to answer or try to answer all questions that may be 
asked of me. 

The Cuatrman. I might say in view of the fact that it was men- 
tioned during the course of the hearings when you were here before 
to testify, that Commissioner Connole has submitted his statement 
and his views regarding this matter, which has been included in the 
record. I assume you are familiar with that, too. 

Mr. KuyKenpatu. Yes, I saw that statement; yes, sir. 

The Cuarman. Mr. Williams, any questions? 

Mr. Winu1ams. No. Your position on this legislation is similar as 
it was when you first appeared ¢ 

Mr. KuykEnDALL. Yes, it is. 
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Mr. Wixuiams. I have no questions. 

The CHAIRMAN. Mr. Rogers? 

Mr. Roerrs. No questions of Mr. Kuykendall. 

The CHarrman. Mr. Macdonald. 

Mr. Macponatp. I do not have many questions. I did not request 
your appearance here. I wanted Mr. Heyke. 

In answer to Mr. Williams who said that your position is still the 
same, you are still for the Eisenhower amendments ? 

Mr. KuyKkenpaty. Well now, I didn’t commit myself on the second 
amendment when I was here before. And I think it is good that you 
brought that up. 

My position is still the same regarding the first amendment about 
costs. I favor the Commission having permission to consider costs 
and not just necessarily the cost of gas but any costs that might be 
relevant. 

As for the second proposed amendment, which was a recommenda- 
tion that the Commission be empowered to review escalations in all 
existing contracts, I have given that a lot of thought and I have con- 
ferred with other members of the Commission, and I have sought legal 
advice from our general counsel. 

I thought that there might be a constitutional impediment to such 
a provision. Our general counsel advises me that in his opinion there 
is not. I do believe, however, that there is a very glaring inequity 
in the m: ise in that the Commission would have supervision to shave 
down or disallow the fixed escalations, but would have no jurisdiction 
over the fixed-price contracts that have no escalation at all. 

And I might add here at this point that after I was up here before 
I conferred with the staff, with the thought of seeing if we could get 
a study made of all of the contracts we have on file, showing what the 
prices in them are, what the escalations are, and so forth, so we could 
present to this committee a good factual picture of just what would 
go on under the various circumstances. 

sut such a study is completely beyond our capabilities in the time 
allowed. There are too many contracts, there are too many different 
varying terms. We could not undertake it. 

I do know, though, and I think everyone knows who has any famil- 
larity with the subject, that there are at this time a great number of 
low priced contracts with no escalation provisions of any kind in them. 

It seems obvious to me that if we are going to regulate the fixed 
escalations in existing contracts, we should not stop there. We should 
look at the contracts with no escalations. It is a matter of simple 
equity. 

If we open up that so-called Pandora’s box, I believe, and am quite 
sure in my mind, that we would, overall, raise prices to the consumer 
considerably, rather than reduce ‘them due to the fact that there is this 
large volume of low-priced contracts with no escalations in them. I 
cannot tell you what percentage of the total that is. 

I believe the fairest thing to do is to take the starting point of let- 
ting all contracts stand as they are, which have only fixed escalations 
in them or no escalations provisions, and that that will be cheaper for 
the consumer, and in that way we haven’t tampered with some and not 

tampered with others. 
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And I think it should be a fair and certainly a constitutional way 
to do it. 

So in the interests of consuming public I believe the price of gas 
would remain cheaper if we do not review the fixed escalations in 
existing contracts, considering the fact that there then would be a 
moral obligation to review the ones with escalations. 

So I would recommend that. I disagree with the Administration 
on that point. 

And I think that it would be better and cheaper for the public for 
Congress not to provide that the Commission have this authority to 
review existing contract. in view of the moral obligation to review the 
ones without escalation. 

If this committee feels that, as a matter of principle, we need not 
look into the contracts with no escalation provisions and wants to give 
us authority to review those that have fixed escalations, that would 
be ro right with me. 

I still think that would be a big improvement over the existing law. 
And I would accept that and carry it out to the best of my ability. 

Mr. Macponaxp. I didn’t quite understand that we would do that. 
Did I understand you to say that you wanted the Commission to give 
a prohibition that you may not look into contracts with fixed escala- 
tion clauses ? 

Mr. Kuyxenpaty. No. I do not think there is anything more need 
be done in the draft of the bill that is before you What the Adminis- 
tration proposed was an addition to the bill. 

Mr. Macponaxp. I under stand that. 

Mr. Kuyxenpaui. I understand. I do not believe the addition is 
necessary or desirable. 

Mr. Macponatp. The addition says that you have fixed escalation 
clauses. 

Mr. KuyKenpbatu. Yes. 

Mr. Macponatp. You say you don’t want to? 

Mr. KuyKenpat. I will repeat again, I am perfectly willing to do 
it if the Congress wants us to do; it. 

In my mind there is a moral problem and an ethical problem before 
the Congress in that event. 

Mr. Macponatp. What is the morale and ethical problem—that is 
one point. 

Mr. Kuyxenpaty. Are you going to permit a review or require « 
review of contracts with fixed escalations with the object of shaving 
them down, yet leave untouched the contracts with no escalation pro- 
visions in them at all, many of which we know are very low under 
present standards? 

Mr. Macponatp. Isn’t the reason behind the Administration think- 
ing—certainly I hope you are closer to the Administration than I am— 
isn’t the reasoning behind that, that they feel that these escalation 
clauses are going to eventually increase the price of gas to the consumer, 
who they say the »y want to protect ? 

That is why they put forward the two amendments that they did. 

Mr. Kuyxenpauy. Well, I suppose that is what the Administration 
felt. That is what was behind the recommendation. 

Mr. Macponatp. Do you feel rather strongly as does the Adminis- 
tration that the consumer should be protected ? 
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Mr. Kuykenpa. I want to protect the consumers just as much as 
anyone. 

Mr. Macponatp. I do not understand the difference between you and 
the Administration. 

Mr. Kuykenpauu. Those escalations in most contracts run a cent 
every 5 years or 2 mills a year. That is typical. I do not think—I 
doubt if the Administration recognized that the escalations as a rule 
are that small, and that frequently, the pipeline companies, through 
accrual of depreciation reserve or the distributing companies for sim1- 
lar reasons, sbaoth those increases. 

‘T repeat again and I will try to make myself clear. I am perfectly 
willing that the Commission undertake that work. I personally feel 
if we undertake that work we ought to be authorized to review the 
contracts with no escalations in them, so that everyone with fixed price 
contracts gets fair treatment. 

Mr. Macponaxp. That is the part I do not understand. If there is 
a fixed-price contract. with no chance of escalation, why review it? It 
will be the same as the day it was entered into as the day it is termi- 
nated. What is there to review ! 

Mr. Kvuykenpauu. The point is that one of the big factors that makes 
the overall price of gas as low as it is to the pipelines and, conse- 
quently, to the consumers is the existence of a large volume of gas 
sold under these low-priced fixed-price contracts. 

Mr. Macponarp. Yes, sir. Theoretically they have been reviewed 
once already. Why review it? 

Mr. Kuykenpauyt. They have not been reviewed. They have been 
negotiated and gone into effect without any review. 

Mr. MacponaLp. You mean prior to the Phillips decision ? 

Mr. KuyKenpauu. Yes. 

Mr. Macponatp. Well, didn’t the FPC have any authority over the 
transmission companies during the time that they were in the con- 
tract? Weren't the prices allowed then reviewed? The pipelines 
were under control. 

Didn’t you review that contract ? 

Mr. Kuykenpatt. No. The Commission thought it had no au- 
thority over the price that a pipeline company paid for gas it pur- 
chased prior to the Phillips case. That was the course of conduct 
of the Commission during the whole history of the Natural Gas Act. 

Mr. Rogers, Will you yield ? 

Mr. Macponap. Yes. 

Mr. Rogers. Mr. Kuykendall, what you are actually talking about 
is this: there will be some discussion about it later on. 

There is a lot of gas being sold under old contracts that call for a 
2-cent price or a 3-cent price or a 4-cent price, and we have been talking 
about 15- and 16-cent gas, and you are talking, Mr. Kuykendall, about 
fixed contracts in which there is no escalation clause, nothing in the 
world except the 3- and 4- and 5-cent gas price and they are old con- 
tracts—those are the ones you are talking about. 

Mr. Kuykenpatu. Yes. 

Mr. Rogers. You would have to go into those if you went into the 
others. 

Mr. Kuykenpatu. Many producers have both types of contracts. 
And so the producer would be confronted with a situation where we 
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would be reviewing the contracts that have escalations in them and 
trimming them down if we found they were high. 

But on the other hand the same producer would have all of the con- 
tracts which he knows are very low. 

I repeat, our general counsel advises us that this is not a constitu- 
tional objection, in his opinion. So if this committee is not bothered 
about the equities of that, or thinks it is desirable to give us authority 
to review fixed escalations and leave those old fixed- -price contracts 
with no escalations entirely alone, I am perfectly agreeable to it. 

I raised what seems to me to be an item of fair play i in the matter. 

Mr. Macponaxp. In the same way you feel that there would be a 
moral and ethical obligation to look at the cost if it was given to you 
under the President’s amendment, the permission to look at the costs, 
would you be under the same moral and ethical obligation to do that 
for everybody applying? 

If you look at the cost of one, it would be moral and ethical to look 
at the cost of the others. 

Mr. KuyKenpatt. I do not consider that to be a moral and ethical 
problem. What our duty would be, I think, would be to do the things 
that this bill would specifically compel us to do and to do what things 
we thought were pertinent and relevant that we would be permitted 
to do. 

And I testified, as you may recall, when I was here before, that I was 
quite sure there would be instances where there would be no need to 
look into costs. 

Mr. Macponatp. Mr. Kuykendall, did the administration consult 
you as its representative in this field before they proposed the amend- 
ments ? 

Mr. KuyKenpatu. The administration did not consult me before it 
proposed these amendments and I do not believe it would be accurate 
to say I am their representative. I am not in the executive branch of 
the Government. 

Mr. Macponaxp. I didn’t mean to imply that. 

Mr. Kuxenpauyt. You merely recited that as such. 

Mr. Macponarp. I would think that—vyou talked earlier about some- 
one getting hold of you about the gas bill; therefore, if they contacted 
you about the bill, they would also contact you about the amendments 
to the bill. 

Mr. Kuyxenpatu. I learned of those proposed amendments a few 
minutes before you did. I received a copy of Mr. Kendall’s statement 
and read it privately here in the room before he read it to the com- 
mittee. 

Mr. Macponarp. I asked you about my bill in the hall, I believe, and 
as I recall, if there was anything in it you did not like—there were 
many other things—today we seem to have more time. I would like to 
ask if you still feel the same way that you see nothing in my bill that 
you could or would support ? 

Mr. Kuyxenpatt. I believe I do, Mr. Macdonald. I think that the 
solution to this problem lies in obtaining a different mode of regula- 
tion, and not by keeping the same mode and exempting the small 
producers. 

Mr. Macpnonatp. Part of the things we have been hearing about is 
how these independent producers are harassed. But as I also recall 
the testimony you felt that it should not be necessary. 
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I quite agree. I was wondering why you would not want the small 
producers, who according to your figures are the bulk of the pro- 
ducers that you deal with, if not the volume, why you would not 
agree with me that they should be out from under regulation and 
perhaps out from under your hair. 

Mr. KuyKkenvatu. Well, I will agree with you, Mr. Macdonald, that 
that would make my life much simpler if we cut down to 100 or 200, 
whatever the number would be, the number of producers under regu- 
lation, rather than the thousands. But I repeat 

Mr. O'Hara. Let him continue. He has not finished. 

Mr. Kuykenpaui. That isn’t the only consideration. I think the 
consideration is what type of regulation will be best for the country, 
for the consumers in getting them low prices, and in endeavoring to 
make sure that they continue to have adequate supplies of gas. 

And I do not believe it can be done nearly so well under the present 
type of rgeulation as it could be. 

Mr. Macponaup. I am not asking about the present type of regula- 
tion. I am talking about my bill. 

Mr. KuyKkenpauu. I mean the existing regulation with your ex- 
emptions. 

Mr. Macpnonatp. My exemption would take out, as know better 
than I, the bulk of the people that you by necessity deal with. They 
cannot affect the market against the public interest; can they ? 

Mr. KuyKenpaty. Well, I would not want to agree with that 
because I do not know whether they can or not. In some areas you 
might have—and I do not know whether there are any such areas— 
there might be enough small ones in one area, so that they could 
affect the price in particular communities. 

Mr. Macponatp. Do you know of any? 

Mr. Kuykenpat.. I donot know of any. 

Mr. Macponatp. If you do not know of any such area, why do you 
have any objection ? 

Mr. Kvuykenpauu. I have never made a study. I do not know 
whether there are or not. 

Mr. Macponatp. You know very well that they do not control 10 
percent of the gas going into interstate commerce; isn’t that so? 

Mr. KvyKenpau.. I think Mr. Heselton said the large ones which 
would be left under regulation would represent 91 percent of the 
gas sold. 

Mr. Macponap. Yes; certainly they can’t affect the markets so as 
to be against public interest. 

Mr. KuyKkenpnatu, It could not affect the overall market very 
greatly but it might affect some local markets. Whether it would or 
not 

Mr. Macponatp. When the Natural Gas Act was put into effect to 
protect the public interest, following that, if they cannot affect the 
public interest, why should they come out from under when they 
give you a terrible headache as an administrator ? 

Mr. Kuyxenpatu. I do not agree they cannot affect the public 
interest. There may be situations where they can affect particular 
customers. 

Mr. MacponaLp. But you don’t know of any example. I cannot 
cite youany. I=fafter a study you could not find any, would you agree 
they could come out from under? 
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Mr. Kuykenpatu. No; I would not, for the reason that I think 
there is a better way of regulating the big producers, whether the 
little ones are excluded or not. And a way in which, in my opinion, 
will be more apt to keep the price of gas reasonable and just, and will 
be ae apt to encourage our having adequate supplies in the future. 

I dwelt on that before. My opinion is that the public-utilities 
theory of regulation is not readily adaptable to producers. 

And I think we can do it in a direct way more effectively than we 
can by going through the roundabout way of devising a rate —_ for 
the gas reserves, and so forth, in order to arrive at a price for ga 

Mr. Macponatp. Do you have any other objections to my ‘ill out- 
side of the fact that it does not meet the problem overall? 

Mr. KuyKkenvauti. Offhand, I do not think of any. That is my 
main criticism of your bill. I think there is a better approach to it 
than your bill gives. 

Mr. Macpvonatp. If the producers that come out from under regu- 
lation, I don’t believe so, I am not infallible—if the big ones should 
come out for effective regulation, why should not the little ones be 
out completely ? 

Mr. KuykKENDALL, Well, you mean you are making the assumption 
that if this bill should become law that the big ones s have gotten out 
from effective regulation ? 

Mr. Macponatp. Well, effective regulation; yes. If the cost pro- 
hibition is not—if the President’s amendment is not made mandatory, 
I think they have. Yes. 

Mr. KuyKenpDatt. We need not argue that point. 

Mr. Macponap. You disagree? 

Mr. Kuyxenpatu. I think also that a bill which encourages a pro- 
ducer to stay small is not desirable. I mean what we want to do is 
encourage producers to get big. If they can find more reserves, sel] 
more gas, More power to them, and there will be price supervision. 
I also pointed out previously that much of this gas is sold either 
in unitized fields or after it has been processed, and then sold by the 
processor as agent or as a representative on behalf of ev verybody in 
the field and that your exemption really isn’t workable in many re- 
spects for those reasons. By administrative action we have already 
limited our regulation to the seller, the processor, or to the unit opera- 
tor, provided ‘those behind him in the field only get a percentage of 
what he sells for, because bv regulating the seller we regulate the 
whole price. 

Mr. Macponarp. Just one last question, which will illustrate my 
whole discussion which we have had before and which we have hs id 
with other witnesses and I am not going to burden the record with, 
is concerning reasonable market price versus costs which everybody 
keeps calling public utility which I am not sure is a correct defini- 
tion. But in any event, don’t you think that it would be highly im- 
proper and highly dangerous to the consumers in Denver, Colo., if 
this bill were to pass, and which had a prohibition against looking 
at costs, ina case In which the Interstate, Colorado Interstate Trans- 
mission Co., is looking for a rate increase which, if looked at at the 
so-called reasonable market value, with a cost prohibition, would 
amount to an increase of roughly $7 million, or 114 percent, whereas 
if the rate, if costs were permitted and the usual and normal basis 
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of rate regulation goes into effect that there would be—and the rate 
increase were granted under all the circumstances which would amount 
to 26 percent, that the consumer and distributing company in Denver 
eéekd be penalized by roughly a differential of 88 percent, don’t you 
think that a prohibition of looking at costs in a factual case such as 
that is very dangerous ? 

Mr. KuyKenpati. Well, Mr. M: wedonald, I don’t like to be evasive 
but that matter is now before the Commission or soon will be. The 
examiner issued his opinion, and exceptions have been filed. I will 
make one comment which is just factual which may indicate that, 
and you don’t say there are, but there may be another point to it. 
The company has filed papers with us which allege that they will be 
bankrupt under the rates recommended by the examiner and could not 
meet their interest requirements. 

Now, I don’t say that is true, but maybe it is an indication that there 
are two sides to it. 

Mr. Macponaup. Has the distributing company said they might be 
bankrupt if they get an increase of 114 percent ? 

Mr. Kuyxenpaty. Not that I know of. I haven’t heard that. 

Mr. Macponavp. I don’t mean to impose and and I know that mat- 
ters are before you and certainly should not be discussed here and it 
is not my intention to. My question was very hypothetical because 
if the opinion has come out certainly this bill cannot affect it. So I 
am saying in a factual circumstance such as that, isn’t it dangerous 
from the distributor's point of view and the consumer’s, who I am 
mainly concerned with, that costs not be looked at as is provided for 
in the Harris-O’Hara bills? 

Mr. Kuykenpauu. Mr. Macdonald, I am sure this cost basis formula 
is going to work both ways. I mean we have seen evidence of it at the 
Commission and there again I don’t want to talk about cases that are 

vending. But the situation you mention is a case of very low-cost gas. 

‘here are others, particularly among the pipeline producers. But 
among all the produc ers and even some of the pipeline producers, there 
are many reversed situations. 

So I don’t believe we can generalize and say that the cost method will 
produce cheaper gas. 

Mr. Macpvonavp. Actually, you can generalize to this extent, can 
you not, as far as the pipeline-producing companies themselves are 
concerned, they stand to benefit on a cost prohibition more than any 
other segment of the industry, isn’t that true ? 

Mr. Kuykenpatu. Well, there is no doubt that some of these pipe- 
line companies which acquired reserves at very low costs years ago 
and were successful in developing large quantities of gas, will improve 
their financial position. And I don’t ; advocate anything just to enrich 
somebody or any eonnane just for the advantage that the stockholders 
of that company would get. That is an incident of changing the mode 
of regulation, there is no question about it, as to some companies. 

Mr. Macponatp. I am not impugning your motives at all. 

Mr. Kuykenpbatu. Yes. 

Mr. Macponatp. Isn’t it a fact that the pipeline companies, if this 
bill is passed, will come up with billions of dollars of (a) increased 

value of the companies, and (b) if so, why do you approve a bill that 
will do this for the pipeline companies ? 
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Mr. KuyKxenpatt. I think we have to look at it this way. The man- 
agement of all these companies are responsible to their stockholders 
and I don’t think very many stockholders will stand by forever and 
permit gas to be sold by their company, that is, gas it owns, at a price 
that is way out of proportion and way below what could be gotten if it 
were owned by, say, an independent producer. What will probably 
happen I would guess, and it seems commonsense to me, is that some 
of those pipeline companies may spin off their reserves. 

Mr. Macponatp. By spinning off you mean what? 

Mr. Kuykenpati. I mean that they would—another corporation 
would be formed and the gas reserves would be sold to it. 

Mr. Macponatp. Wouldn’t you have jurisdiction or wouldn’t a Gov- 
ernment agency such as the SEC, perhaps or yourself have jurisdic- 
tion over any such maneuver to come out from under the law of the 
land ? 

Mr. Kuygsenpaut. I think that since the Phillips case that we 
could apply there perhaps the original—yes, the original cost theory, 
and still look back to the original cost rather than the blown- up price. 
But we couldn’t prevent them from keeping it out of interstate mar- 
kets, if they can find intrastate markets. 

Mr. Macponatp. Isn’t that a big “if”? We hear a lot about these 
intrastate markets, but don’t you “know as a fact that an important 
market for these companies, the one under which they have become rich 
and powerful, is the interstate market ? 

Mr. Kuyxenpat. That is, I think it is, the best market for these 
producers and I hope they will continue to sell in it because ordinarily 
they can sell larger volumes in the interstate market. 

Mr. Macponavp. Have they given you any indication they will not 
sell it in interstate commerce if this bill is defeated ? 

Mr. KuyKenpauu. All I have heard is general comment on it, and 
I wouldn’t want to prophecy that, and I declined to do it 2 years ago. 
I think there is other evidence or other statements in the record that 
the committee can weigh. But on your point, let me point this out: 
when I was here before I quoted something from what Justice Jack- 
son said in a Supreme Court case. He pointed out that in that case 
reserves that were now worth $3 million were on the books of the 
company at almost nothing, a few hundred dollars. I don’t see how 
we can get gas for the future under those methods, and I have repeated 
before that costs are so variable in the industry that it seems to me the 
most satisfactory way to control prices and yet be able to provide an 
incentive is not to fail to reward a producer who has very low costs, 
with the result that we would have to unduly compensate a producer 
with high costs. 

And there is more to the picture than the immediate cost of the gas. 
We have got to look ahead, consider all these people who have gas 
furnaces, gas stoves, gas water heaters, and so forth, and try to make 
sure that they have a supply of gas and that not only they but the 
additional millions of new howeowners, new consumers, will have 

gas, also. 

Mr. Macpnonatrp. Sir, you are just echoing now what I have been 
saying, and many members of this committee have been saying for a 
long time; and that is that they need to be protected. But what I want 
to ask you is—there has been a good deal of talk here as to how it is 
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practically impossible, it has been said and testified to, for the oil 
companies and gas companies to establish their costs. 

Now as a man who on run the Department which has been regu- 
lating them on a cost basis, have you found it an insuperable diffi- 
culty for these companies to establish cost to you when they are look- 
ing for a rate increase? Don’t they quite clearly show you how their 
costs have gone up ¢ 

Mr. Kuyxenpatu. No, it is difficult. Now, all things are possible, 
and I don’t say it is insuperable at all. I am just saying that I think 
there is a more efficient and a more effective way to do it. 

Mr. Macponatp. Let me ask you this. 

Mr. KuyKxenpauu. I would like to explain some of the difficulties 
which many people don’t appreciate—that much gas is produced in 
connection with and out of the same wells as come the oil and the 
liquid hydrocarbons; so, consequently, the exploratory expense and 
the processing expense—where you have dry gas coming out of it 
and you have gasoline or other liquids and you have hydrocarbons— 
are all combined. 

It is a source of interminable dispute as to what costs should be 
allocated to gas. 

Now, we have allocation problems regulating pipelines and I think 
we always will. We will always have disputes there because an allo- 
cation, by its nature, has to be somewhat—it is a judgment matter, 
that is all, and there is no way of proving that you are exactly 
right 

Mr. Macponatp. I agree with you. 

Mr. Kuykenpatu. When an allocation is made. But all I say is 
that I think all that work and all that calculation coupled with the 
disputes that arise out of that can pretty much be eliminated under a 
system of regulation that is represented by the Harris-O’Hara bill. 

Mr. Macponatp. That has reasonable market price as its deter- 
mining factor. 

Mr. KuyKEnDALL. Yes. 

Mr. Macponaxp. Isn’t it a fact 

Mr. Kuyxenpatt. As defined in the act. 

Mr. Macponaxp. But isn’t it true that—just in answer to that, as 
defined as to what it is, not because it is not defined in the act, what the 
reasonable price is—it is defined backward—it is not several things— 
but nobody tells you what a reasonable market price is in this. bill 
that I have seen. 

Mr. KuyKxenpa.y. Well, I think the bill speaks for itself. 

Mr. Macponatp. Right, sir. But in any event, for the past 3 years 
they have been coming before you and justifying rate increases to the 
basis of increased costs, have they not? 

Mr. KuyKkenpatu. Well, very few have justified them. 

Mr. Macponatp. Or have attempted to. 

Mr. KuyKenpa. Yes. 

Mr. Macpnonatp. And, therefore, all this talk about how it can’t 
be done is just talk. I am sure if you go on a reasonable market price 
basis alone that there will be disputes and each side that is affected 
will be trying to put its best foot forward as to what a reasonable 
market price is. So you are always going to have a dispute when 

















1710 NATURAL GAS ACT 


there is a buyer and seller concerned, are you not, and you are merely 
exchanging one type of dispute for another ? 

Mr. Kuyxenpau. Yes. 

There will always be disputes; if there were not, there would be 
no need for a Federal Power Commission. That is true. 

I think that the disputes could be more readily resolved and mini- 
mized under a simpler mode of regulation than we now have. 

Mr. Macponap. All right, sir. I will ask you just one question: 
How are you, as chairman, going to establish that a given so-called 
contract between a pipeline and a producer which establishes a price 
for that gas, does not—between each other—does not reflect a reason- 
able market price unless you can assume or prove that it was not done 
as a result of arm’s-length bargaining under the Harris-O’Hara bill 
without—— 

Mr. Kuyxenpatt. I will endeavor to answer that question and I 
would like to preface it by saying that I don’t want what I say here 
now in an impromptu answer to be accepted by the industry or any- 
one as the only way that I would go about it, in case this bill becomes 
law and we operate under it. 

I think, obviously, first, that we should determine, as you suggest, 
whether there has actually been arm’s-length bargaining or not. I 
think also there can be arm’s-length bargaining in a true sense and yet 
one party is at such a disadvantage with the other that he cannot get 
the bargain that he could get if they stood on an equal footing. I 
think that we would want to inquire into that, too, and we could do 
that by inquiring as to what other opportunities the buyer had to 
buy gas, if any. Or what offers he might have gotten. Or we could 
inquire how long he negotiated with the seller, or how ready the 
seller was to sell him. 

I think we could generally get a pretty good idea of the relative 
bargaining position of the two people. Then, of course, we would 
look at the prices in similar cases—close by and in similar areas. We 
would consider the other things that are mentioned in the bill, and 
I don’t think of all of them just now: Quality of the gas—that is, 
whether it is dry gas or whether it has been processed and how many 
British thermal units it ordinarily has, and so forth: the condition 
of delivery—that is, is it gathered or ungathered. I think that by 
considering all those factors and exercising some discretion we could 
arrive at a sensible and fair figure. 

There is another aspect to it, too; I think that we would want to 
know frequently how this affected the buyer, the pipeline. Is he 
buying a lot of gas at a new high price that is going to be passed on 
or will he absorb this increase? And we might also be interested in 
what other purchase plans he has for the future. There are a great— 
it isa great big field of inquiry so far as I can see. 

Mr. Macponarp. Right, sir. But doesn’t all this put the burden 
of proof on you, to disprove that where two reasonable men have sat 
down at arm’s length, supposedly, and come up with a contract—if 
that is the criterion you have to use, merely of reasonable market 
price—doesn’t the burden of proof shift from the present situation 
where they have to justify to you, that you have to disprove that it 
is not a reasonable market price? 

Mr. KuyKkenpatu. Well, I don’t believe so, Mr. Macdonald. Under 
the act this burden is put on the pipeline company and I don’t doubt 
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but what the producer will intervene in many cases if he wants to 
justify his contract. 

But I don’t believe there would be any heavier burden, or as heavy 
a burden, as there is on the staff now, 

In suspension cases under section 4 (e), under the original cost rate 
base method, the staff must do a great deal of work to verify and check 
and make adjustments to the figures that are presented to us, and it 
is substantial work and it takes a lot of time; and I don’t believe the 
burden would be any heavier here. 

Mr. Macponarp. I have no further questions. Thank you, Mr. 
Kuykendall. 

The Cuatrman. Mr. Bennett? 

Mr. Bennerr. Thank you, Mr. Chairman. My colleague, Mr. 
Heselton, has a few questions, so I will yield to him. 

The Crarrman. Mr. Heselton. 

Mr. Heseiron. I regret I was not able to be here, Mr. Chairman, 
when you started your - testimony. 

Mr. KuyKkenpatyi. You have not missed very much, Mr. Heselton. 
Mr. Macdonald was the first one who questioned me. 

Mr. Hesevron. Iam sure I did. It is unfortunate that there is a bill 
on the floor and I felt I should be there. 

Am I informed correctly that you were opposed to the amendments 
suggested by Mr. Kendall? 

Mr. Kuykenpaty. No; you are not completely correctly informed. 
I said that I favored the first amendment about permissive use of cost. 

In regard to the second amendment, which pertains to review of 
fixed esc: calations, I pointed out what seems to me to be an ethical sit- 
uation involved, because there are many producers who have fixed 
price contracts with no escalations in them. Many of those same 
producers also have fixed-price contracts with escalations. The mode 
of regulation recommended here would apply only to the ones with 
fixed escalations and, as Mr. Rogers well knows, there is a great 
volume of gas contracts with fixed prices almost all of which are very 
low under almost any standard you could conceive of today. 

I pointed out that it seemed to me that there was an ethical problem 
involved in choosing one type of fixed-price contract with the fixed 
escalations and ignoring the others, which may be very low in price. 
If that does not bother this committee or the Congress, I am willing, 
if Congress passes the bill, with the second administration amend- 
ment in it, to carry it out. 

Mr. Heseiron. I don’t mean to interrupt you. I was afraid that 
these statements were already made. Then there would be no prob- 
lem involved as to the first of the amendments, the permissive con- 
sideration of costs, insofar as the draftsmanship is concerned i in your 
opinion. That would simply be to strike out the word “costs”. 

Mr. KuyKenpauy. Yes; I think that would do it. 

Mr. Heseuton. Now, may I inquire whether that is the point. of 
view of the Commission with reference to those two suggestions or 
your individual point of view? 

Mr. Kuykenpba.. It is the point of view of the Commission. At 
least, it is the point of view of four members of the Commission. 

Mr. Heserron. Four members? 

Mr. KuyKENpDALL. Yes. 
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Mr. Heseuron. Who are the four? 

Mr. Kuyxenpati. Commissioner Digby, Commissioner Stueck, 
Commissioner Kline, and I. 

Mr. Hese.ton. The other member disagreed ? 

Mr. Kuyxenpauu. No; he didn’t particularly answer that problem, 
that question. He may agree also, I wouldn’t be surprised if he 
would, that that amendment would give the Commission permissive 
authority to use costs; but he is not committed to it, so far as I know. 

Mr. Hesenron. What I am interested in is to have the record com- 
plete in terms of your position and the position of any Commissioners 
who share your point of view and the position of those who may not 
share your point of view or may perhaps wish to express it a little 
differently. 

Do I understand that Mr. Connole has not been consulted or has been 
consulted and does not wish to be associated with the statement you 
have presented ? 

Mr. Kuykenpa.u. He has been consulted about it. Well, I will tell 
you exactly how it stands and then you will understand why I cannot 
give you a firm answer as to what his views are. He wrote a letter to 
this committee, to the chairman, which I saw yesterday and which I 
presume arrived here yesterday and perhaps you have seen that. 

Mr. Hesston. I have not seen it. 

Mr. KuyKkEenpatu. The Commission wrote a letter to the Chairman 
today in answer to some questions he asked us, including that par- 
ticular question. 

Now four of us stated that we felt that the Commission would be 
authorized or permitted to use cost by striking the word “cost”. Com- 
missioner Connole said that he agreed with all we had said except 
insofar as it might be inconsistent with his other, with his separate 
letter, and I don't believe there is anything inconsistent in that sepa- 
rate letter on that point. 

Mr. Heseiton. Then he has submitted his own point of view with 
reference to that so-called cost suggestion, is that right? 

Mr. KuyKkenpatu. Yes, he has commented not just on how to amend 
the act to give us permissive authority but on his feeling about the 
whole general aspect of using costs. 

Mr. Hesexron. I see. 

The Cuatrman. The letter was put in the record. 

Mr. Hesextron. I am sorry I did not know it was in the record but 
we will catch it. 

Am I to understand that you would not approve of the suggestion 
I believe we discussed some weeks ago when you were here, of. placing 
the cost requirement in as one of the criteria which would have to 
be considered although of course it would not be mandatory as to the 
Commission’s determination of reasonable market value? 

Mr. Kuykenpau. Yes, my position is the same as when we dis- 
cussed that previously. 

Mr. Hesetton. That is you would not want it as part of the criteria? 

Mr. KuyKenpatu. That is right. Because as I have said, I think 
there will be a number of cases where it won’t be necessary to consider 
costs. 

Mr. Heseiron. There would be some cases in your opinion where 
it would be necessary ? 
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Mr. Kuykenpatu. There may be, that is why I suggest we have 
permissive authority to consider costs. 

Mr. Hesetron. I do not want to take up too much of my colleague’s 
time and I appreciate his courtesy. 

Are there reports which are required to be filed by the natural gas 

ipeline companies with the Commisison with reference to security 
a of individuals in connection with voting powers and of offi- 
cers and directors, in particular, in connection with such matters as 
option, warrants, rights, in connection with affiliated corporations, 
amount of reserves, and the like of that ¢ 

_ Mr. Kuyxenpauu. That is pretty broad. I don’t think it is all re- 
quired. Some of it is. Our General Counsel is here. Maybe he can 
answer that question better than I could. 

Mr. Hesevron. Well, generally speaking, there are some require- 
ments in that field for filing information by pipeline companies with 
not only the FPC but in the case of new issues of stock, proposed issues 
of stock or other securities, with the SEC? 

Mr. Kuykenpauu. Yes, generally speaking. 

Mr. Heseiton. In order to shorten this up at this late hour, I have 
a list of questions I have prepared, some 6 or 7, although possibly the 
sixth you will not have information on, and particularly some ques- 
tions with reference to Colorado Oil & Gas Co., the Western Natural 
Gas Co., and the Texas Eastern Co., as to which I feel that not only 
in the Commission’s files but available to the Commission in recent 
filings with the SEC and available in such publications as Moody’s 
Manual, there would be something of value, particularly in terms of 
that section we discussed when you were here Sedaen I think it is 13F, 
dealing with natural-gas pipelines. If you are willing, I would like 
to submit a list of those requests for information such as may be avail- 
able, and I think we could then dispense with a considerably lengthy 
oral interrogation. 

Mr. KuyKkenpau. We will be happy to supply all the information 
you request if we have it or can get it. 

Mr. Hesevron. I want to outline the type of thing I would like to 
have for the record. 

The Cuarrman. Mr. Heselton, does it have anything to do with the 
pending case that was brought up before by Mr. Macdonald ? 

Mr. Heseiron. Not as far as 1 know. It may, but not to my knowl- 
edge. This is simply in terms of my study of section 13F, and it seems 
to me it would be useful material. 

The Cuarrman. The reason I mention that, some inquiry was made 
about a matter a moment ago. It may not be the same thing, but it 
would require the Chairman to comment on a pending proceeding 
before them and you would not want that. 

Mr. Heseiton. No, I would not want that. This is with respect to 
matters that have been filed by the pipelines with the Commission or 
with the SEC and available to the Commission and information pub- 
lished in Moody’s Manual. It has nothing to do, so far as I know, with 
any pending case before the Commission. 

Mr. Kuykenpatt. I understand it is all factual and not asking my 
opinions about anything; isn’t that correct ? 

Mr. Hesevron. Certainly. If it calls for that I would want you to 
indicate it and I would want you to eliminate it. , 
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The Cuamman. Do you have them ready or do you want to submit 
them later ? 

Mr. Hesevron. I will submit them tomorrow morning. I will submit 
them directly to the chairman. 

The CratrMan. Isthat all, Mr. Heselton ? 

Mr. Hesevron. That is all. 

The Cuarrman. Mr. Bennett ? 

Mr. Bennett. Thank you, Mr. Chairman. 

Mr. Kuykendall, I just want to be sure I understand your position 
on the administration’s suggestion with respect to the right to review 
increases in existing contracts. 

Now if I understand you correctly, you are opposed to that because 
you feel that the inclusion of that provision in the bill would make it 
unfair to people who have existing contracts, where there are no price 
increases provided. 

Mr. Kuykenpatu. Yes; it seems to me there is a pretty glaring 
inequity that seems hard to justify. If I am in error about it and this 
committee feels otherwise, or the Congress feels otherwise, I have no 
objection to the administration amendment going in, and if it becomes 
law why we will carry it out. 

The other point, and I guess you perhaps had not come in yet, Mr. 
Bennett, I think, I am sure that overall the consumers are going to get 
lower- priced g gas if the low- -priced contracts are left alone. 

Now if we are going to leave them alone, it seems only fair to leave 
the ones with fixed escalations in them alone. 

I believe the consumers will be better off. 

On the other hand, if the Congress does not see any ethical question 
there and wants to give us authority to review the existing fixed escala- 
tion in his existing contracts, why we will perform the duty. 

Mr. Bexnerr. Do you think it’ w ould be better to leave that clause 
out entirely which validates all prices in existing contracts and make 
them all subject to the reasonable market price standard fixed in the 
bill? 

Mr. KuyKenpat. I believe that the fairest way and the cheapest 
way for the consumer, and really perhaps the only practical way to do 
it, is to let all contracts now in force stand, except that we would carry 
on the investigations and complete all of those that are mentioned in 
this bill, the suspended cases and the section 5 5 (a) investigations, and so 
forth, and with continuing supervision over the indefinite pricing 
clauses, which are the clauses that have caused most of the big price 
rises in the natural gas industry. 

Mr. Bennett. But your position is that if you are going to open up 
existing contracts all for the application of the for mula in this bill you 
ought to do it across the board of those contracts 

Mr. KuyKxenpaty. No; my statement is not quite that broad, and I 
made it here before. 

I put indefinite pricing clauses in a different category and you may 
recall that 2 years ago I ¢ criticized those clauses. They are the clauses 
that have caused the h: avoc, not only with the Commission but with 
the distributing companies, "and the pipelines, and consumers and I 
think everyone except the producers themselves, 

[ think that Congress ought to say that those indefinite pricing 
clauses are against public policy, and T think that is what this bill 
accomplishes. Since they are bad and against public policy, I think 
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those contracts that have those clauses in them, should be disturbed 
and this provides a method for disturbing or controlling them. 

Mr. Bennerr. Yes, but aside from those, if you are going to apply 
the formula to increases in existing contracts, then you feel it should 
be applied across the board to all kinds of contracts? 

Mr. Kuykenpa.u. It just seem that morally, that would be the fair 
thing to do. 

Mr. Bennerr. When you were here before, Mr. Chairman, I asked 
you some questions about the effect of the city of Detroit case as far 
as your applying the cost formula and in fixing fair and reasonable 

rates. If I understood you correctly, you said that your hands were 
pretty much tied. You had no latitude to consider field prices or the 
like. 

Mr. KuykenpaLu. No, I don’t—if I said that, I shouldn’t have, and 
I don’t believe I did because I have read my testimony here. I 
said our hands were tied in that we had to go through the work 
of getting or rather the producers would have to go through the 
work or supplying us with a rate base, calculating a rate base, and we 
would have to then check that, and that would have to be done in every 
case. 

Now the city of Detroit case says once that is done that the Com- 
mission can depart from it, and could allow a greater price for the 
gas if it found that such was necessary to prov ide the incentive for 
an increased search for gas. 

Mr. Bennerr That is what I was coming to. This Olin case decided 
by the Commission was called to my attention the other day. 

Mr. Kuyxenpaun. Yes, that is a very interesting decision. I will 
be very much interested to see what Olin does, whether they do try 
to find new reserves, how much they spend, and how successful they 
are, and so forth. 

Mr. Bennerr. Assuming your decision in the Olin case is sustained 
if appealed, if you follow that formula, wouldn’t you be giving the 
pipelie company which owned its own reserves a pretty good break 
so far as their rates are concerned 4 

Mr. Kuykenpauu. Well, it just all depends on what the cost of 
their reserves is. We will have other cases where the cost figure 
would be greater than what we allowed here. That is the incongruity 
of the cost methed applied to gas producers. 

Mr. Bennerr. Let me see if I understand the decision correctly. 
Is it true that the effect of the decision in this Olin case is to give 
the pipeline company 10 cents per thousand cubic feet for their own 
sebduiced gas and that that price is set irrespective of the cost of gas? 

Mr. Kuykenpa.u. Not irrespective of it. We tried to carry out 
the city of = troit decision. That is a gathered price, too, as I recall. 

Mr. Bennerr. Ten cents is the price of the gas that you allowed 
them to ine lude as a cost in determining the ultimate situation and 
you permitted them to have a half- -percent return. 

Is that not true ¢ 

Mr. Kuykenpauu. Yes, I think so. 

Mr. Bennerr. Now that 10 cents does not necessarily have any 
relation to the cost of the gas to the pipelines ? 

Mr. Kuykenpau. That is true. 

Mr. Bennerr. You allowed that price too on the basis of fair 
field price and the reason you did was because under the Supreme 
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Court decision the Court said that you could consider fair field price in 
cases where it was necessary to provide an incentive for producing 
additional gas? 

Mr. Kuykenpatt. Yes; riot necessarily the fair field price but some 
increased price over cost. 

Mr. Bennerr. Without relation to cost 

Mr. KuyKenpauu. Yes. 

Mr. Bennerr. If you have that authority, and it seems to me that 
you have under the Supreme Court deci ision, are you not going as far, 
In your opinion, as you ought to be going in fixing the fair and reason- 
able price so far as the pipelines’ own reserves are concerned ¢ 

Mr. Kuykenpau. Well, we probably have. If this bill we are con- 
sidering here now had been law at the time we decided that case, I 
would think that Olin would probably have gotten just about exactly 
the same treatment that they got here. 

Mr. Bennerr. That was just the question I was going to ask you. 

Mr. Kuykenpati. But the point is, Mr. Bennett, that in this case 
there actually was done all this work by Olin and by the staff of com- 
puting and compiling the rate base. I don’t think I have ever made 
it clear here that that is a lot of work, which I think was unnecessary 
in this case. We could have arrived fairly at the same kind of result, 
at least I am sure it would be very similar, without all that work 
having been done. Suppose, and it could happen, that Olin’s costs of 
gas—it couldn’t happen with Olin of course—but some other com- 
pany’s cost of gas was away above the market price or the fair field 
price 

Mr. Bennett. Do you have any information as to how much 10 
cents in this case is over the cost of the gas / 

Mr. KuyKeEnpDALL. It is set out in the opinion, I think. 

Mr. Bennett. Is it set out in the opinion ? 

Mr. KuyKennat.. [ think it is. 

Mr. Bennett. If I handed you the opinion, could you refer to that? 

Mr. Kuyxenpa.t. I think there is a schedule in there. I guess I 
was inerror. I don’t see where that was broken down. We do have 
a comparison here somewhere. 

Mr. Bennerr. Will there be something in the record of the case 
which would show the cost of these reserves ¢ 

Mr. KuyKEeNDALL. Yes. 

Mr. Bennett. The reserves for which you allowed 10 cents? 

Mr. Kuykenpatu. Yes, I am sure that would be in the record and [ 
thought we set it right out here but what I was thinking of is the 
revenues under previous rates and the revenues under proposed rates 
which does not give a breakdown as to costs of reserves. 

Mr. Bennett. Would you furnish for the record here, if you would, 
what the cost of these reserves would be, if you use cost, so that it can 
be compared with the fair field price that you allowed ? 

Mr. KuyKenpaut. Well, here is a figure that will give you, will make 
your point for you, which I think you are trying to make. I am 
quoting from page 4, 

Under Olin’s proposed increased rates the price for the gas gathered to a 
central point in the Monroe field and sold to pipeline purchasers covered by 


Olin’s pipeline rate schedules would be increased from 4.66 cents per thousand 
cubic feet to 9.87 cents per thousand cubic feet. 
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Mr. Bennett. That would be about a 50-percent increase. 

Mr. KuyKenpauy. About a hundred-percent increase. 

Mr. Bennerr. A hundred-percent increase over costs. 

Mr. Kuykenpann. Yes. Of course these reserve figures, and there 
again, we get to believe in a myth that we know precisely how much 
gas there is left in the ground and that the depletion charges against 
that are completely accurate and so forth. But that is not true. 

Mr. Bennett. I realize that. 

Mr. Kuykenvay. But on that basis that is the cost and the field 
price per M. c. f. 

-Mr. Bennerrt. If you could do that in this case, why could it not 
be done by the same formula in every other case? 

Mr. Kuykenpaui. We can do it if the companies present the evi- 
dence that will give us the factual background where it appears re- 

uired. I might add this, Olin was a little bit lucky here because I 
doubt that their case was contested like it could have been. 

I will tell you why I think their case was not contested very hard. 
Ninety-seven percent of their sales are not jurisdictional, so the part 
we have treated here does not have a very big effect on Olin’s overall 
operations. 

Mr. Bennett. Do you think if it would have been contested more 
vigorously they would have gotten a lesser price for gas? 

Mr. KuyKenpDau. No; I don’t think they would have gotten a lesser 
price but I think that it is possible that if it had been contested more 
vigorously that we might not have had as substantial evidence to 
support a finding, that this was warranted. Olin had a pretty good 
spokesman from the company, and we quoted some of this testimony, 
who was quite persuasive. He didn’t happen to get contradicted 
very much. 

Mr. Bennerr. Anyway, it is your opinion that the result which was 
also had in this case, so far as the price is concerned. would not have 
been much different had you applied the reasonable market price 
formula that is in the present bill ? 

Mr. Kuykenpatu. No; I am inclined to think we would come out 
just about at the same place. 

Mr. Bennerr. Do you think the results would be the same in other 
instances ¢ 

Mr. Kuykenpauu. I don’t think it would be in all, because there 
would be different facts in other cases. 

Mr. Bennett. Well, that seems to me the crux of the problem, so 
far as the pipelines are concerned. I would like to ask you a few 
questions with respect to the effect of a section in the bill which gives 
the pipelines the same formula for their own produced gas as for 
others. 

Now presumably the pipeline company, dealing with the producer, 
provides the competition that is supposed to fix, in the first instance, 
some kind of a fair market price, is that not true? 

Mr. Kuykenpaui. That is true. 

Mr. Bennett. Now if a pipeline company which owns its own re- 
serves is dealing with a peuainnains the higher the price that it pays 
to the producer the higher the value of its own reserve, is that not true ? 

Mr. KuyKenpati. Yes—well, it wouldn’t be so true under this bill 
as it would be if we were using what we call the fair field price method 
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which is the weighted average price. Here we are not tied to that, I 
mean it could be something less or something more. So we could 
weigh and consider whether or not the pipeline was paying more than 
others or whether we thought it had bargained faithfully to get as 
low a price as it could. 

Mr. Bennett. Suppose you had A, B, and C Pipeline Cos., all own- 
ing large reserves of their own, and they are dealing with producers 
in a given fiel:! of gas. Now are those ‘pipeline companies going to 
he very much concerned about the kind of a price they pay for that 
gas, whenever an increase in price has the effect of increasing the 

value of their own property ? 

Mr. KvuyKENpDALL. Well, as I say, Mr. Bennett, I don’t think that 
necessarily follows under this act. 

Mr. Benner. Why not? 

Mr. Kvuyxenpatt. Because we don’t have to use the weighted aver- 
age field price. In fact it says we can consider all these prices. I 
think it would be perfectly lawful to exclude the pipelines’ own pur- 
chases from the prices in the area and consider what the other prices 
are. 

Mr. Bennett. Well, you could reject any and all prices under this 
very complicated and involved 

Mr. Kuykenpauu. That’s right. 

Mr. Bennet. Formula that is set up in this bill. I understand 
that. But it has been argued here, and I was trying to find out whe- 
ther or not you subscribe to that view. It has been argued by the 
producers and the pipeline companies that competition exists here 
in dealings between the pipeline companies and the producers and 
one of the criteria that the Commission is required to consider in 
coming up with reasonable price is the current level of field prices 
in other contracts in the same field and other contracts in other areas 
with the same terms and provisions, generally comparable to them. 

If the people who are supposed to be making the competition have 
conflicting interest, how can the Commission “be sure that they are 
dealing at arm’s length and what can the Commission do about it if 
they don’t deal at arm’s length? 

Mr. KuyKenpbatu. I wes discussing this matter or a similar related 
matter with Mr. Macdonald. I guess that was before you got here. 
I think we can find out whether the parties are dealing at arm’s length 
or not. As I said before, if we had any question about it or even if 
we might think it were at arm’s length, I don’t see why we could not 
set aside the purchases of the pipeline, its contract and look at the 
others, too. We are not pianed down to a mathematical formula 
here. I think the Commission has enough sense and judgment to 
weigh these things and to realize that there may be a possibility of 
what you say, and not to allow any pipeline company to benefit by 
paying a higher price for the gas it buys. 

Mr. Bennett. Yes, but one of the most important things you have 
got to consider here is the field price in coming up with ‘the reason- 
able market price. You are tied down, or at Teast you are given a 
pretty strong directive. 

Mr. KuyKenpatn, That is a big consideration, I agree. 

Mr. Bennett. Yes, and that being the case, it becomes pretty im- 
portant, it seems to me, whether pipelines and producers are actually 
dealing at arm’s length. 
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If the provision requiring you to consider current market field 
prices in reaching your decision were not in the bill, the situation 
would be a little bit different. 

What if that provision were not in it? Would you object to that 
provision being taken out? 

Mr. Kuykenpauu. The provision about pipelines getting the 
same 

Mr. Bennett. No, the provision which requires that the Commis- 
sion shall consider the current level of field prices? 

Mr. Kuykenpaty. Oh, yes, I don’t think you would hardly have 
a bill left if you took that out. I think we have got to. That 
represents—— 

Mr. Bennerr. You might not have a bill but 

Mr. KuyKkenpauu. That represents a settlement of the many com- 
plex problems that we have here. I don’t mean a settlement of it 
but some resolution of it by various parties and I think it is worthy 
of consideration. 

Mr. Bennerr. I appreciate you might not have a bill left but, on 
the other hand, you certainly must give consideration to the fact that 
this requirement that you must consider field prices puts you pretty 
much in the hands of the producers and the pipeline companies; does 
it not, so far as the fixing of this price is concerned? You have got 
to depend upon their integrity and their desire to deal fairly. 

If they don’t deal fairly, it will have an adverse effect on the current 
level of field prices; will it not? 

Mr. Kuykenpaty. Let me answer you this way: At the outset, 
assuming this bill became law, I agree with you that existing prices 
would be quite an important factor. But as time goes on, and as we 
continue fixing prices, which also become part of this standard we 
are using, the presently existing unregulated prices that were arrived 
at through private negotiations and with no supervision by the Gov- 
ernment, will become less and less important, and eventually the main 
standard would be the Commission’s prior actions. 

Mr. Bennett. Let’s see if that is true though. It is a fact, that if 
this bill is passed all existing contracts now in effect, as well as all 
fixed step-up increases that are in those contracts, and there are many 
thousands of them, I assume, are valid. So that neither the Com- 
mission nor anyone else has any control over what prices are going 
to be in these contracts except the contracts themselves, and they esca- 
late over a long period of time; is that not true? 

Mr. Kuykenpaut. They ordinarily escalate about every 5 years; 
that is typical. 

Mr. Bennett. So the tendency in the bill is to fix maximum prices 
at the start and then require the Commission to gear its decision in 
fixing reasonable prices; is that not true? 

Mr. Kuyxenpaut. There are other things to be considered too. It 
seems to me you are overlooking some others. 

Mr. Bennetr. I realize there are other things, too, but that is one 
of the highlights of the price-fixing formula; is it not? I think we 
agree on that. 

Mr. KuyKenpau. Yes; I said we agreed on that. I agreed to that. 

Mr. Bennerr. You agree that, with the pipeline companies owning 
admittedly some 23 or 24 trillion feet of their own reserves, every 
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time the value of those reserves goes up, the price goes up, to say 
nothing about the initial increase at the time this bill goes into effect. 
You think that will have nothing to do with si vadnele affecting the 
consumer so far as future prices are concerned ¢ 

Mr. KuyKkenpa.. I didn’t understand what you said about initial 
increase if this bill goes into effect. 

Mr. Bennett. Well, all prices in existing contracts including those 
increases in the future, too, those fixed increases; isn’t that true? 

Mr. Kuykenpatu. Yes, I was not considering them to be initial 
increases. I think I see what you mean. 

Mr. Bennett. Well, any increase under section 13C, which is any 
price that is being paid when this bill becomes law, whether it has 
come about as the result of an escalation clause or not, is validated; 
is it not so? 

Mr. KuyKkenpatu. Well, it is true there won’t be a rollback here. 
I think that has been testified to here. 

Mr. Bennett. It will be a rollup. 

Mr. KuyKenpau. No, there will be a stabilization and if it is rolled 
up there have got to be reasons for it. 

Bear in mind this, too, that it is not only the Commission that you 
can look to, to see whether or not there 1s any collusion between a 
pipeline purchasing gas and a producer, or collusion between any 
parties. This is the first time there will have been a procedure set 
up where other interested parties, the distributing companies and 
State commissions and so forth will have notice and can come in di- 
rectly at the outset and make an issue of a price they think is improper. 
I think in that respect this bill gives a much greater consumer pro- 
tection than the typical utility type form of regulation which we now 
have under the Natural Gas Act. 

Mr. Bennert. But the thing that worries me, Mr. Chairman, is this: 
The bill would validate all existing contracts, with one exception on 
these escalation clauses, and it would even freeze those if they are 
being paid when this bill becomes law. 

Now, under these many contracts the price of gas is going to in- 
crease over a long period of years, up to say 20 years or more, and as 
those prices increase the Commission has no jurisdiction whatsoever, 
is that not true? 

Mr. KuyKxenpauu. That’s true. 

Mr. Bennett. Now suppose after the bill becomes law for several 
years we have a change In economic circumstances. Suppose condi- 
tions are not as favorable, and the price of other commodities and 
everything else is lowered, what effect do you think this law would 
have in permitting prices of gas under such circumstances to come 
in balance with the prices of other commodities in view of the lan- 
guage that is contained in this particular section ? 

Mr. KuyKenpau. Well, it is true that this industry is peculiar in 
that contracts are made for longer terms than in any other industry 
I can think of. I am sure you heard from a lot of distributing com- 
pany representatives and I know this to be true myself, that stability 
is one of the most important items here. There won’t be a rollback 
if this bill passes. I don’t believe there will be a rollback if it doesn’t 

ass. 

If we had a real depression like we had in the thirties, there is no 
doubt about it, that the producers would gladly reduce their prices 
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in order to try to hold on to their market and try to keep a solvent 
pipeline to buy the gas from them and transport it, and the distribut- 
ing companies would gladly reduce their prices to keep their retail 
customers. 

Now we hope that never happens. 

Mr. Bennerr. Why would they reduce their prices when they have 
fixed contracts, protected by law, validated by law, why would 
the 

Mr. KuyYkENpDALL. For the same reason people revised their con- 
tracts during the last depression. They would rather have a buyer 
who could pay them something, even though it was a lower price than 
to have a bankrupt buyer who paid them nothing. 

Mr. Bennett. In other words, you agree if economic conditions 
were such that other commodities decreased in price, that the price 
of gas automatically ought to fall somewhere in line with the decrease 
in other prices ¢ 

Mr. KuyKenpbat. I agree and I think it would without regulation. 
I think it would have to. It would be the best thing that the pro- 
ducers or the pipelines could do to reduce their prices. 

Mr. Bennerr. How would this happen one this bill where you 
had thousands of contracts with fixed step-up prices? Would there 
be an incentive for pipeline companies to try to negotiate lower prices 
than those in existing contracts ? 

Mr. Kuykenpbatu. They would rather keep some revenue than lose 
all of it or most of it. 

Mr. Bennetr. Well, I am talking about an adjustment. 

Mr. Kuyxkenpatt. I got out of law school in 1932 and I got a good 
taste of the depression. 

Mr. Bennett. I think all of us did, and I don’t think any of us 
want to have a repetition of it. 

Mr. Kuyxkenpa.t. I know what happened. 

Mr. Bennett. We may not have the same level of prosperity we 
have today. 

Mr. O’Hara. Will the gentleman yield for a question under the 
point? What would be the difference under the Phillips case? 

Mr. Bennett. Under the Phillips case all the contracts are invali- 
dated and the contracts are subjected to Commission jurisdiction now 
and in the future. 

Mr. O’Hara. I am speaking right at this minute. If we had a 
depression is there anything to compel them to be reviewed ? 

Mr. Bennett. Oh, yes; certainly. Under the Phillips case the Com- 
mission has the right as of now and in the future to review all prices. 

Mr. O’Hara. Where they have reviewed most of them that are 
under controversy and fix the price, you mean to say that the condi- 
tion in those cases would be any different than under this bill? 

Mr. Bennett. Yes; certainly. 

Mr. O'Hara. I can’t see it. 

Mr. Bennerr. The Commission has the right to fix fair and reason- 
able rates under the present law and as announced under the Phillips 
decision. There are not any frozen prices in any contract, is that not 
true, Mr. Chairman ? 

Mr. O’Hara. How would you change it after it is once fixed, I 
would like to ask Mr. Kuykendall ? 
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Mr. Kuyxenpatu. I would say under existing law we would have 
the authority to embark on any investigations that we thought 
worthy. 

Mr. Bennerr. And you would have the right to lower them? 

Mr. KuyKenpay. No, we would run into this difficulty that Phil- 
lips or some company could say—I don’t think they would say it— 
“Here we are regulated on an original cost basis; you have got to 
allow us this much because otherwise we are not getting a fair return 
on that investment.” And if they stuck with that we would have to 
allow them that or they could reverse us in the courts. What would 
alter that fact would be the plain economic condition that Phillips 
couldn’t sell its product in a depression at those prices and so rather 
than get a fair return they would probably take less than a fair 
return in order to get something and keep going. 

The Crarman. Would the gentleman yield to me at this point 
there? 

Mr. Bennett. Yes. 

The Crarrman. Mr. Chairman, after you take these contracts and 
you review them you finally approve them, do you not? 

Mr. Kuyxenpaty. Under this act? 

The Cuatrman. Yes, and under present law. 

Mr. KuyKenpaty. Most of the contracts now are not approved and 
have not been approved by the Commission. 

The CratrmMan. Well, ultimately you have to, though. 

Mr. Kuykenpatu. No, we never will, in many cases. I don’t think 
it is physically possible. We will review those that seem to be 
improper or high. 

Mr. Bennett. Well, you have the right to review them. 

Mr. KuyKenpati. We have the right to review them. 

Mr. Benner. And you have the right to fix a just and reasonable 
rate. 

Mr. Kuyxenpati. After we have investigated them and computed 
a rate base for the particular company and demonstrated in a hearing 
that the rates are excessive why then we could lower them. 

The Cratrman. Under present law when a contract, if the gentle- 
man wiil permit, when a contract is entered into and it is filed with 
the commission, that contract is not effective until, I am talking about 
a new contract, now, until the Commission approves it, is it ? 

Mr. Kuykenpati. That is not quite so. Under existing law, the 
producer has to apply for a certificate of public convenience and neces- 
sity. He also has to file his contract that he has made to sell his gas. 
Now we are unable and I don’t know of any regulatory agency, State 
or Federal, that ever has been able, to examine every initial price. 
The whole theory of utility regulation is ordinarily that the initial 
price goes in without question, and thereafter it is subject to regula- 
tion, but when we accept these contracts for filing, or permit gas to 
be sold under them, it is not an approval of the rate, it is merely 
consent that it be sold under that rate. 

The Cuarreman. But you ultimately are going to have to approve 
the rate that the pipelines sell at the city g: ate ? 


Mr. KuyKenpnatu. That’s right. I am talking about producers now. 


The Cratrman. I know, but that is part of it. 
Mr. O’Hara, That is part of it. 
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The CuairMan. And when you decide as to what the pipeline com- 
pany is going to charge at the city gate you have got to take into con- 
sideration the cost of that pipeline company when he get his gas out. 

Mr. Kuyxenpau. That’s right. We have to allow him that cost. 

The Cuatrman. Certainly. 

Mr. Bennett. I agree with that, but the ..fference of opinion be- 
tween Mr. O’Hara and me is this, and I would like to clarify it for 
the record since it has been brought up: Under existing law, the 
Commission has the right to fix a just and reasonable rate, and 
it may do so irrespective of any contract between the parties, is that 
not true ? 

Mr. Kuykenpbatu. That is true. 

Mr. Bennerr. In other words, there is nothing frozen. There is 
nothing validated. The whole business of price fixing on any and all 
existing contracts is open for the Commission to fix, is that not true? 

Mr. Kuykenpa.L. Yes, we could start an investigation any time we 
felt we should. 

Mr. Bennett. If this bill is passed, all existing prices are validated 
and fixed, and thereafter the Commission and no one else has any 
control over them. 

Mr. Kuykenpauu. That is true with the exceptions provided in the 
bill. I might also point this out, Mr. Bennett——- 

Mr. O’Hara. Let him finish. 

Mr. Bennerr. He said with the exceptions in the bill. I want to 
see if we understand each other. That is on the indefinite pricing 
clause. 

Mr. Kuyxenpau. That’s right. We embarked upon an investiga- 
tion of Phillips not too long after the Supreme Court decision be- 
came final in the Phillips case and we are still on that investigation, 
and we have been criticized a lot for the trouble or the delay in that 
ease. I don’t really know when we are going to complete it, and that 
is no fault of the Commission or its staff. There have been some 
unusual reasons, I will admit but it is a very cumbersome process 
and after we do complete it, if rates are reduced, why undoubtedly 
there will be appeals. It is not simply a matter of issuing an order 
and reducing rates. That is one thing I hope I made clear is that this 
original cost rate base method is very cumbersome. Now it is the 
best way I know of for stable industries like these pipelines and the 
best way I know of for local distributing companies and electric com- 
panies and telephone companies. My point is, I think there is a better 
way to regulate these producers, and we have yet to reduce one pro- 
ducer’s rate through an investigation initiated by the Commission. 

And that has not been due to lack of effort. 

Mr. Bennett. What significance do you attach to that? 

Mr. Kuykenpati. The point I make is that I think that there is a 
more speedy way to do this. I think that we are going around in a 
circle several times before we enter into the heart of the question and 
I say let’s go straight forward and use sensible, sound procedures and 
economies to fix a price for the gas. 

The original purpose of having a rate base was to try to evaluate 
or fix a return for services where it was not known what they were 
worth because there was no competition or other prices to go by. It 
was never designed to price a commodity. 
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Now it is being used to price a commodity. I think the most direct 
way to get at it, is to price the commodity itself. 

Mr. Bennerr. What was unfair about the Court’s decision in the 
Detroit case? You admitted yourself in this one Olin case, for exam- 
ple, that you fixed the price of gas that w ould come out about the same 
as though this bill were passed. If that is true, then why wouldn’t 
that be the logical solution to this problem ¢ 

Mr. KvyKENnpALL. W ell, Mr. Bennett, the point is that in this Olin 
case you are talking about, we had all this study and evidence to deter- 
mine a rate base and then we fix a rate different than what would be 
indicated by use of a return on a rate base. My point is, I think we 
can save ourselves an awful lot of work and a lot of trouble and the 
industry a lot of trouble and before too long we can save the taxpayers 
some money and still arrive at fair, sound, sensible results. 

Mr. Bennetr. If the rule of the Supreme Court in the Detroit 
were written into law, don’t you think that would be the logical solu- 
tion to this problem ? 

Mr. KuyKkenpatu. No. I think I have tried to make that clear. 
My point is that I don’t think it is desirable or necessary that the Com- 
mission have to compute a rate base in every case before it can take 
any action. 

Mr. Bennerr. You think you can have an easier time fixing reason- 
able market price / 

Mr. Kuykenpa.u. I don’t say it is going to be easier because we 
are going to pass on a lot more contracts than we are passing on now, 
but I think it is going to be as fair to the consumer and as fair to the 
company and much more expeditious. 

Mr. Bennett. Why is it going to be more difficult # 

Mr. KuyxKenpatt. I don’t think it is going to be more difficult. We 
are going to have more cases if this billy passes because then every new 
contract will be reviewed and the price approved, and that is not the 

case now. 

Mr. Bennett. You will review it in accordance with the formula 
in this bill ? 

Mr. KuykKEnDALL. Yes. 

Mr. Bennetr. As contrasted with reviewing it in accordance with 
the rule laid down there in the Detroit case, that is the difference, is 
it not ? 

Mr. Kuykenpaty. There is no review given—there has been no 
review given in scarcely any case I know of, ofa producer’s new price, 
new contract since the Court decided the Phillips case. Only where 
they applied for increases on old contracts and we suspended them. 
We have had some of those cases, but we have had to let the other new 
contracts go into effect without review, because it is not possible to 
keep the gas flowing to market and hold up effectiveness of the contract 
while we review it, and the law does not contemplate that. 

Under this bill we would review every contract betore 1t went into 
effect. 

Mr. Bennett. I have just one other question. I am not certain 
whether the questions I asked on the record here today about pipelines 
cover this or not. 

If it does not, would you then furnish for the record, if possible, 
the Commission’s estimate of the increase in the value of pipeline- 
owned reserves if this bill is enacted into law ? 
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Mr. KvuyKenpDAt. I believe that has been sent. 

Mr. Heselton had asked for similar information 2 years ago and 
we brought that up to date. 

Mr. Bennerr. I didn’t think it was entered in the record. If it is, 
fine ; if it is not, I appreciate your submitting it. 

Thank you. 

Mr. Kuyxenpatt. If I might add one thing, Mr. Bennett, and this 
carries out a little more of the colloquy I had with Mr. Macdonald, 
I feel that this so-called enrichment of the pipeline companies is an 
inevitable incident to the passage of this bill, if it does pass. I don’t 
favor the bill because I want to put a plum in any pipeline company’s 
pocket. But it so happens that there are certain pipeline companies 
who acquired gas reserves at unusually low prices. 

As I pointed out to Mr. Macdonald, the stockholders of those com- 
panies will demand a solution to their problem, I am sure. There are 
all new kinds of industrial uses being found for gas and if they con- 
tinue to sell it at very low prices, in the interstate market compared 
to what other people are getting in the market, it seems sensible to 
me that those people in those companies are going to find some way to 
avoid that. We can’t compel them to produce gas nor can we prohibit 
them from going out and buying other gas and transporting it and 
selling it instead. 

I think there is an attempted element of compulsion here which in 
the end, due to the very simple economic laws we know and under- 
stand, will defeat the objective of trying to keep those particular gas 
reserves priced at an unconscionably low price. 

Mr. Benner. Well, I agree with you that the stockholders of a 
pipeline company ow ning ‘its own reserves ought not be penalized 
because of their ow nership of those reserves. But on the other hand, 
the operation of a pipeline company is primarily a public utility 
operation and I don’t think anybody is fooling anyone else when 
they say that it is not a utility operation and that you can separate 
its operation into 4 or 5 different parts. 

If a gas company can separate into segments and become independ- 
ent producers or independent operators in one segment of their busi- 
ness, then certainly other utilities can come up with the same kind 
of operation and eventually you will have complete absence of regu- 
lation if you carry that theory out, all the way down the line, in my 
opinion. 

That is what I fear about this bill. 

Mr. KvuyKenpatn. Well, of course, one difference is, Mr. Bennett, 
that a pipeline company does not have to have any of its own gas 
production and most of them don’t. 

Mr. Bennett. And if they do not they are a public utility, without 
any question. 

Mr. Kuykenpati. That’s right. 

Mr. Bennett. If they own the gas, in my opinion, that does not 
change that situation any more than it would change an electric-light 
company into an independent producer so far as its hydroelectric 
part of the operation is concerned. 

Thank you, Mr. Chairman. 

The Cratrman. Of course the way to reach that, if you want to 
establish that principle, is to provide that the pipeline companies shall 
not own their own reserves. Wouldn't that be the proper method ? 
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Mr. Kuykenpat.. I believe that would be the case. Most all the 
new pipeline companies have just purchased gas from others and 
have not made an effort to develop reserves of their own. 

Mr. Bennett. Just one other question : 

To what extent do you think the passage of this bill will increase 
ownership of pipeline reserves ¢ 

Mr. Kuykenbaiy. Well, Mr. Bennett, I could not tell you to what 
extent and I have tried to avoid making prophecies here although 
I believe I just made one a minute ago, about these pipeline companies. 

Mr. Bennerr. Would you be willing to say they would be increased 
substantially ? 

Mr. Kuykenpat. I am willing to say that I believe they would. 

The Cratrman. But the fact remains they have been decreasing 
substantially ; is that not true? 

Mr. Kuykenpauu. That is true. I am willing to say, and have said 
before, that I think the pipelines should be encouraged, rather than 
discouraged, to own reserves of their own. 

The Cuarrman. Mr. Dingell ? 

Mr. Dineeix. Thank you, Mr. Chairman. 

Mr. Kuykendall, if you recall, you and I had a little talk here 
the last time you were here before us, about this same section 13F 
that you and Mr. Bennett have been discussing: and I wanted to 
thank you for your kindness, and believe me, I mean it in exactly that 
way, for sending a later letter to the chairman with regard to the 
matter that you and I discussed. 

I think it shows that you are a very fairminded man, sir, and I want 
to compliment you on that. 

I think one of the things that concerned Mr. Bennett and me is this 
problem of the accretion in value to the pipelines, and T have nothing 
against the pipelines, I want to be fair to them, but I think I want 
to be fair to the consumers, too. 

We were talking specifically about Panhandle, and I believe I asked 
you whether or not the value of Panhandle’s reserves would increase. 

And you indicated at first that you did not agree, and after a little 
deliberation you indicated that you would have to, because Panhandle’s 
reserves were going at around a cent a thousand. 

Am I correct in my understanding of that? 

Mr. Kuyxenpaty. Well, there we found in that famous Panhandle 

case that the price they were getting for their own produced gas was 
eighty-five one-hundredths of 1 cent, and without any consideration 
of depletion of allowance or extraction credits for taking out, hydro- 
carbons, and so forth, which, if those were applied, it brought it down 
mathmatically to a negative figure. 

Mr. Dincett. Tell me this, then, if you will, sir: Would you be able 
to give us any idea at this time, or at any other time, what this would 
raise the value of Panhandle’s reserves or the price per thousand cubic 
feet of gas produced from Panhandle’s own reserves ? 

Mr. KuyKkenpauu. Under the fair field price method that we used 
in the Panhandle case, Panhandle got, and I have forgotten now 
whether it was 7-plus or 8-plus cents, but it was in that zone. 

Mr. Dincety. Let me ask you this, and I realize this is very danger- 
ous to you as the head of a regulatory agency, and I do not want you 
to say anything now or at any other time during this hearing in re- 
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sponse to a question from me, or anyone else, anything which would 
constitute prejudging. 

Mr. Kuykenpaty. Yes. 

Mr. Diner. And I certainly hope that you will answer this, and 
that you did answer that, in that light. 

W ould that constitute the same thing as a reasonable market price, 
that 7 and whatever fraction cents it was that you allowed them, al- 
lowed Panhandle, for its own reserves? 

Mr. Kvykenparu. Well, as I said to Mr. Bennett, it would not nec- 
essarily be precisely that price. But I think it is only fair to say that 
the reasonable market price would not be and could not be eighty-five 
one-hundredths of a cent, and that is why I changed my answer. 

Because when I responded here the other time, I did not want to say 
anything to commit myself about a pending case. But it is absurd 
to think, under this bill, that we would fix 1 cent or eighty-five one- 
hundredths of a cent. 

I think it is fair to say it would be closer to the 7 or 8 cents that 
we allowed in the old case than it would be to the eighty-five one- 
hundredths of a cent. 

Mr. Drncetx. Let me ask you this question: Gas under new con- 
tracts, I believe this Catco contract that we have heard about, is going 
for 22.4 cents, 

You are probably going to want to refuse to answer this question, 
because as a head of a regulator y body you cannot commit yourself 
to anything you might later have to pass on. Would it be fair to 
infer that that would be a reasonable market price for that particular 
field ? 

Mr. Kuykenpaty. I will have to decline to answer that, Mr. Dingell. 

Mr. Drncexz. I understand. 

Mr. Kuykenpauyi. The matter is right before us. We have had a 
petition for rehearing filed within the last 24 hours or so. 

Mr. Drneety. At the time I asked that, I wanted you to understand 
that. 

Yet Iam having a very diffic ‘ult time conveiving just what level this 

“reasonable market price” is going to reach. Will it ultimately— 
would it be fair to say that it ‘would ultimately tend toward the fair 
field price ? 

Mr. KuyKenpatt. Oh, yes; I think so. 

Mr. Drnarit. Would it be fair to say that it would ultimately tend 
toward more or less the same price across more or less the same poo! ? 

ve KuyKENDALL. I rather think it would. 

I do not want to be held too closely to this, but I think it is probable 
that if we fixed a price for one producer in a given field or area, and 
then another producer comes along very shortly afterward with a simi- 
lar type of contract, I mean gas of about the same character and sold 
under similar conditions, that the first case would be a precedent. It 
is quite probable the second one would get the same treatment. 

Then, after that process has kept up over a course of time, it vor 
come quite close, I would think, to establishing a price in that are 

Mr. Diner. Would it be fair to say that there would be a process 


of bringing the lower prices up to this higher price throughout the 
time of the life of any one field? 
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Mr. Kuykenpbauu. I think it would. But I also would think it 
would be fair to say that there also would be a similar tendency not to 
go above those fixed prices that we had passed on and approved. 

Mr. Dincett. Would it be fair to say that there might be some leap- 
frogging which would take place; in other words, that one contract 
would be let at one figure, and then the next contract would be let at a 
little higher figure, because of the zone of reasonableness that the 
courts talk about ? 

Mr. KuyKenpbau. Well, of course, that zone of reasonableness is not 
too big a zone. I do not comprehend, or I mean anticipate, that there 
would be any leapfrogging. I do not see what the basis of it would be. 

If there were, it would have to be justified, and I hardly see how it 
could be. 

Mr. Drneetx. Could it be justified on the basis of increased costs? 

Mr. KuyKenpDA.u. Well, I testified before, and I will reiterate, that 
I am not, would not be, impressed with the high costs of a particular 
producer. I think the theory of this bill is, and I believe it is proper, 
that the fact that a particular producer had extraordinarily high costs 
would be no basis to reward him unduly. He should get no more than 
the reasonable market price, anyway. 

I can think of this situation where a price might go up: Suppose that 
we fixed a price in a given field, and it was ac cnet, and gas was deliv- 
ered under it. Later another seller came in with a higher price. Sup- 
pose we disapproved the higher price, but indicated we would accept 
the same price, the lower price, we had already approved. 

If the producer walked away, then, and would not renegotiate his 
contract at the lower price, and stayed away and refused to sell his gas 
in interstate commerce, or perhaps found an intrastate market, and if 
that happened with a few more, I think the Commission might then 
have pretty good evidence that that price was too low. We might then 
conclude that if we were going to get the gas to the interstate market 
we might have to raise the. price. 

I can conjure that possibility. 

Mr. Dinceii. Would it be fair, then, to infer that this tendency to 
withhold gas would be the ultimate criterion in determining which is a 
reasonable market price and which is not a reasonable market. price? 

Mr. Kuyxkenpay. I do not say that would be ultimate. There 
might be, in effect, some poker playing going on with some producer 
who did not have to sell his gas right then, who would hold off, hoping 
when he came back later we would approve a higher price. 

But I think we could see through that, and I am sure we could, with 
the help of the distributing companies and State commissioners and 
other interested parties who would come in, and I do not think we 
would be bluffed on that. 

Mr. Dincett. It would be a very substantial tendency, though, on 
the part of the producers to use this particular device to increase 
their prices for gas, would it not? 

Mr. Kuykenpauu. Well, some of them might try it, I do not know. 
There again, I could not predict what they would all do. There will 
be a lot of producers who will want to sell their gas or have to sell 
their gas and get the revenue out of it. There are always those. 

Mr. Dince.t. Tell me this. You have been a very fair witness, 
Mr. Chairman, and I want to compliment you on that. 

Mr. Kuykenpauy. Thank you. 
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Mr. Drncetv. I have no doubt that you know my very strong feel- 
ings on this particular bill, but I do want you to know 

Mr. KuyKeENnpDALL. I do not believe anything I tell you is going to 
change your mind here this afternoon. 

Mr. Drnaety. No. I think that would be a fair statement. 

But to return to this business of the reasonable marked price, I 
keep having this problem: I have never been able to nail it down 
in terms of dollars and cents, and I cannot ask you to nail it down 
in terms of dollars and cents, because if you give me a dollar and 
cents figure, then I wind up with the problem of having you more 
or less nailed down to it, with the possibility of regulatory proceedings 
arising in the future. ‘So I am going to try to approach it another 
way here. 

Would it be fair to say that people in the industry would know 
what evidence they would have to present to you to establish what is 
the reasonable market price? And again, I am asking something 
that may nail you down. And, if so, what would they produce in 
the way of evidence to establish this reasonable market price? 

Mr. KuyKkenpauu. Well, I think that just by looking at the act, I 
can tell you some of the things they are going to, positively will have 
to, inform us about. Iam on page 15 

Mr. Dincett. I am well familiar with the section. I do not have 
a copy of the bill before me. 

Mr. Kuykenpaui. Certainly we could easily require them in an 
application for approval of the contract to state certain things, and 
one of them could be whether the contract was arrived at competi- 
tively and through arm’s-length bargaining. 

We might—we could, I would think, if we wanted to, require a little 
bit of detail on that, about when did he first start to negotiate 
and you heard my conversation, I think it was with Mr. Macdonald— 
elicit other information to get the relative bargaining position of 
the two parties. 

We would certainly want to know, and would know, the quality of 
the gas being purchased, that is, how many B. t. u.’s there are in it; 
is it dry gas or does it, after purchase, have to be processed, and so 
forth; and the conditions of Tea that is, where do you pick it 
up. Is it already gathered, or must the buyer build a gathering 
system to pick it up, and so forth. 

Those are specific matters. 

I am sure that there will be, as it develops, other points of infor- 
mation that we might want to require as a matter of routine in every 
ease, and we could prescribe those as we got the experience and 
know what they were. 

Mr. Drneetu. Of course, I have a great deal of faith in you, but 
I do not know whether I have enough faith in anyone to know whether 
or not they could apply these particular 5 yardsticks to achieve a rea- 
sonable price. 

Bee: wuse, as near as I can figure from this, these criteria are reason- 
able price defined in terms of itself; am I right? Am I right in 
that understanding ? 

Mr. KuyKenpatu. Repeat it, will you please? 

Mr. Drncetu. I said this: I have a great deal of faith in you—— 

Mr. KuyKenbatu. Well, thank you. I appreciate that. 
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Mr. Dincex1 (continuing). But I do not know whether I could 
expect anyone to define what a reasonable market price is in terms 
of the criteria that we have set before us here. 

Mr. Kuyxenpaut. As Mr. Bennett and I agreed a while ago, an- 
other criterion here, and I think it is very important, is the field prices 


in the area. And before long, the Commission w ould have compiled, 
and we have a lot of it already, that information of field prices in the 
area, 


Now, that gives us some basis of comparison to start with, and these 
other factors would enter into it, and we would not be bound com- 
pletely by the weighted average field price, but that would give us 
some guide. 

I really think that is very valuable, because there are an awful lot 
of difficult economic considerations here which cannot be measured 
mathematically. They are matters of judgment. 

If we have the judgment of the buyers and the sellers in a lot of 
transactions in an area, I think we have information which goes a 
long way toward resolving or making a fairer resolution of those 
difficult economic problems that are involved. 

Mr. Dinceti. We keep coming back to that one thing which you 
mentioned earlier, this business of assurance of consumers of an 
adequate supply. 

How am I going to get away from that loophole where the price 
keeps going up because of this withholding of the gas from the 
market? 

Mr. KuyKenpatu. Well, it is true that if the price which a producer 
can get in the interstate market is actually inadequate, in his opinion, 
he will sell it elsewhere, if he can. I mean, I think that is common- 
sense. 

Or, if he is big enough, he may not sell it at all. He may just hold 
it for a while. Many of them could at least decide th: at, “even though 
I sell this, I am not going to explore for more gas.” 

We would have to use our best judgment, based on the information 
that was presented to us, as to whether the financial incentive was 
there in the price we fixed so —_ producers would stay in the busi- 
ness and keep on hunting for ga 

Now, we must get them to de” that if we are going to keep gas sup- 
plies coming. 

Mr. Dincetx. Of course, the big producers, then, who would control 
‘the market and control the price, would be in a position to withhold 
the gas; is that right? 

Mr. Kuykenpautn. They are in a better position than the little 
fellow, there is no doubt about it. 

Mr. Drncetn. And they actually control the market. who control 
the price and who control the great bulk of the gas that moves in inter- 
state commerce and intrastate commerce; is that right? 

Mr. Kuyxkenpatu. Well, I would not want to — myself to 
this business about them controlling the market. I do not doubt 
there have been situations where they have had the dominating posi- 
tion and have been able more or less to write their own ticket. 

I am sure there have been plenty of those cases. But as far as con- 
trolling the market absolutely, they do not always do it. 

Frequently they are in the same field areas with other producers, 
and they all have an opportunity to sell their gas, and the big fellow 
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has no way I know of to compel the other fellows in the field to sell 
at a given price. 

Mr. Dineetu. Can you, Mr. Kuykendall, give me just one thing that 
I can go home and look at tonight and say, “This is a yardstick, a firm 
and a hard 7 dstick, that is going to fix this price for my consumers 
back home” 

Mr. KuyKxenpau. No, I cannot, Mr. Dingell, and there is not any 
one thing that I can point to. I mean, it is all these things considered 
together, plus the expert judgment 

"The CHAIRMAN. We Yould the gentleman yield to me? 

Mr. KuyKENDALL (continuing). Of the Commission. 

Mr. Dinceix. I will yield to you. 

The Cuarman. I just cannot understand how it is that witnesses 
testifying on this and every question Mr. Dingell is asking, trying to 
get a yardstick—the bill itself sets out the yardstick, and that yard- 
stick is in section 13C starting on page 14, and sets out the criteria 
which are the yardstick in subparagraphs (1), (2), (8), and (4). 
Now, that is the yardstick this bill sets up. 

And I do not see w hy the proper response to the question, which 
has been asked over and over, is not fr: ankly admitting that this is it, 
and certainly you will use this, and this ‘will be your yardstick to 
determine the reasonable market price; is that not true? 

Mr. Kuykenpatu. That is true, Mr. Chairman. I agree with you. 

In answer to his question, I was saying I could not point to one 
thing; it is all the things encompassed in the bill. 

The Cuamman. Well, here they are. Youcan point to it. 

Mr. KuyKenpaui. Not in the singular. 

Mr. O'Hara. Will the gentleman yield? 

Mr. Dincety. Go ahead, sir. 

Mr. O’Hara. We have had a lot of witnesses here, Mr. Kuykendall, 
passionately for the consumers, whom I have not heard suggest one 
thing which has been left out of this formula that they could think 
of which should be inelnded in the for mula, or for something for the 
Commission to consider that we have omitted from these bills. 

Now, do you think of any, Mr. Kuykendall? 

Mr. Kuyxenpau. Well, I have heard some mention of putting a 
mandatory provision to consider costs. 

Mr. O’Hara. That, I realize, has been made. 

Mr. Kuykenpaty. Other than that, I have not heard of any. 

Mr. O’Hara. Cost, Mr. Kuykendall, is a two-edged sword which 
acts maybe in one instance for the consumer, and maybe in a dozen 
other instances against him, or for an increase to the consumer. 

Mr. KuyKkenpatt. That isso. 

Mr. O'Hara. Thank you, Mr. Dingell. 

Mr. Drvceit. That was the one point T was working around to. 
There is no hard and fast test in this section, like costs. 

Mr. Kuykenpati. No, and there is no hard and fast test in the 
Natural Gas Act now. 

The Natural Gas Act says we shall fix “just and reasonable rates.” 

Mr. Dincetn. Just a few more questions, if I may, sir. 

Mr. Kuykenpati. All right. 

Mr. Drncei. A while back it was stated by one witness, and I 





believe in good faith, that there were a great number of contracts 
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over which the Federal Power Commission had taken no action or no 
contro]. And I realize that that is because of the Phillips decision 
and because of the fact there has been no possibility for the Power 
Commission to assume anl jurisdiction over this because of the press of 
other business. Am I correct in my understanding of that? 

Mr. Kuykenpaty. Oh, yes. The proportion of those we are trying 
to act on and those we are not acting on, I do not think it is under- 
stood. I believe there are about $2 billion in annual revenues repre- 
sented by the contracts on file with us; and I think it is $2 billion-plus. 

There are scarcely more than a handful that we have been able to 
act on. We have tried to pick the ones which looked out of line, to 
start investigations on. And that is under section 5 (a) of the act. 

And, as I say, we have not completed any 5 (a) investigation vet 
of a producer’s prices, and there again I do not admit it is because of a 
lack of effort to do it or will to try to do it. It is a very tedious, time- 
consuming process, and it takes much staff work. 

Mr. Drncett. Let me ask you this question, then: In view of that 
fact, then we could get rid of a lot of those cases for you by enacting 
the Macdonald-Heselton bill ; am I correct ? 

Mr. KuyKenpauy. Well, I think actually that most of those cases 
where we have started investigations happen to be on the bigger pro- 
ducers, who probably would not be exempt. 

Mr. Dixceti. But we could get rid of some of the backlog, not the 
ones, necessarily, you are working on, but the cases, a subst: intial num- 
ber of cases. 

Mr. KuyKenpauy. There would certainly be a number of little pro- 
ducers involved in what we call our section 4 cases, producers who have 
tried to invoke an escalation clause in their contract, which we have 
suspended and are investigating. I am sure there would be a number 
of them. 

We have well over 400 of those cases. 

Mr. Dinceit. Lf we were to do that, we would still maintain some 
sore of yardstick on the little producer, would we not, because we would 
have control of the big producer ; am I right, sir? 

Mr. KuyKenpats. Well, Mr. Dingell, I have gone into that. You 
would still have control over the big producer. The little producer 
obviously would be out from under control. What he would do with 
that lack of control] over himself, I do not know. 

Admittedly, he would be out from under a lot of redtape and 
difficulties, and he would have an inclination, I suspect, to stay small 
so he could keep out. 

But my main point is, I think there is a better way of regulating 
all the producers than the present method. 

Mr. Drncetx. Of course, he would have an incentive to grow so hie 
could make more money. 

Mr. Kuyxenpauu. If what? 

Mr. Drncetu. I say, of course he would have an incentive to grow to 
make more money. 

Mr. Kuykenpatu. Yes, he would always have that incentive; but 
he might have a doubt, when he got up near the breaking point, as to 
whether he. wanted to grow any more or not. 

Mr. Dincett. I see. 

Thank you very much, Mr. Chairman. 

The Cuatrman. Mr. O’Hara ¢ 
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Mr. O’Hara. Mr. Kuykendall, I have been here for some of your 
testimony, and some of it I have missed. It is 10 minutes to 7, and ' 
do not think there is anything I ought to ask you; and, if I did, 
would be in poor taste. 

So Iam going to pass, Mr. Chairman. 

Mr. KuyKxenpat. I do not feel slighted, Mr. O’Har: 

The Cuatrman. I do want to ask you this one thing, I think maybe, 
during the course of the hearings, has been referred to: Does the 
Commission require the natural gas companies, that is, the long pipe- 
lines, interstate pipelines, to file with them the direct sales of gas for 
industrial purposes, and the prices that they charge ‘ 

Mr. Kuyxenpatt. I think we have that information in almost every 

ease, although we do not regulate that rate. 

The Crateman. I know you do not regulate the rate, but do you 

require them to file that information ? 

Mr. KvyKenpatn. Yes, we do, and it comes about ordinarily because 
the pipeline has to apply to us for a certificate of public convenience 
and necessity to make the connection to sell to the industrial account, 
and then we know what his rate is. We always get that information. 

And sometimes the rate even becomes an issue, even though we do 
not really control the rate. So I think we have that in every case. 

The Cuarrman. Are there some 25 interstate pipeline companies; 
is that right ? 

Mr. KuykenDaL. No, there are over a hundred, I think, under our 
jurisdiction. Twenty-five would probably cover all the large ones. 

The Cuatrman. We had this map here not long ago referred to, 
and I noticed 125 were noted on that. And someone, I have forgotten 
who was testifying, it might have been you, I am not sure, said there 
were about 23 or 25 or 27 of the long-line, major long-line interstate 
natural gas companies. And I asked—— 

Mr. KuyKkenpaty. That might be consistent, considering the big 
ones who transport most of the gas and take most of the markets. 

The Cramman. Maybe they supplied that information. 

Anyhow, we had this map. And then I asked a question: Who are 
all these others you have got on here ? 

Mr. Kuyxenpat. Well, they are interstate pipeline companies, 
either interstate pipeline companies or proposed interstate pipeline 
companies. There are some lines on there of a different color, which 
indicates the proposals. 

The CuarrMan. Could you take these majors, which you say number 
approximately 25, interstate natural gas pipeline companies, and 
provide us with the information as to their direct sales to industry, and 
what price each one of them gets? I believe you said you do have that. 

Mr. Kuyxenpauu. I think we have it in almost every instance. 

The Cnarrman. Could you get that information for us? 

Mr. Kuykenpaty. Yes, I think we could, and I will be happy to 
do so. 

The Cuatrman. At the same time, then, will you supply the infor- 
mation to show a comparison as to what price they get at the city 
gate to distributors in the same area? Could that ‘be done. 

Mr. Kuykenpati. Well, some of these industries perhaps are not 
at the city gate. They are outside the city. 

The Cuarrman. Well, within that zone or area, as near as you can. 


x 
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Mr. Kuyxenpatt. All right. 

I point this out, Mr. Harris, though, that those industrial sales 
are generally interruptible. They are a relatively inferior service. 

The Cuarman. I know that, but I still want that information, if I 
can get it. 

Mr. KuyKenpaun. We can give you the city gate rates, I think. 

The Cuatrman. Could you point out the interruptible sales, which 
sales are so-called interruptible sales and which are not? 

Mr. KuyKkenpbatt. I think we could. 

The CHarmman. Well, I see one shaking his head you cannot, and 
one shaking his head you can. 

Mr. Kuykenpauu. We may not know in all instances. 

The Cuarrman. Well, if you can. 

Mr. KuyKkenpati. You have asked for a lot of information. There 
are a lot of city gate rates, you know. 

The Carman. I do not mean that you have got to take every one 
of them and show every sale to every city. If you will just take a 
company and show us at the end of the line at a particular area, and 
what they charge in that area, just one example. 

Mr. Kuyxkenpatt. I think I understand what you want to get. 

The Cuatrman. I do not want a long record of all of the sales, and 
the big volumes. Just take, say, the end of the long line as an 
example, for comparison purposes. 

Mr. Kuykenpaty. Of course, those city gate prices depend, also, 
on the load factor, and it would vary some from year to year, perhaps. 

The Cuamman. Well, we may have asked you for more than you 
can supply. 

Mr. Kuykenpati. We will do the best we can. 

The CHatrman. All right. 

(The information referred to is as follows :) 

FEDERAL POWER COMMISSION, 
Washington, June 10, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 


DEAR MR. Harris: There is enclosed herewith the tabulation which you re 
quested of me at the hearings on H. R. 6790 on Tuesday, June 4, 1957, for 
inclusion in the record on page 3519 of the transcript for that day. 

On pages 3494 and 3495 Congressman Bennett requested an estimate of the 
increase in the value of pipeline-owned reserves if H. R. 6790 is enacted into law. 
In response thereto, I stated that such information has been sent at the request 
of Congressman Heselton. The information I had in mind was that submitted 
on May 17. 1957. which shows a computation of the difference between field 
price and cost for those pipeline companies having their own production on 
which rate cases were pending or recently concluded. It would be a tremen- 
dous undertaking to estimate the increase in the value of pipeline-owned reserves 
for all companies. Such study would require a complete cost of service study 
for each company’s reserves as well as a complete field price study, and, in any 
event, could not be prepared before June 10, 1957. It is hoped that the informa- 
tion submitted for Congressman Heselton may satisfy the inquiry of Congress- 
man Bennett. 

Sincerely yours, 
JEROME K. KUYKENDALL, 
Chairman. 
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The Cuatrman. Well, Mr. Kuykendall, let me again thank you for 
your appearance back before this committee, and the testimony you 
1ave presented and the responses to the questions that you have given 
to the members this afternoon. 

Mr. Kuyxenpaui. Thank you, Mr. Chairman. 

The CHarrman. And, of course, you will be available for anything 
which the committee might wish from the Commission. 

Mr. KuyxenpahL. Yes. We will supply all information, that we 
can, which is requested. 

The Cuarman. At this point, to go along with the responses this 
afternoon, I will include in the record a copy of the letter which I 
received today, which you have previously referred to, which is in 
response to an inquiry made on May 21, and I think in order that the 
record may show the facts, I will also include a copy of the memoran- 
dum and letter I sent to you asking for this information. 

Mr. KuyKenpath. Yes. 

The Cuarrman. And it will be included in the record at this point, 
also. I will have to supply that later. Maybe it is out in the 
committee. 

(The letter of May 21 referred to is as follows :) 

May 21, 1957. 
Hon. JEROME K, KUYKENDALL, 
Chairman, Federal Power Commission, 
Washington, D.C. 

Dear Mr. CHAIRMAN: When you were before the committee a few days ago 
there were several matters brought up on which I would like to have your addi- 
tional comment and such additional information as you can give. 

You concurred in the recommendation made by Mr. Kendall on behalf of the 
administration that the Commission should not be prohibited from considering 
“cost.” You were just as strong in your statement that the authority should be 
permissive and that you were opposed to mandatory requirements for the Com- 
mission to consider costs. 

I would like to have your comment as to whether or not it would be sufficient 
to meet your suggestion to eliminate the word “cost” in line 24, page 14 of the 
bill. Mr. Kendall, I believe, testified this would satisfy him. 

I would like to have further explanation as to what you have in mind on the 
treatment of permissive cost in connection with your suggestion. As an example, 
the bill provides the reasonable market price as a formula. By eliminating the 
single word “cost,” it would read that the Commission “shall not consider or use 
the utility type cost-of-service concept.” Then it establishes the other criteria 
with which you are familiar. 

In view of this, just how and in what manner do you have in mind the permissive 
cost theory would operate? Does it mean that you would want to use “cost 
trends,” or an expanded economy, relative cost, or just what would you use in 
view of the above language? Would you have in mind that the Commission 
would have authority to go into the accounts and books of the various companies 
for auditing purposes, etc.? 

It would sem to me that this procedure would virtually be prohibited by the 
above language referred to. I would like to have your comments, however, and 
further explanation as to what you have in mind. 

Furthermore, would not mandatory cost provision, in some instances, very well 
bring about a higher price to the consumer? If so, explain. 

With reference to review of existing contracts with definite fixed and stepped- 
up prices. It is not true that if the Commission were to be given the authority to 
review such contracts that the same treatment would have to be given with 
reference to the validity of the contract as would be accorded new contracts? 

Is it not true that to disturb these old contracts would have a tremendous re- 
percussion and bring about chaos in the industry on through to the consumer? I 
would appreciate your further comment on this item, too. 

Your attention to this request would be greatly appreciated. 

Sincerely yours, 
OreEN Harris, Member of Congress. 
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(The letter of June 4 is as follows:) 


FEDERAL POWER COMMISSION, 


Washington, June 4, 1957. 
Re H. R. 6790 and H. R. 6791, 85th Congress 


Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


DEAR Mr. CHAIRMAN: This letter is in response to the inquiries contained in 
your letter to me of May 21, 1957. The views herein expressed are those of 
Commissioners Digby, Stueck, Kline and the undersigned, They are also the 
views of Commissioner Connole except to the extent they are inconsistent with 
the opinions expressed to you in his letter of June 3, 1957. 

We agree with Mr. Kendall, General Counsel of ODM, that the elimination 
of the word “cost” in line 24, page 14, of H. R. 6790 and H. R. 6691 would permit, 
but not require the Commission to consider costs in arriving at the “reasonable 
market price.” 

We do not consider that the word “costs” refers only to the cost of natural 
gas, but that it could refer to any costs, evidence of which might be relevant or 
helpful to us in determining the “reasonable market price.” For example, a 
producer may have entered into a contract to sell natural gas from a certain 
area in 1948. Assume H. R. 6790 passes and is in effect when he enters into 
another contract of sale in 1958, at a higher price than he had contracted for in 
his 1948 contract. In order to justify the higher price, the producer might 
wish to show what certain labor or material costs were in 1948 and what they 
are in 1958. He also might wish to show what certain recognized price or cost 
indices showed in 1948, as compared with 1958. 

We do not understand the bill to authorize us to use costs, or any economic or 
statistical data, for the purpose of endeavoring to predict any trends in the fu- 
ture. The reasonable market price would have to be determined as of the 
present. 

We do not understand the bill to authorize us to predict how long we will 
continue to have an expanding economy or how much it may continue to expand. 
Relative costs, that is, the claimed relation between certain cost data of the past 
to similar data of the present, could be considered, as explained in the above 
example. 

We would not, as we understand the proposed measure, be bound or authorized 
to allow a high price to any producer simply because he had incurred high costs 
in developing some gas reserves. We understand the bill to mean that no pro- 
ducer should be allowed more than the reasonable market price, regardless of 
his costs and that, conversely, no producer should be allowed less than the market 
price because his costs were low. 

We believe the foregoing indicates how costs of various kinds might be con- 
sidered without contravening the language of the bill which prohibits the use of 
the utility type cost-of-service concept, which you quote in your letter. 

The permissive use of cost information would not, in our opinion, give the 
Commission any authority to go into the accounts and books of the various com- 
panies for auditing purposes, except that the Commission would and necessarily 
should have power to verify the cost figures of a particular company if said com- 
pany has submitted them to justify the contract price. Otherwise, as we under- 
stand the bill, the Commission would have no authority to engage in any investi- 
gation of any producer’s books and records. 

It is true that in some instances a provision making it mandatory for the Com- 
mission to consider each producer’s costs, and base rates thereon, could bring 
about a higher cost to the consumer. _This is so because some producers’ costs 
ure high in relation to the quantity of reserves they have developed. In order for 
such producers to recover their cost of service, they would have to be allowed a 
price in excess of the reasonable market price. In some cases, it would be im- 
possible to compensate such producers fully, because a price sufficient to do so 
would price their gas completely out of the market. 

We understood Mr. Kendall to state, in his testimony before your committee 
that, if the Commission were given authority to review fixed escalations in exist- 
ing contracts, that the parties thereto should be accorded the same treatment, 
in the event of disapproval by the Commission, as is accorded the parties to new 
contracts which would be disapproved by the Commission. This would mean that 
the contract would be terminated if the escalated price were disapproved. 
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Such a result could pose a serious threat to maintenance of service and mainte- 
nance of the financial stability of the pipelines and the distributing companies, 
depending, of course, on the number of escalations in existing contracts the Com- 
mission disapproved, and the number of producers who terminated their contracts 
upon such disapproval. 

Sincerely, 
JEROME K. KUYKENDALL, 
Chairman. 


The Crarrman. This concludes the hearings on the proposed 
amendments to the Natural Gas Act, and the record will be closed 
within 5 days, which will be Monday, next Monday, the 10th. 

I do feel that the record should be held open a few days in order 
to give anyone who desires to file a statement in comnection with this 
proposed legislation, an opportunity to do so. 

But I must emphasize that the record, too, will be closed on the 10th, 
and that it then will be made up and sent to the printer for publishing. 

Let the chairman, on behalf of the committee, thank the member- 
ship, as well as the witnesses who have appeared, for their coopera- 
tion in making what I think is one of the most substantial and per- 
haps voluminous records on this subject that has been made, even 
including the record which you had made at the Commission, Mr. 
Chairman. 

Mr. KuyKenpbatt. I doubt if you can compete with us. 

[ Laughter. | 

The CHatrman. I think the record has been substantial, and it 
is an exceptionally fine one, and the members of this committee are 
to be commended for it. 

The committee will adjourn. 

(The following additional information was submitted by Mr. Ran- 
dall J. LeBoeuf, Jr., at the request of the chairman and Mr. Jarman 
as indicated by note on p. 828, pt. 1.) 

LAW Orrices or LEBorur, LAMB & LetTey, 
New York, N. ¥., June 20, 1957. 
Re H. R. No. 6790. 


Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, 
House Office Building, Washington, D. C. 


DEAR CHAIRMAN Harris: At the hearings before vour committee, I was 
questioned (see pp. 1682-1688) by Congressman Jarman as to the effect of 
section 2 (b) of the bill as appearing on page 2, particularly lines 21—24, with 
reference to questions raised in the statement presented by W. A. Delaney, Jr., 
Esq., of Oklahoma. I expressed the following offhand views: 

1. The bill before the committee would not, in itself, imnair the power of a 
State to impose taxes otherwise valid on the production of natural gas; 

2. The bill would continue in effect the present prohibitions on State mini- 
mum price regulation; and that 

8. I had no personal objection to a clarifying amendment to add at the end 
of section 2 (b) (p. 2, line 24) the words, ”:; but the taxing power of any State 
or local authority shall not be impaired by this act.” 

It was requested that I give further consideration to these questions and 
advise the committee of my considered opinion. I have done so. Attached 
is a memorandum summarizing the decisions considered and our views set forth 
in greater detail. 

As you will see, the memorandum supports the general opinion I expressed 
to the committee, and in addition expresses the view that reasonable and 
nondiscriminatory State conservation measures not involving price fixing would 
continue to be valid under the bill. 
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Specifically, I see no objection to the insertion of the clarifying amendment 
in the bill suggested by Mr. Jarman in the precise language set forth in para- 
graph 3 above. 

Respectfully yours, 
RANDALL J. LEBOEUF. 
MEMORANDUM 


The question has been presented, based upon certain testimony of W. A. De- 
laney, Jr., Esq., before the House Committee on Interstate and Foreign Com- 
merce, whether the provisions of H. R. 6790 (85th Cong.), a bill to amend the 
Natural Gas Act, would preclude the several States from imposing taxes upon 
the gathering of natural gas which is sold in interstate commerce; and, further, 
whether such bill would invalidate State conservation measures such as prora- 
tioning regulations. 

The answer would appear to be that bona fide State taxes imposed upon the 
actual gathering process would continue to be valid, assuming the passage of 
H. R. 6790. It would also seem that State laws actually intended and reasonably 
ealeulated to promote conservation of natural gas would continue to be valid, with 
the exception of minimum price laws. As noted below, such minimum price 
laws appear to be invalid under the Natural Gas Act as it exists at present. This 
answer, of course, assumes that neither the tax nor conservation measures in any 
manner discriminate with relation to natural gas sold or intended to be sold for 
transportation in interstate commerce. Any regulation discriminating against 
gas sold or to be sold in interstate commerce would, of course, be invalid under 
the Constitution, even if there is no Federal legislation in the field (e. g., Penn- 
sylvania v. West Virginia, 262 U. S. 553 (1923)), holding that a State cannot 
require a preference of domestic consumers as against interstate consumers in 
the purchase of natural gas; nor can a State constitutionally seek to advance 
the economic interests of its own citizens under the guise of the tax power by a 
discriminatory tax (e. g., Tooner v. Witsell, 334 U. 8. 385 (1948) ) invalidating a 
discriminatory tax on nonresidents taking shrimp, the tax being actually in- 
tended to exclude nonresidents in favor of resident shrimpers. 

Even assuming they are nondiscriminatory, State measures which affect com- 
modities shipped in interstate commerce may in particular instances be in- 
validated either because of a repugnance to the commerce clause of the Constitu- 
tion or because of a conflict with an act of Congress. In the former instance, 
the State law may be invalid although Congress has not legislated in any way 
upon the matter in question. However, it has been authoritatively decided that 
nondiscriminatory statutes of the type herein questioned are not repugnant to 
the commerce clause, assuming that they fulfill other constitutional requirements 
such as due process. 

In Hope Natural Gas Co. v. Hall (274 U. S. 284 (1927)) the Supreme Court 
held that a State tax on the production of natural gas, measured by the value of 
the gas at the well, was not repugnant to the commerce clause of the Constitution 
when applied to gas to be shipped in interstate commerce. Since there was at 
the time no Federal statutory regulation of any phase of production or gathering, 
only the constitutional question was involved. See also Utah Power & Light v. 
Phost (286 U. 8S. 165 (1982)), upholding the validity of a State tax upon the 
generation of electricity, which electricity was ultimately transported and sold 
in interstate commerce. It may be noted, however, that the tax must be a tax 
on the actual production or gathering process and not on the transportation of 
the gas itself. In Michigan-Wisconsin P. L. Co. v. Calvert (347 U.S. 157 (1954) ), 
cited by Mr. Delaney in his testimony, the tax which Texas called a gathering 
tax was found by the Supreme Court to be actually a tax on the taking of the 
gas by the pipeline for purposes of interstate transmission, after the gas had 
been produced, gathered, and processed by others. This “taking,” which was 
the true taxable event, was an actual part of interstate commerce, and therefore 
the tax was held to be invalid as being in conflict with the commerce clause. 

On purely constitutional issues, the Supreme Court has also held in Cities 
Services Gas Co. vy. Peerless Oil & Gas Co. (340 U. S. 179 (1950) ), that nondis- 
criminatory State minimum price and proration orders were valid as being mat- 
ters of local concern. The Court expressly noted that it was considering only 
the commerce clause issue, and that since there was no contention in the case 
before it of any conflict with the Natural Gas Act, such issue would not then be 
decided. 

In view of the above decisions the question becomes one of whether the Natural 
Gas Act, as it would exist if H. R. 6790 became law, would so occupy the field 
as to invalidate State tax and conservation laws. 
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The courts are reluctant to find such a conflict. While the cases must be con- 
sidered individually, the Supreme Court in Missouri, K. & T. Ry. v. Harris (2% 
U. S. 412, 418-419 (1914) ), stated its position in a manner which is more com- 
plete than, but typical of, the Court’s expression in both prior and subsequent 
cases, 

“These cases recognize the established rule that a State law enacted under 
any of the reserved powers—especially if under the police power—is not to be set 
aside as inconsistent with an act of Congress, unless there is actual repugnancy, 
or unless Congress has, at least, manifested a purpose to exercise its paramount 
authority over the subject. The rule rests upon fundamental grounds that should 
not be disregarded. In Reid v. Colorado (187 U. S. 137, 148) the Court, speaking 
by Mr. Justice Harlan, said: ‘It should never be held that Congress intends to 
supersede or by its legislation suspend the exercise of the police powers of the 
States, even when it may do so, unless its purpose to effect that result is clearly 
manifested. This Court has said—and the principle has been often reaffirmed— 
that “in the application of this principle of supremacy of an act of Congress in 
a case where the State law is but the exercise of a reserved power, the repug- 
nance or conflict should be direct and positive, so that the two acts could not be 
reconciled or consistently stand together.” Sinnot v. Davenport (22 How. 227, 
243).’ In Savage v. Jones (225 U. S. 501, 533) the Court said: ‘When the ques- 
tion is whether a Federal act overrides a State law, the entire scheme of the 
statute must of course be considered and that which needs must be implied is 
of no less force than that which is expressed. If the purpose of the act cannot 
otherwise be accomplished—if its operation within its chosen field else must be 
frustrated and its provisions be refused their natural effect—the State law must 
yield to the regulation of Congress within the sphere of its delegated power 
[citing cases]. But the intent to supersede the exercise by the State of its police 
power as to matters not covered by the Federal legislation is not to be inferred 
from the mere fact that Congress has seen fit to circumscribe its regulation and 
to occupy a limited field. In other words, such intent is not to be implied unless 
the act of Congress fairly interpreted is an actual conflict with the law of the 
State.’ [Citing many cases].” . 

There is no direct conflict in terms, between the Natural Gas Act, as it would 
be amended, and either State tax laws or conservation laws, with the exception 
of State minimum-price legislation. The Natural Gas Act would continue to 
provide that the provisions of the act would not apply “to the production or 
gathering of natural gas,” although there would be an express provision that 
“no State or local authority shall regulate the sale price of natural gas either 
at or before the commencement of the transportation of such natural gas in 
interstate commerce.” It may be noted that even without this latter provision 
the. Natural Gas Act has been held to preclude State price fixing for natural-gas 
producers, Natural Gas P. L. Co. v. Panoma Corp. (349 U. S. 44 (1955)), held 
that such price fixing was subject to “exclusive regulation of the Federal Power 
Conimission.” 

Mr. Delaney suggests that State tax laws are contrary to the policy expressed 
in the Natural Gas Act (as it would be amended) since such laws naturally tend 
to increase the price of production. A similar argument might be made with 
regard to State conservation laws not involving price fixing, since such laws 
tend, in the short run, to decrease supply. However, such arguments would 
appear to find little support in judicial authority. The mere fact that State 
legislation results in an increase in the cost of a commodity or service regulated 
under a Federal statute does not appear in itself to have ever been a ground for 
invalidating such State law. Although the courts may apply what might be 
termed a “rule of reason” to such statutes, equating the increased cost factor 
with the local benefit derived, it would seem such a measurement would be 
applied even if the constitutionality of the State statute were being considered 
in the absence of any congressional legislation. 

Directly in point, from the tax aspect, is Federal Compress Co. v. McLean 
(291 U.S. 17 (1934) ), where the Court considered a Mississippi tax measured by 
capacity imposed upon warehouses licensed under the United States Warehousing 
Act (7 U.S. C., sec. 241 ete.). Although the Federal act regulated the rates of 
such warehouses in a manner which clearly precluded any State power over 
such rates (Rice v. Santa Fe Elevator Corp., 331 U. 8. 215, 224, 236 (1947) ), the 
Court held that the tax was valid, stating (at 291 U. S. 23) : 

“The fact that the license is used also as a means of Government control of 
appellant’s business does not call for a different conclusion. The National 
Government has not assumed to tax the business or to exercise any control over 
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the taxation of it by the State. The State does not tax the license itself and the 
tax upon petitioner’s business, applied without discrimination to all similar 
businesses whether licensed or not, does not impair the control which the Federal 
authority has chosen to exert. The mere extension of control over a business 
by the National Government does not withdraw it from a local tax which pre- 
sents no obstacle to the execution of the national policy. Compare Susquehanna 
Power Co. v. Tax Commission, supra; Broad River Power Co, v. Query, supra. 
See Willcuts v. Bunn (282 U. S. 216, 226, 230).” 

Similarly, State regulation which imposed increased financial burdens on 
federally rate-regulated enterprises has often been upheld. 

Atchison, T. & S. Ry. v. Railroad Comm’n (283 U. 8. 380, 391-397 (1931) ) held 
that Federal regulatory statutes did not preclude the California commission 
from ordering interstate railroads to build a union station, an order which the 
ICC had no authority to make. Although the Supreme Court held that certain 
provisions of the Federal acts, specifically referring to extension of facilities, 
required ICC approval prior to any such State order, Federal rate regulation 
was not mentioned as imposing any inhibition on the State’s power to make the 
order. 

Lehigh Valley RR. v. Board of Pub. Util. Comm’rs (278 U. 8. 24, 31-385 (1928) ) 
considered a State grade crossing elimination order which imposed a part of the 
cost on the interstate railroad. The Supreme Court held that the Interstate 
Commerce Act did not invalidate the power of the State to require a reasonable 
expenditure for such purposes, and that since the particular case was “one which 
is near the line of reasonableness, but * * * does not go beyond the line,” the 
State action was valid both under the Constitution and the Federal legislation. 

Atlantic Coast Line RR. v. Georgia (234 U. 8S. 280, 290-294 (1914) ) held that a 
State statute regulating headlights on interstate carriers was not precluded 
either by the Interstate Commerce Act or by the Safety Appliance Act. 

Vissouri, K. & T. Ry. v. Harris (234 U. 8. 412 (1914)) noted supra, held that 
a State staute,allowing attorneys’ fees on small claims, as applied to claims for 
loss of interstate freight, was not repugnant to the Interstate Commerce Act. 

Several decisions, in holding State taxes or regulations imposing expenses on 
interstate carriers to be valid, did not discuss any possible restriction on State 
power by virtue of Federal rate legislation, although from the dates of the cases 
it is apparent that such Federal legislation was in effect : 

Chicago, Rock Island & P. Ry. v. Arkansas (219 U. S. 453 (1911)) (“full train 
crew” law held valid in the absence of any congressional legislation on the sub- 
ject; although the Interstate Commerce Act required the carrier’s rates) ; St. LD. 
Tron Mt. & Southern Ry. v. Arkansas (240 U. S. 518 (1916)) (“full train crew” ; 
the Interstate Commerce Act which governed rates was not discussed) ; Nash- 
ville & S. &d L. Ry. v. Wallace (288 U. 8. 249 (19383)) (tax on storage and with- 
drawal of gasoline, as applied to gasoline used by an interstate carrier; effect of 
Interstate Commerce Act not discussed) ; So. Car. St. Highway Department v. 
Barnwell Bros., Ine. (303 U. S. 177 (1938)) (oad limits on interstate motor 
carriers; Federal Motor Carrier Act was held by the lower court not to be in 
conflict, but the issue was not raised in the Supreme Court) ; Memphis G. Co. v. 
Stone (335 U. S. 80 (1948)) (franchise tax on interstate pipeline; no discussion 
of the Natural Gas Act). 

However, in Southern Pac. Co. v. Arizona (325 U. S. 761 (1945) ), the Supreme 
Court indicated that there were practical limitations on the burdens which States 
could impose. At issue was an Arizona statute limiting the length of trains, 
including interstate carriers. The Supreme Court held that although the State 
law was not in conflict with the Federal Safety Appliance Act or with those 
provisions of the Interstate Commerce Act which gave the ICC emergency power 
to make rules for “car service,” it did conflict with the commerce clause, and— 
“interposes a substantial obstruction to the national policy proclaimed by Con- 
gress, to promote adequate, economical, and efficient railway transportation 
service. Interstate Commerce Act, preceding section 1, title 54, statute 889” (at 
p. 773). 

The opinion stressed the destructive effect of the State law on uniformity, and 
its doubtful value as a safety measure, saying (at pp. 775-776) : 

“The decisive question is whether in the circumstances the total effect of the 
law as a safety measure in reducing accidents and casualties is so slight or 
problematical as not to outweigh the national interest in keeping interstate com- 
merce free from interferences which seriously impede it and subject it to local 
regulation which does not have a uniform effect on the interstate train journey 
which it interrupts.” 
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The opinion distinguished, in this respect, the “full crew law” cases, noted 
above, stating (at p. 782) : 

“While the full train crew laws undoubtedly placed an added financial burden 
on the railroads in order to serve a local interest, they did not obstruct inter- 
state transportation or seriously impede it. They had no effects outside the 
State beyond those of picking up and setting down the extra employees at the 
State boundaries; they involved no wasted use of facilities or serious impair- 
ment of transportation efficiency, which are among the factors of controlling 
weight here.” 

It may be noted that in both this Arizona decision and in the Lehigh Valley 
decision, supra, the opinions noted a necessity for reasonableness of cost, in 
relation to the local interest promoted, as a necessary requirement for con- 
formity with the Constitution, as well as for conformity with Federal legislation. 

Obviously, whether a particular State statute conforms with this requirement 
of reasonableness can only be determined on an individual basis. However, it 
does not appear from the cases that the proposed amendments to the Natural 
Gas Act would impose any restrictions on State legislation not existing under the 
act as it exists now; nor would it seem to impose any substantial restriction 
(other than prohibiting price fixing) not existing under the Constitution. 

In applying the doctrine of reasonableness, it is probable that the courts might 
consider whether the tax was intended to impose upon natural-gas production 
its fair share of the burden of meeting local revenue needs, and whether the 
conservation regulation was related to objectives of prorating and conserving 
a local natural resource for the ultimate benefit of the Nation as a whole. 

If nondiscriminatory State legislation met these standards of reasonableness 
and so placed no undue burden upon the scope of Federal regutation of natural 
gas as provided for by the Natural Gas Act, as it would be amended by H. R. 6790, 
it is our opinion that such State legislation would be validly within the tax and 
police powers of such State. 


(Whereupon, at 7 p. m., the committee adjourned. ) 
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